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PART |

[tem1. Business
Forward L ooking Statements and Analysts Reports

This Form10-K and futurefilingsby Alaska Communications Systems Group, Inc. (“ACS Group” or the “Company”) on Forms 10-K, 10-Q
and 8-K and future oral and written statements by the Company and its management may include certain “forward-looking statements’ as
defined under the Private Securities Litigation Reform Act of 1995, including (without limitation) statements with respect to anticipated future
operating and financial performance, financial position and liquidity, growth opportunities and growth rates, pricing plans, acquisition and
divestitive opportunities, business prospects, strategic alternatives, business strategies, regulatory and competitive outlook, investment and
expenditure plans, financing needs and availability, and other similar forecasts and statements of expectation. Words such as“aims,”
“anticipates,” “believes,” “could,” “estimates,” “expects,” “hopes,” “intends,” “may,” “plans,” “projects,” “seeks,” “should,” and “will,” and
variations of thesewords and similar expressions, are intended to identify theseforward-looking statements. These forward looking statements
are subject to certain risks and uncertainties that could cause actual resultsto differ materially from our Company’s historical experienceand
our present expectations or projections. Forward-looking statements by the Company and itsmanagement are based on estimates, projections,
beliefs and assumptions of management and are not guarantees of future performance. The Company disclaims any obligation to update or
revise any forward-looking statement based on the occurrence of future events, thereceipt of new information, or otherwise.

"o« ” o LTS ” o«

Actual future performance, outcomes and results may differ materially fromthose expressed in forward-looking statements made by the
Company and its management asa result of a number of important factors. Examples of these factorsinclude (without limitation) rapid
technological developments and changesin the telecommunications industries; ongoing deregulation (and the resulting likelihood of
significantly increased price and product/service competition) in the telecommunicationsindustry asaresult of the Telecommunications Act of
1996 (the “1996 Act”) and other similar federal and state legidation and thefederal and staterules and regulations enacted pursuant to that
legidlation; regulatory limitations on the Company’ s ability to changeits pricing for communications services; the possible future unavail ability
of Statement of Financial Accounting Standards (‘ SFAS”) No.71 to the Company’ swireline subsidiaries; and possible changesin the demand
for the Company’ s products and services. Inaddition to these factors, actua future performance, outcomesand results may differ materially
because of other, more general, factorsincluding (without limitation) changes in general industry and market conditions and growth rates;
changesin interest rates or other general national, regional or local economic conditions; governmental and public policy changes; changesin
accounting policies or practices adopted voluntarily or asrequired by accounting principles generally accepted in the United States of America;
and the continued availability of financing in the amounts, at theterms and on the conditions necessary to support the Company’ s future
business.

Investors should also be aware that while ACS Group does, at various times, communicate with securities analysts, it is against the Company’s
policy to discloseto them any material non-public information or other confidential information. Accordingly, investors should not assume that
ACS Group agrees with any statement or report issued by an analyst irrespective of the content of the statement or report. To the extent that
reports issued by securities analysts contain any projections, forecasts or opinions, such reports are not the responsibility of ACS Group.

2
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Introduction

ACS Group was formed in 1998 by Fox Paine Company, members of the former senior management team of Pacific Telecom, Inc., and other
experienced telecommunicationsindustry executives. InMay 1999, the Company acquired Century Telephone Enterprises, Inc.’ sAlaska
properties (“CenturyTel’s Alaska Properties’) and Anchorage Telephone Utility or ATU (collectively the “ Predecessor Entities’). CenturyTel’'s
Alaska Properties were the incumbent provider of local tel ephone services in Juneau, Fairbanks and more than 70 rural communities in Alaska
and provided Internet services to customers statewide. CenturyTel’s Alaska Properties included ACS of Fairbanks, Inc., ACS of Alaska, Inc.,
and ACS of the Northland, Inc. ATU was the largest local exchange carrier (“LEC”) in Alaska and provided local telephone and long distance
services primarily in Anchorage and cellular services statewide. ATU provided long distance servicesthrough ATU Long Distance, Inc. and
cellular services through MACtel, Inc. These companies are now known as ACS of Anchorage, Inc., ACS Long Distance, Inc. and ACS
Wireless, Inc. On October29, 1999, the Company changed its name from ALEC Holdings, Inc. to Alaska Communications Systems Group, Inc.

The consolidated financial statements for ACS Group represent the operations principally of thefollowing entities:
*Alaska Communications Systems Group, Inc.
*Alaska Communications Systems Holdings, Inc. (“ACSHoldings’)

*ACSof Alaska, Inc. (“ACSAK")

*ACS of theNorthland, Inc. (“ACSN")

*ACS of Fairbanks, Inc. (“ACSF")

*ACS of Anchorage, Inc. (“ACSA”)

*ACSWireless, Inc. (“ACSW”)

*ACSInfoSource, Inc. (“ACSIS’)

*ACSInternet, Inc. (*ACSl”)

*ACSLong Distance, Inc. (“ACSLD”)

*ACSTéevision, L.L.C. (“ACSTV")

ACS Group istheleading diversified, facilities-based telecommunications provider in Alaska, offeringlocal telephone, cellular, long distance,
data and Internet servicesto business and residential customers throughout the state. ACS Group is thelargest telecommunications provider in
Alaska using its own network facilities to provide full service end-to-end communications to itscustomers.

At various times, ACS Group evaluates opportunities for establishing or acquiring other telecommunications businesses through acquisitions or
otherwise in Alaska and elsewhere in the United States, and may make investments in such businessesin the future. ACS Group has focused its
attention on local telephone, cellular, directory, Internet, and interexchange businesses.

Local Telephone . With over 330,000 access lines, representing approximately 68% of the access lines provisioned in Alaska, ACSGroup is
the largest LEC in Alaska and the 14th largest in the U.S. The Company provides serviceto most of the state’'s major population centers,
including Anchorage, Juneau and Fairbanks.

Céellular . ACS Group isthelargest and only statewide provider of cellular servicesin Alaska, currently serving approximately 80,000
subscribers. Itscellular network covers over 468,000 residents, including all major population centers and highway corridors. The Company
has upgraded to afully digital network in substantially all of its service areas.

Directory . ACS Group, through its subsidiary ACSIS, isthe largest provider of published directory advertising in Alaska. The Company
serves approximately 12,000 advertisers through eight regional directories tailored to serve the needs of each of itslocal exchange markets.
ACS Group aso provides an online directory product and other specialized advertising vehicles to its customers.

3
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Internet . ACS Group isthe second largest provider of Internet access services in Alaska with over 46,000 customers. ACS Group offers
dedicated and dial-up Internet access and digital subscriber line, (“DSL") Internet access to itscustomers.

I nterexchange. ACS Group provides long distance and other interexchange services to over 65,000 customersin Alaska. ACS Group has
migrated long distance traffic fromleased circuits onto its own network infrastructure where possible, principally betweenits major markets of
Anchorage, Fairbanksand Juneau.

Other. ACS Group provides wireless cable television services in the Fairbanks and Anchorage service areas over UHF frequencies. ACS
Group is evaluating opportunities to expand itsoffering of wireless cabletelevision services.

Products, Services and Revenue Sour ces

ACS Group offersa broad portfolio of telecommunications services to residential and business customers in its markets. The Company believes
that, as the communi cations marketpl ace continues to converge and competition continuesto enter the market, the ability to offer an integrated
package of communications products will provide a distinct competitive advantage, as well as increase customer loyalty, and thereby decrease
customer turnover. The Company complementsits local telephone servicesby actively marketingits cellular, directory, Internet, interexchange
and other service offerings.

Profit or loss and total assets for each of the Company’s segments is disclosed in Note 15 “Business Segments’ of the Alaska Communications
Systems Group, Inc. Consolidated Financial Statements. The followingtable sets forth the components of ACS Group’s consolidated revenues
for the years ended December31, 2001 and December31, 2000 and pro forma combined revenuesfor theyear ended December3l, 1999
(dollarsin millions). For the year ended December 31, 1999, the combined revenues represents the historical combined revenuesof the

Predecessor Entities— prior to their ownership by ACS Holdings, from January1, 1999 through May14, 1999, plus the consolidated results of
ACS Holdings from May15, 1999 through December31, 1999.

Revenuefor the Year Ended December 31,

2001 2000 1999
Consolidated Consolidated Proforma Combined
Amount Per cent Amount Per cent Amount Per cent
Revenue by Sour ce:
Local network service $  96.3 20% $ 941 301% $ 945 315 %
Network access 103.0 31.0 105.2 336 105.4 35.1
Deregulated and other 221 6.7 23.0 7.3 225 7.5
revenue
Local 221.4 66.8 222.3 71.0 222.4 74.2
telephone
Cdlular 40.4 12.2 39.5 12.6 36.0 12.0
Directory 339 10.2 29.1 9.3 26.6 8.9
Internet 13.7 4.1 9.2 29 49 1.6
Interexchange 21.3 6.4 11.8 3.8 9.6 3.2
Other 1.0 0.3 11 04 04 0.1
Total $ 3317 1000 % $ 3130 1000% $ 299.9 100.0 %

Local Telephone

The Company provides loca telephone service through its four LECs. Local telephone revenue consists of local network service, network
access (including universal service revenue), and deregulated and other revenue, each of which is described below.

4
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Local Network Service

Basic Local Network Service . Basicloca network service enables customers to originate and receive telephone callswithin a defined
“exchange” area. The Company provides basic local services on aretail basis to residential and business customers, generally for afixed
monthly charge. The maximum amount that can be charged to a customer for basic local services is determined by rate proceedings involving
the Regulatory Commission of Alaska (“RCA™). The Company charges business customers higher rates to recover a portion of the costs of
providing local service to residential customers, as is customary in the industry. On average, U.S. business rates for basic local services have
been over two times therates of residential customers. Basiclocal service also includesnon-recurring charges to customers for the installation
of new products and services and recurring charges for enhanced features such as call waiting and caller identification.

At December31, 2001, approximately 57% of ACS Group's retail access lines served residential customersand 43% served business
customers. Currently, monthly charges for basic local service for residential customers range from $9.42 to $16.30 in ACS Group's service
areas compared to the national average for urban areas of $13.70. Monthly charges for business customers range from $17.65 to $35.00 in ACS
Group'’s service areas compared to the national average for urban areas of $33.88. In November 2001, the Company wasauthorized by the
RCA toincrease on an interim basis certain ratesin its largest market, Anchorage, by 24%. Asaresult, the Company increased residential
service ratesin Anchorage from $9.70 to $12.05 per month. See “Business— Regulation” for further discussion of regulatory mattersincluding
the Company’slocal network service rate proceedings.

The table below setsforth the annual growth in access linesfor ACS Group and its Predecessor Entities from December31, 1997 to
December31, 2001. The number of access lines shown for 1997 includes approximately 37,000 access linesthat were acquired by CenturyTel’'s
Alaska Properties as part of its acquisition of the City of Fairbanks Telephone Operation in October 1997. The number of access lines shown
represents all revenue producing access lines connected to both retail and wholesale customers .

As of December 31,

2001 2000 1999 1998 1997
Retail access lines 261,002 272,936 281,726 266,704 275,549
Wholesale access lines 22,859 17,303 15,680 13,010 5,106
Unbundled network elements 49,062 39,221 28,202 20,680 2,700
Total Loca Telephone AccessLines 332,923 329,460 325,608 300,394 283,355
Percentage Growth 11% 12% 8.4 % 6.0 % 19.2 %

On Junel, 1999, as part of the consolidation of its operating and billing systems, ACSGroup conformed the methodology by whichthe number
of access linesis calculated across all of itslocal exchangesto that previously used for CenturyTel’s Alaska Properties. The Company intends
to use the method used to calculate access linesin service for CenturyTel’s Alaska Properties to calculate its access linesin al future periods.
In thetable above, for the year ended December31, 1999, the Company shows ATU’s number of access lines calculated using this method. 1f
the number of ATU’s access linesin serviceat December31, 1998 was computed under this same method, the number of accesslinesat ATU
would increase by 4,940 and thetotal number of access lines would equal 305,334 and the combined growth percentage would be 7.8% for
1999. Dueto limited data available to ACS Group, no adjustments to the access linesin service for 1997 have been computed.

Management believes that future access line growth is dependent on among other things, the economic outlook in Alaska and the United States,
the impact of technology and competition on line demand and population growth in the Company’s service aress.

Competitive Local Network Service. The Company also provides interconnection through wholesale access toits basic local serviceand
through leasing unbundled network elements (“UNES") to its competitors as required by the 1996 Act. Revenues for these services are included
inloca network service revenues. The Company provided 68,068 lines to competitorsin the Anchorage service areaon either a

5
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wholesale or UNE basis as of December31, 2001. In November of 2001 the Company wasauthorized by the RCA to implement an interim and
refundabl e rate increase of $1.07 per UNE loop for its Anchorage serving area, increasing the total rateto $14.92 from $13.85. The RCA has
also lifted the Company’ srural exemption for the Fairbanks and Juneau serving areas and awarded interconnection ratesto a competitor on a
UNE basisof $19.19 and $16.71, respectively. The Company believes the UNE ratesin place in al of its markets are below itsembedded and
forward looking cost and are therefore non-compensatory. As of December31, 2001, the Company provided 3,853 linesto competitors in the
Fairbanks service area on either awholesale or UNE basis. The Company has not yet provided lines on either awholesale or UNE basis to
competitors in Juneau, although competition is expected in 2002. See “Business— Regulation” for further discussion of regulatory matters,
including interconnection under the 1996 Act.

While thereis some seasonality in local network service, represented primarily by reduced line demand in the Alaskan winter asseasonal
workers|eave the state, operating resultsfor local telephone servicesare not materially impacted by seasonal factors.

Network Access

Network access services arisein connection with the origination and termination of long distance, or toll, callsand typically involve more than
one company in the provision of such long distance service on an end-to-end basis. Sincetoll calls are generaly billed to the customer
originating the call, amechanismisrequired to compensate each company providing servicesrelating to the call. This mechanismisthe access
charge, whichthe Company hills to each interexchange carrier for the useof its facilities to access the customer. The Company also receives
universal service revenue, whichit includes in its reported network access revenue. These components of network access revenue are described
below.

Intrastate Access Charges . ACS Group generates intrastate access revenue whenan intrastate long distance call that involves an ACSGroup
LEC and an interexchange carrier isoriginated and terminated withinthe samestate. The interexchange carrier paysthe Company an intrastate
access payment for either terminating or originating the call. The Company records thedetails of thecall through its carrier access hilling
system and receives the access payment from theinterexchange carrier. The Company aso provides billing and collection (“BC") services for
interexchange carriers through negotiated BC agreementsfor certain typesof toll calls placed by the Company’slocal customers. ACSGroup's
LECsin competitive areas areunder their own stand-alone tariffs for intrastate access. In non-competitive areas, ACS Group’s LECs participate
in a statewide tariff and access charge pooling arrangement that is administered by the Alaska Exchange Carriers Association (“AECA"). The
access charge for ACS Group' sintrastate service isregulated by the RCA.

Interstate Access Charges . ACS Group generates interstate access revenue when an interstate long distance call is originated froman Alaskan
local calling area served by an ACS Group LEC and isterminated in aloca calling areain another state, and vice versa. The Company bills
interstate access charges in a manner similar to intrastate access charges. However, interstate access charges areregulated by the Federal
Communications Commission (“FCC”) rather thanthe RCA. ACS Group’s LECs participate in a nationwide tariff and access charge pooling
arrangement that is administered by the National Exchange Carrier Association (“NECA”) for all ACS Group's LECs except ACSA. ACSA
participates in the NECA common linetariff, but has its own interstate access tariff for traffic sensitive and special access services.

Universal Service Revenue. Universal service revenue supplements the amount of local servicerevenue the Company receives to ensure that
basic local service ratesfor customers in high cost rural areas are not significantly higher than rates charged in lower cost urban and suburban
areas. The 1996 Act prescribed new standards applicable to universal service, including mechanisms for defining the types of servicesto be
provided as part of a universal service program, specific goalsor criteria applicableto universal service programs, new qualificationsfor
receipt of universal service funding and new requirements for contributions to universal service funding. The FCC, in conjunction with a
federal-state joint board composed of FCC and state commission members, has been working since passage of the 1996 Act to implement these
new statutory provisions. The FCC haschosen to address universal service matters, initially for non-rural telephone companies, and
subsequently for rural telephone companies. While new cost-identification models for non-rural local carriers were adopted effective on
January1, 2000, similar
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modelsfor rural carrierswere rejected by the FCC, leaving previous Universal Service Fund (“USF") calculations in place. While the Joint
Board and the FCC continueto examine modifications to the universal servicefunding mechanisms, it isunlikely that any changeswill havea
near-term impact on ACS Group’ s revenue.

Operating results for network access services are not materially impacted by seasonal factors.
Deregulated and Other Revenue

Deregulated and other revenues consist of BC contracts, space and power rents, pay telephone service, customer premise equipment sales, and
other miscellaneous revenuesgenerated by the Company’s LECs. ACS Group seeks to capitalize onitslocal presence and network
infrastructure by offering these additional services to customers and interexchange carriers. Deregulated and other revenue is generally not
subject to seasonal impacts on operating results.

Cdlular

ACS Group’s cellular businessiis currently managed separately fromits LEC business andis subject to a different regulatory framework and
cost structure. Cellular servicesare provided statewide under the ACS Wireless brand name . The primary sources of cellular revenue include
subscriber access charges, airtime usage, toll charges, connection fees, roaming revenues, and enhanced features, such as caller identification
and call waiting. A subscriber may purchase services separately or may purchase rate plansthat package these servicesin different waysto fit
different calling patterns and desired features.

The table below setsforth the annual growth in the number of cellular subscribers served and total covered population for ACS Group and its
Predecessor Entities from December31, 1997 to December31, 2001.

As of December 31,

2001 2000 1999 1998 1997
Estimated covered population 468,622 462,057 460,802 460,162 453,361
Ending subscribers 80,120 75,933 73,068 66,572 55,131
Ending penetration 171 % 16.4 % 159 % 145 % 12.2 %

Although ACSGroup hasachieved cellular penetration rates of approximately 17% in Anchorage, 19% in Fairbanks and 20% in the Kenai
peninsula, penetration rates in the Company’ s other service areas are significantly lower. Management believes there are opportunities to
improve the penetration rates of its cellular operations in Southeastern Alaska, andin particular, Juneau. Management also believes that the
market for cellular services will continueto grow with the expansion of the cellular industry as awhole.

ACS Group aso owns 10 megahertz E Block PCS licenses covering Anchorage, Fairbanks and Juneau which were purchased by CenturyTel’s
Alaska Properties in 1997 and acquired by the Company whenit purchased CenturyTel’s Alaska Properties on May14, 1999. Management is
analyzing the build out of these licenses and technical alternativesfor using this spectrumto enhance the Company’s service offeringsin its
overall business.

Cdlular revenuedeclines in thewinter monthsand increases in the summer months due to Alaska' s northern latitude and the wide swingin
available daylight and changes in weather patterns between summer and winter and their effect on business, tourismand subscriber calling
patterns . However, operating resultsfor cellular services are not materially impacted by seasonal factors.

Directory
ACS Group isthelargest provider of yellow page advertising directories in the State of Alaska. The Company currently publishes eight

different booksin its local telephone markets throughout the state. Directory advertising revenuesare derived by ACS Group principally from
yellow pages advertising in the
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local telephone books of each of the Company’slocal exchangeservice areas. The Company provides thisservice under a contractual
arrangement with a directory publishing company. Directory advertising is billed in conjunction with local telephone service under aBC
agreement. ACS Group competes for directory advertising services with at least one other publisher in substantially all of itsservice areas.
Directory revenuesare not materially effected by seasonality.

I nternet

ACS Group provides Internet access services to approximately 46,000 customers as of December31, 2001. Inorder to offer Internet access, the
Company provides local dia-up telephone numbersfor its customers. ACS Group also offers high speed DSL to its customers in its major LEC
service territories. These local dial-up numbersand dedicated DSL connections allow customersaccess, through a modem connection on their
computer, to a series of computer servers ACSGroup owns and maintains. These servers allow customers to access their e-mail accounts and to
be routed to local access points that connect customers to the Internet. ACS Group charges customers either aflat rate for unlimited Internet
usage or a usage sensitiverate, which, in either case, can be billed on customers' local telephone hills. Operating results for Internet access
services arenot materially impacted by seasonal factors.

I nterexchange

Long Distance Services. ACS Group's predecessors began offering long distance services on aresale basis in October 1997, primarily in
Anchorage. The Company currently hasapproximately 65,000 long distance customers and less than 10% of total long distance revenuesin
Alaska. Before August 1998, CenturyTel’s Alaska Properties were precluded from entering thelong distance business by a non-competition
agreement with ATT Alascomwhich was signed when Pacific Telecom sold Alascom, Inc. to ATT in 1995.

In April 1999, ACS Group entered into a settlement agreement with General Communication, Inc. (“GCI™) under which the Company agreed to
enter into a number of new business arrangements and to settle a number of outstanding disputes, including GCI's oppositionto ACSGroup's
acquisitions of CenturyTel’s Alaska Properties and ATU. As part of thisagreement and to support other aspects of the Company’ s business
strategy, ACS Group purchased from GCI $19.5million of fiber capacity for high-speed links within Alaska and for termination of traffic in the
lower 49 states. Subsequently, the Company entered into an amendment to the purchase agreement with GCI, whereby, among other things,
ACS Group agreed to purchase additional capacity for $19.5 million. The Company fulfilled this commitment to purchase additional capacity
on January12, 2001.

ACS Group is subject to numerous conditions imposed by the RCA and, to alesser degree, by the FCC on the manner in which the Company
conducts its long distance operations. The restrictions areintended to prohibit cross-subsidization from the regulated LEC to thelong distance
affiliate and discrimination against other long distance providersin favor of a LEC' slong distance affiliate. Among the conditions applied to
ACS Group’ s long distance affiliate are those which:

 reguire the Company to hold all books and records, management, employees and administrative services separate, except that
servicesmay be provided among affiliates through arm’s length affiliated interest agreements,

e prohibit ACSA, ACSAK, ACSN and ACSF from bundling local and intra-state long distance servicesuntil competition developsin
their local marketsand

« prevent the Company fromjoint ownership of telephone transmission or switchingfacilities with the LEC and from using the LEC's
assets ascollateral for its own indebtedness.

Although thereis some seasonal impact on customer usage patterns for long distance, operating resultsare not materially impacted by seasonal
factors.
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Other

ACS Group ownsACSTV, awireless cabletelevision provider. ACSTV provides wireless cable television services over assigned UHF
frequenciesto approximately 1,900 customersin the Company’s Anchorage and Fairbanks service areas. ACS Group is evaluating
opportunities to expand its offering of wireless cabletelevision services.

Network Facilities

Asof December3l, 2001, ACSGroup owned 66 host switches serving over 330,000 access lines. All of the Company’ s access lines are served
by digital switches provided predominately by Nortel Networks. ACS Group's switches are linked through a combination of extensive aerial,
underground and buried cable, including 640 sheath miles of fiber optic cable, as well asdigital microwave and satellite links. The Company
has 100% single-party services (one customer per access line), and believes substantially all of its major switches have current generic software
upgrades installed, allowing for the full range of enhanced customer features.

ACS Group hasintegrated numerous network elements to offer avariety of servicesand applications that meet theincreasingly sophisticated
needs of customers. These elementsinclude Signal System 7 signaling networks, voice messaging platforms, digital switching, DSL and, in
some communities, integrated servicedigital network access. Asthe telecommunications industry experiences significant changesin
technology, customer demand and competition, the Company intends to introduce additional enhancements.

Network operations and monitoring are provided by ACS Group’s network operating control center located in Anchorage. The network
operating control center has technicians staffed seven days a week, 24 hours aday. The Company also has customer care call center facilitiesin
Anchorage and Fairbanks along with additional customer care facilitiesin Juneau, Sitka, Kenai/Soldotna and Kodiak. All of these facilities
offer extended business hours to efficiently handle customer inquiries and orders for service.

ACS Group’s cellular operations consist of three digital switching centers, 94 cell sites and four repeaters covering substantially al major
population centers and highway corridors in Alaska plus one analog switch and cell site covering Barrow, Alaska. The Company uses Ericsson
switchesand radios for itscellular operations. The Company’s switching and cell siteinfrastructure is linked by fiber and digital microwave.
ACS Group'’s network operating control center located in Anchorage also supportsal cellular switchesin ACSGroup’ s markets. Customer care
centers arelocated in Anchorage, Fairbanks, Juneau and Kenai/Soldotna.

The Company is enhancing its network to accommodate devel oping products and technology. The Company isworking with Cisco Systemsand
other vendors to implement a Multi-Protocol Label Switchingover Asynchronous Transfer Mode network or MPLS/ATM. ACS Group
believes the implementation of an MPLSATM network will enhance its capability to provide a complete suite of converged
telecommunications, data and video services and achieve significant operating efficiencies. The Company completed the first phase of the
implementation in 2001. Core MPLS/ATM nodes were installed in Anchorage, Fairbanks, Kenai, Juneau and Sesattle. ACS Group expects to
complete the implementation of its MPLS/ATM network early in the second quarter of 2002.

Completion of the MPLS/ATM network will enable the Company to provide an array of products and servicesover Internet Protocol or IP.
ACS Group currently offers a variety of products and services and will be able to converge them all over its MPLS core network:

. virtua private networks,

. virtua private lines,

. voice over |P services,

. transparent local area networks(LAN),
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. proprietary LANsand wide area networks (WAN),
. high speed Internet access,

. managed services,

. video and

. video conferencing.
Customers

ACS Group hasthree basic typesof customers for the servicesof its LECs:

* business and residential customers located in their local service areas that pay for local phone service,

* interexchange carriers that pay for access to long distance calling customers located within the Company’slocal service areas and

e competitivelocal exchange carriers (“ CLECS") that pay for wholesale access to the Company’ s network in order to provide
competitivelocal service on either awholesale or UNE basis as prescribed under the 1996 Act.

Approximately 57% of ACS Group's retail access lines served residential customers, while 43% served business customers.

ACS Group aso has approximately 80,000 cellular subscribers, 46,000 Internet subscribers and 65,000 long-distance subscribers consisting
substantially of retail residential and business consumers.

No single ACS Group customer represented more than 10% of its total 2001 consolidated revenue.
Competition
Local Telephone Service

Incumbent local exchange carriers (“ILECS’) may be subject to any of threetypes of competition:

« facilities-based competition from providers with their own local service network,
« resale competition from resale interconnection, or providers who purchase local servicefrom the ILEC at wholesale rates and resell
these servicesto their customers and

« competition from UNE interconnection, that is, providers who lease UNEsfrom the ILEC.

The geographic characteristics of rural areas presently make the entrance of most facilities-based competitors uneconomical because of the
significant capital investment required and thelimited market size. Therefore, ACS Group believes competition islikely to come from resale
interconnection or UNE interconnection. However, in the future, competition though other means, such ascable or wireless telephony may
become economically feasible. There are no regional Bell operating companiesin Alaska.

In September 1997, GCI and ATT Alascom, the two largest long distance carriers in Alaska, began providing competitive local telephone
services in Anchorage. GCI competes principally through UNE interconnection with ACSA facilities, while ATT Alascom competes primarily
by reselling ACSA’ s services. Competition is based upon price and pricing plans, typesof services offered, customer service, billing services,
and quality and reliability of service. GCI hasfocused principally on advertising discount plansfor bundled services. ATT Alascom’s strategy
has been to resell ACSA’s service as part of a package of local and long distance services. Asaresult, ACSA now has approximately 43%
competitive market penetration as of December31, 2001. The Company expects GCl and ATT Alascomto continueto compete for local
telephone business.

10
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As*“rura telephone companies’ under the 1996 Act, ACSGroup’srural LECs have historically been exempt from the obligation to lease their
facilities or resell their services on a wholesale discount basisto CLECs seeking interconnection. However, on June30, 1999 the Alaska Public
Utilities Commission (*APUC”) ordered these exemptions terminated for certain rural serviceareas of ACS Group, and on October11, 1999,
the RCA, whichreplaced the APUC on July1, 1999, sustained the APUC’sorder. As aresult, ACSGroup’'srural LECs entered into
interconnection arbitration with GCI. This arbitration resulted in arbitration agreements for certain rural serviceareas of ACS Group. See
“Business— Regulation” for further discussion.

In October 2000, the RCA approved interconnection agreements under the 1996 Act ACSF, ACSN and ACSAK and GCI for its Fairbanks and
Juneau markets. Commencing in April 2001, the Company received its first orders for resale of local services in Fairbanks. As of December31,
2001, ACS Group estimatesthat it now has approximately 90% market share in Fairbanks. Through December31, 2001, GCI has competed in
Fairbanks primarily through reselling ACSF and ACSN services, however, the Company expects GCI to compete in this market primarily
through UNE interconnection in the future. ACSAK has experienced no competition in its Juneau market as of February 2002, although the
Company anticipates competition in the future. While GCI claimsthe right to resell local service in portions of the ACSN territory, it has yet to
place any orders to do so.

ACS Group expects increasing competition from providers of various services that provide users the means to bypass its network. Long
distance companies may construct, modify or leasefacilities to transmit traffic directly fromauser to along distance company. Cable television
companies also may be able to modify their networks to partially or completely bypass the Company’slocal network.

In addition, while cellular telephone services have historically complemented traditional LEC services, the Company anticipates that existing
and emerging wirel ess technologies may increasingly compete with LEC services. For example, ATT had introduced its fixed wireless product
to the Anchorage market. Although ATT’ s fixed wireless product was subsequently abandoned, communicationstechnology manufacturers
continue to work on aternativesto traditional LEC service. At thistimeit isnot possible to predict the impact of this product on the Company’s
share of the local market. Technological developments in cellular telephone features, personal communications services, digital microwave and
other wireless technologies are expected to further permit the development of alternativesto traditional wireline services.

Cdlular Services

The wireless telecommunications industry is experiencing significant technological change, as evidenced by the increasing pace of
improvementsin the capacity and quality of digital technology, shorter cycles for new products and enhancements, and changes in consumer
preferences and expectations. ACS Group believes that the demand for wireless telecommunications services islikely to increase significantly
as equipment costs and servicerates continueto decline and equipment becomes more convenient and functional. Competition is based on
price, quality, network coverage, packaging features and brand reputation. In addition, there are six PCSlicenseesin each of the Company’s
cellular service areas. ACSGroup holds PCS licenses covering Anchorage, Fairbanks and Juneau. ACS Group currently competes with at least
one other wireless provider in each of its cellular service areas, including ATT Wireless Services, Alaska DigiTel, and Dobson
Communications. At least one new wireless competitor is expected to enter the Alaska market in 2002. The Company believes that the unique
and vast terrain and the high cost of PCS system buildout make entrance into markets outside Anchorage uneconomical at this time.

Asthe market for simple cellular voice services approaches maturity, providers are experiencing downward pressure on price. ACS Group is
positioning itself to offset thisimpact by bringing new higher margin services to market. By developing productsfor targeted market segments,
the Company isleveraging the advantagein market share and geographical coverageto attract new customers andincrease monthly revenues
from existing customers. The Company continuously evaluates new service offeringsin order to differentiate it fromits competitors, produce
additional revenues and increase margins.

11
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Internet Services

The market for Internet access servicesis highly competitivein most markets in the state. There arefew significant barriers to entry, and the
Company expects that competition will intensify in the future. ACS Group currently competes with anumber of established online services
companies, interexchange carriers, local exchangecarriers with Internet subsidiaries, satellite service providers and cable television companies.
The Company believes that itsability to compete successfully will depend upon a number of factors, includingthe reliability and security of its
network infrastructure, the ease of access to theInternet, and the pricing policies of its competitors. During 2001, the Company continued to
featureits DSL services in Anchorage, Fairbanks, Juneau, Kenai/Soldotna, Homer and Sitka, Alaskafor both residential and business
applications.

Long Distance Services

The long distance telecommunications market is highly competitive. Competition in the long distance businessis based primarily on price,
although branding, customer service, billing servicesand quality play arolein customer’s choicesto some extent. The Company currently
offers long distance service to customers located primarily in the more populous communities withinits service territory. ATT Alascom and

GCI arecurrently thetwo major competing long distance providersin Alaska. The Company currently has lessthan 10% of total 1ong distance
revenues in Alaska. The Company provides traditional “1” direct distance dialing (DDD), toll-free services, calling cards and private line

services for data and voice applications. In Spring 2001, the Company discontinued its long distance “Infinite Minutes’” program, and
introduced several new flat-fee programs marketed as “ Easy Choices.” The new programs allow customers to purchase interstate minutes of use
in blocks of time for a single monthly fee. ACS Group expectsto continue offering innovative products of thisnature in thefuture.

Salesand Marketing

The Predecessor Entitieshave historically conducted their sales and marketing operations for each of their respective products on a stand-alone
basis, with each product line having its own salesforce and marketing department. ACS Group has consolidated its product and service
offerings under the “ Alaska Communications Systems” and “ACS’ brands, subject to regulatory and strategic business considerations.

Key components of the Company’ s sales and marketing strategy include:

 establishing name recognition of the ACS brand acrossall product and service offerings,

« marketing current and future service offerings aggressively,

« providing simplified packaged service offerings,

 centralizing marketing functions,

e improving quality, reliability and customer service,

» developing and deliveringto the market new products and servicesin line with strategic goals, and
« enhancing direct sales efforts.

ACS Group believes that it can leverage its position as an integrated, one-stop provider of telecommunications services withstrong positionsin
local access, cdllular, directory, Internet, and interexchange long distance and data markets. By pursuing, within the bounds of any applicable
regulatory constraints, a marketing strategy that takes advantage of these characteristics and that facilitates cross-selling and packaging of its
products and services, the Company believes it can increase penetration of new product offerings, improve customer retention rates, increase its
share of its customers' overall telecommunications expenditures, and achieve continued revenue and operating cash flow growth.

ACS Group hasbegun, to alimited extent, within regulatory bounds, marketing local telephone servicesin attractively priced, packaged service
offeringswith cellular, long distance and Internet services. ACS Group believes packaged offerings are popular with customers because they
allow customers to enjoy
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pricing for a number of services at asubstantial discount to ala carte pricing of individual services. Subject to regulatory limitations, the
Company intends to expand thisstrategy, whichit expects will increase the average revenue per customer, and result in amore loyal and
satisfied customer base and in reduced churn.

The Company has established asales and marketing organization where marketing strategies are centralized and sales functions are based
localy. To enhance its direct selling efforts, the Company has established additiona customer and retail service centersin itslarger service
areas, such as Juneau and Kenai/Soldotna, and intends to enhance its call center operations through a combination of technology investments,
training, and incentive compensation programs for call center employees.

Employees

ACS Group considers employee relations to be good. As of December31, 2001, the Company employed atotal of 1,168 regular full-time
employees, 924 of whom were represented by the International Brotherhood of Electrical Workers, Local 1547 (“IBEW”). On November2,
1999, the IBEW membership for ACSGroup ratified theterms of a master collective bargaining agreement that governsthe terms and
conditions of employment for all IBEW represented employees working for ACS Group in the State of Alaska. The master agreement embraces
alabor-management relationship that isfounded on trust, cooperation and shared goals. The November 1999 agreement, which expires
December31, 2006, provides for wage increases up to 4% in specified yearsbased on the annual increases in the consumer price index for
Anchorage as reported by the U.S. Department of Labor CPI-U. The last wage increase under the agreement was implemented in July 2001 and
the next scheduled wage review isin January 2003. The master agreement also limits ACS Group’s health and welfare contributions for
represented employees to 4% annually. There have been no work stoppages or strikes, and none are anticipated.

ACS Group aso enjoys good relations with the non-represented employee group. Non-represented employees qualify for wage increases based
onindividual and Company performance, and key employees are also eligible for performance-based incentivesand equity compensation.
Additionally, ACS Group provides atotal benefits package, including health, welfare, and retirement components, that is competitivein ACS
Group’s market.

13
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Regulation
Overview

The Company’slocal telephone operating subsidiaries, ACSA, ACSF, ACSAK, and ACSN, are each “telecommunicationscarriers’ and ILECs
under the Communications Act of 1934 (the “Communications Act”), which was amended by the 1996 Act, and are subject to thejurisdiction
of the FCC and theRCA. ACSLD, ACS Group’s long distance subsidiary, is aso subject to both the FCC and RCA’ sregulatory jurisdiction.
ACS Group’s cellular and PCS companies are also subject to FCC jurisdiction because they aretelecommunications carriers and because they
hold FCC-issued licenses.

Federal Regulation

Under the federal regulatory scheme, ILECs arerequired to comply with the Communications Act and the applicable rules and regulations of
the FCC. In substantially overhauling the Communications Act, the 1996 Act was intended to, among other things, €liminate unproductive
regulatory burdens and promote competition. Despite this, telecommunications carriers are still subject to extensive ongoing regulatory
requirements. For instance, ACSGroup’'s ILEC subsidiaries arerequired to maintain accounting records in accordance with the Uniform
System of Accounts, to structure interstate access charges according to FCC rules, and to charge for interstate services at arate of return not to
exceed arate prescribed by the FCC. The FCC also must give prior consent to transfers of control and assignments of radio frequency licenses.
The FCC requires ILECs providing interstate access servicesto file tariffs with the FCC reflecting the rates, termsand conditions of those
services. Thesetariffs are subject to review and potential objection by the FCC or third parties. Additionally, all of the Company’sLECs are
“ILECs" within themeaning of the 1996 Act. As such, they are subject to various additional requirements under the 1996 Act, including
specific interconnection duties such as providing requesting telecommunications carriers with UNES and wholesal e discounted end user
services for resae.

Asof 2001, long distance companies are precluded from filing tariffs for interstate domestic services. Similar detariffing of international
services will be implemented in early 2002. Federal tariffing has been replaced with Internet web site posting of offers, terms and prices.
ACSLD'sinterstate services werefully detariffed prior to theend of 2000.

State Regulation

Telecommunications companies subject to the RCA’ sjurisdiction are required to obtain certificates of public convenience and necessity prior
to operating as a public utility in Alaska. The RCA isresponsible for approving new certificates and any transfers of existing certificates. In
addition, the RCA isresponsible for implementing a portion of the competitive requirements of the 1996 Act, aswell as for regulating intrastate
access and ratesfor local and other services of local telephone companies. After passage of the 1996 Act, the RCA’s predecessor, APUC,
adopted a plan to address competition issues across Alaska. The APUC established multiple dockets to investigate different competition-related
issues, including revising local and long distance market structures, reforming itsintrastate access charge system and establishing a state
universal service fund. Inaddition to its preliminary actions to mandate access charge depooling for ILECs operating in competitive markets,
the RCA made operational the new Alaska Universal Service Fund (“AUSF”). In a subsequent rulemaking, the RCA revised its eligibility
standards for companies receiving high-cost switching support from the AUSF. These new rules resulted in aloss of support to ACSGroup’'s
rural affiliates. Rather than seekinginterim local relief for this cost recovery shift, ACS Group hasopted to include consideration of thisissuein
the more comprehensive rate proceedings described below.

In connection with regulatory approval of ACS Group’s acquisitions of CenturyTdl’s Alaska Properties and ATU in 1999, the APUC imposed
several conditions on its operating companies. Among those conditions was a requirement that ACSA, ACSF, ACSAK, and ACSN each file
revenue regquirement, cost of service and rate design studies nolater than July 2001. All of these companies except ACSF werealso required to
file updated depreciation analyses concurrently with the rate case filings. The revenue requirement studies were subsequently bifurcated from
the cost of service and rate design studies. In
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conformance with RCA orders, all revenuerequirement studies and testimonies have been filed. Following a hearing and decisions as to
revenue requirements, the companies will file their cost of service andrate design studies and testimony. In addition, restrictionswere placed on
the ability of ACS Group’s LECsto bundle service offeringswith ACSLD.

Having secured both LEC certification and interconnection agreements to servethe local exchange markets in Juneau and Fairbanks, Alaska,
and numerous smaller communitiesin Alaska, GCI’s CLEC operation has been designated an “Eligible Telecommunications Carrier” (“ETC”)
by the RCA for Juneau, Fairbanks and Fort Wainwright. ETC designation is an essential first step in securing “portable” or shared universal
service support. ACSGroup’s operating companies are currently designated as ETCs in the same markets for which GCI has received this
designation.

Under existing FCC regulations, ILECs may seek, through filings with state commissions, the disaggregation of study areas into multiple zones
for purposes of universal service support. The ACS Group of companies currently receiving such support are reviewing opportunities for such
disaggregation and may file such plans during 2002.

Cost Recovery and Revenue Recognition

Asaregulated common carrier, the operating subsidiary companies of ACS Group have the right to an opportunity to set maximumratesat a
level that allowsthe Company to recover thereasonable costsincurred in the provision of regulated telecommunications services and to earn a
reasonable rate of return on the investment required to provide these services.

These costs are recovered through:

< monthly charges to end users for basic local telephone services and enhanced service offerings,

« access charges to interexchange carriers for originating and terminating interstate and intrastateinterexchange calls, along with an
end-user access charge referred to as a Subscriber Line Charge

« interconnection charges, wholesale service charges, UNE charges, and other ratesto competing carriers interconnecting with the
Company’s networks or resellingits services and

* high-cost support mechanisms, such as thefederal Universal Service Fund and the AUSF.

In conjunction with the recovery of costsand establishment of ratesfor regulated services, aLEC must first determine its aggregate costs and
then allocate those costs between regulated and nonregul ated services. After identifying the regulated costs of providing local telephone service,
aLEC must alocate those costs between state and federal jurisdictionsand among its variousinterstate and intrastate services. This process is
complicated by the necessity to allocate specific pieces of plant and equipment to a particular service because a LEC’ splant and equipment are
utilized for different jurisdictional services, such aslocal telephone and interstate and intrastate access. This process is referred to as
“separations’ and is governed primarily by the FCC’ srules and regulations. The underlying legal purpose of separations rulesis to define how a
carrier’s expenses are allocated and recovered from federal and state jurisdictions. The FCC is considering whether to modify or eliminate the
current separations process. Thisdecision could indirectly increase or reduce earnings of carriers subject to separations rules by reallocating
costs between the federal and statejurisdictions. However, maximum rates for regulated services and theamount of high-cost support are set by
the FCC with respect to interstate services and by the RCA with respect to intrastate services.

Interstate End-User Rates
The deployment of the local telephone network from the switching facility to the customer is known as the “local loop” and is one of the most
significant costs incurred by a LEC in providing telephone service. The FCC has established arate structure that providesfor therecovery of a
portion of the cost of the local |oop allocated to the interstate jurisdiction directly from the end user customer through the
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assessment of a subscriber line charge. The remaining portion of the local 1oop costs are recovered frominterstate access charges to an
interexchange carrier or, in some circumstances, from thefederal Universal Service Fund. The FCC recently increased the cap for subscriber
line charges assessed by the Company’s LECs aspart of a comprehensive review of its rules that also lowered carrier-paid interstate access
charges and created explicit universal service support for interstate-all ocated local 1oop costs.

Asaresult of themarket and geographic conditions in rural areas, the costs of providing local loop and switching services are often higher than
in urban areas. In the absence of an accommodation in the FCC rules to address thisfact, a substantial portion of the costs of smaller LECs
would remain alocated to the intrastate jurisdiction placing substantial pressure on such carriers to charge higher rates for intrastate services.
Accordingly, the FCC provides for additional interstate cost recovery by eligible telecommunications carriers through the federal Universal
Service Fund. The federal Universal Service Fundisavailable to carriers whoselocal loop costs are significantly above the national average as
calculated pursuant to FCC rules. Recent FCC rulings have made this high-cost support available to a competitive carrier, on an averaged per
linebasis, for those lines serving customers switching to the competitive carrier. See “Promotion of Universal Service,” below.

Interstate AccessRates

Interstate access rates are developed on the basis of a LEC’s measurement of its interstate costs for the provision of access service to
interexchange carriers divided by its projected demand for access service. The resulting rates are published in a company’ s interstate access
tariff and filed with the FCC, at whichtimethey are subject to challenge by third parties and to review by the FCC.

The FCC recognized that this rate making and tariff filing process may be administratively burdensome for small LECs. Accordingly, the FCC
established NECA, in 1983 to, among other things, develop common interstate access service rates, termsand conditions. NECA develops
interstate access rates on thebasis of data that are provided individually by participating LECs and blended to yield average rates. Theserates
are intended to generate revenue equal to the aggregate costs plus a return on the investment of al of the participants. Currently, the authorized
maximum rate of return usedin setting interstate access rates is 11.25%.

On August24, 2000, GCI filed aformal complaint with the FCC under various provisions of the Communications Act (as amended), alleging
that ACSA (formerly known as ATU) exceeded its federally authorized rates of return related to the 1997-1998 monitoring period. The
principal issueraised in thecomplaint focuses on the proper jurisdictional recognition (federal versus state) of minutes of useassociated with
Internet service provider traffic. On January24, 2001, the FCC issued an order finding for GCI on the matter and ordering the Company to pay
GClI approximately $2.7million plusinterest. The Company has filed an appeal in the United States Court of Appeals for the District of
Columbia Circuit and the FCC issued a stay concerning the obligation to pay GCI during the pendency of the appeal. The Company believesit
has adhered to applicable legal requirements and is actively defending its position, but cannot predict the ultimate outcome of the proceedings.
Amounts potentially refundable under the FCC'’s order are fully reserved at December31, 2001. GCI has alsoraised the same issuesfor the
subsequent 1999-2000 monitoring period, the resolution of whichwill be determined by the outcome of the pending appeal of the FCC's
decision concerning the 1997-1998 monitoring period.

Individual participating LECs are likely to have costs of providing service that are either higher or lower than the revenuesgenerated by
applying the overall NECA tariff rate. To rectify this result, the revenues generated by applying the NECA rates are pooled from al of the
participating companies and redistributed on the basis of each individual company’scosts. The result of this process not only eliminatesthe
burden of individual tariff filing, but also produces a system in which small companies can share and spread risk. For example, if asmaller LEC
filed its owntariff and subsequently suffered the loss of major customersthat utilize interstate access service, the LEC could suffer significant
under-recovery of its costs. In the NECA pool environment, the impact of this lossisreduced because it is spread over all of the pool
participants.
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NECA operates separate pools for traffic sensitive costs, which are primarily switching costs, and non-traffic sensitive costs, which are
primarily loop costs. Companies are also free to develop and administer their own interstate access charges if the choose not to participatein
the pools. ACS Group'srural LECs participatein both thetraffic sensitive and non-traffic sensitive NECA pools. ACSA files its own traffic
sensitive access tariffs with the FCC but participates in the NECA non-traffic sensitive pool.

On October26, 2000, the FCC granted the petition of a subsidiary of ACSGroup, ACSA (previoudly filed under the name of ATU), seekinga
waiver of certain federal access charge rules. The effect of the waiver isto permit ACSA pricing flexibility through the ability to offer termand
volume discount pricing in connection with its switched access services. The FCC waiver was granted, in part, upon findings concerning the
level of competition in the Anchorage marketplace, as demonstrated in the record of the proceedings.

End User Local Rates

The levels of rates charged to end-users for the provision of basic local serviceare generally subject to rate-of-return regulation administered by
the RCA. Local rates have historically been set at alevel that will allow recovery of embedded costs for local service divided by the number of
services and customers. Competitive forces, however, may prevent local rates from being sufficient to recover costs for local service inthe
future. Recognized costs includean allowance for arate of return on investment in plant used to provide local service. Ratecases are typically
infrequent, carrier-initiated and require the carrier to meet substantial burdens of proof. The last APUC-authorized rates of return were 12.55%
and 11.70% for ACSAK and ACSN, respectively. These rates wereordered in 1989. ACSA’s last authorized rate of return was 8.97% for retail
local exchange and 10.85% for intrastate access, ordered in 1991. ACSF waspreviously not regulated by the APUC andinstead was regul ated
by the City of Fairbanks Public UtilitiesBoard. Asa condition of the acquisition of the City of Fairbanks Telephone Operation by a predecessor
company, the APUC required that a general rate proceeding be initiated for ACSF by June 1999. This proceeding has been delayed and
combined with revenue requirement studies filed by all ACSGroup’s affiliate LECs on July1, 2001. A hearing commenced on therevenue
requirement for these LECs on March4, 2002. After adecisionis rendered on the LEC’ srevenue requirements, the LECs will file cost of
service and rate design studies and testimony and have a second hearing that will result in adjudicated rates. Inthe meantime, the RCA, on
Novemberl5, 2001, approved an interim and refundable rate increase for ACSA of 24% for most services.

Competitive Local Exchange Regulations

The former APUC adopted regulations to govern competition in the local exchange marketplace. The transitional regulations provide for,
among other things:

« initial classificationof al ILECs, includingthe Company’srural properties and ACSA, as dominant carriers,

« symmetrical requirementsthat all carriers, both dominant and nondominant, offer al retail servicesfor resaleat wholesale rates,

« substantial dominant carrier pricing flexibility in competitive areas, under which carriers may reduce retail rates, offer new or
repackaged services and implement special contracts for retail service upon 30days notice. Only rate increases affecting existing
services are subject to full cost support showingsfor LECsin areas with local competition and

e application limitedinitially to the ACSA market, and in February 2002, extended to the ACSF market. ACSAK and ACSN
anticipate filing petitions with the RCA to extend application upon the commencement of facilities-based competition.

Intrastate Access Rates
In the past, the APUC had required al local companiesin Alaskato pool their access costs and has set an annual statewide average pricefor
access service. Each LEC charges interexchange carrier fees for originating or terminating long distance calls on its network based on the

statewide average cost of access
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rather than on its individual costs of access. Access revenuesare collected in a pool administered by the AECA andthen redistributed to the
LECs based on their actual costs. With the passage of the 1996 Act and increased competition inthe local exchange market, the APUC began a
process of reforming intrastate access charges.

Under recent revisions to the Alaska access system, LECs not yet subject to local competition continueto participatein the AECA pool.
Participants in this pool recover their costs based on the embedded cost of services most recently authorized by the RCA. Inthe event of
competitive entry into a dominant incumbent carrier’s service area, these revisions also require the dominant LEC to exit the pool and initiate
separate access charge tariffs. Dominant LECs subjected to competitive entry have the right to propose that their access chargesbe based on
market rates. The RCA is currently advancing a proceeding to examine whether changesto the current annual process for establishing access
charges are warranted. The RCA issued a new access charge reform Notice of Inquiry in early 2001 whichwill target further substantive
changesin access charge derivation.

An additional consegquence of this access reformis the continued removal of subsidies implicit in access pricing. The RCA, for example, has
adopted regulations which limit switching support to local companies with access lines of 20,000 or less. This change hasreduced the amount
of AUSF whichthe Company’srural LECs receive and the resulting cost recovery shift will be addressed in thelocal service rate cases
commenced in 2001.

The AUSF serves as a complement to thefederal Universal Service Fund, but must meet federal statutory criteria concerning consistency with
federal rules and regulations. Currently, the AUSF subsidizes a portion of higher cost carriers’ switching costs, and the costs of lifeline service,
which supports rates of low income customers. Recent proposals have targeted the AUSF as a source of funding for cost shiftsthat arelikely to
occur as aresult of in-state access charge reform. It isunclear the degree to which the AUSF might be used to absorb cost shifts that result if
federal universal service support is scaled back in the future.

The Telecommunications Act of 1996

Among other things, the 1996 Act was enacted to enhance competition without jeopardizing the availability of nationwide universal service at
affordable rates. These two objectives have resulted in a complex set of rulesintended to promote competitive entry in the provision of local
telephone services except where entry would adversely affect the provision of universal service or the public interest.

Promotion of Local Service Competition and Rural Exemptions

The 1996 Act made competitive entry into thelocal telephone business more attractive to other carriers by removing barriers to competition. In
order to promote competition, the 1996 Act established new interconnection rules generally requiring LECsto allow competing carriersto
interconnect with their local networks. Congress recognized, however, that when the desire to promote competition conflicted with the ability of
existing carriersto provide universal service to higher cost customers, LECs classified as “Rura Telephone Companies’ should be exempted
from interconnection requirements until the continuation of the exemption was no longer required by the public interest, as defined in the 1996
Act.

Under the 1996 Act, all LECs, including both ILECs and new competitive carriers, arerequired to:

 offer reasonable and nondiscriminatory resale of their telecommunications services,

« ensurethat customerscan keep their telephone numbers when changing carriers,

e ensurethat competitors' customers can use the same number of digits whendialing and receive nondiscriminatory access to
telephone numbers, operator service, directory assistance and directory listing,

e provide access to telephone poles, ducts, conduits and rights of way, to the extent required by the Communications Act, and
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e compensate competitors for the costs of transporting and terminating telecommunications traffic.

The 1996 Act also requires ILECsto:

¢ negotiate in good faith the termsand conditions of interconnection with any competitive carrier making a request for same,

 interconnect their facilities and equipment with any requesting telecommunications carrier at any technically feasible point,

« unbundle and provide nondiscriminatory access to UNESs, such as local loops, switches and transport facilities, at nondiscriminatory
rates and on nondiscriminatory termsand conditions, unless such carriers are exempt as rural telephone companies,

« offer resale interconnection at wholesale rates,

« provide reasonable notice of changesin the information necessary for transmission and routing of servicesover theLEC's facilities
or in the information necessary for interoperability and

« provide for the physical collocation of equipment necessary for interconnection or access to UNEs at the premises of theILEC, at
rates, termsand conditions that are just, reasonable and nondiscriminatory.

In order to implement interconnection requirements, ILECs generally enter into negotiated interconnection arrangements with competing
carriers. ILECs may also offer interconnection tariffs, available to all competitors.

Competitors arerequired to compensate a LEC for the cost of providing interconnection services. In the case of resale interconnection, the rules
provide that the rates charged should be on awholesale basis and reflect the current retail rates of the|LEC, excluding theportion of costs
avoided by thelLEC. In the case of UNE interconnection, rates are based on costing methodol ogies that employ aforward-looking economic
cost pricing methodology known as Total Element Long Run Incremental Cost (“ TELRIC").

On January25, 1999, in ATT Corp. et a. v. lowaUtilities Board et al. 525 U.S. 366 (1999), the U.S. Supreme Court affirmed the FCC's
authority to develop nationa pricing guidelines, but the Supreme Court did not evauate the substance of these rules. Some ILECs argued that
the FCC improperly placed upon them the burden of proof in rural exemption proceedings and improperly defined the meaning of theterm “not
unduly economically burdensome” as used in the 1996 Act. Inaddition, some ILECs argued that the FCC' s forward-looking TELRIC pricing
methodology does not alow adequate compensation for the provision of UNEs.

On July18, 2000, in lowa UtilitiesBoard, et a. v. Federal Communications Commission 219 F.3d 744 (8th Cir. 2000) (“lowall”), the Eighth
Circuit Court of Appeals ordered some of these FCC rules to be vacated on the groundsthey were inconsistent with the 1996 Act. The Eighth
Circuit said the FCC' s rural exemption rules were contrary to the plain language of the 1996 Act. On March5, 2001, the ACSGroup'’s rura
LECs petitioned the FCC to adopt a new national rule consistent with thelowa 11 decision, placing the burden of proof on CLECsin
proceedings to terminate a company’s rural exemption. On August27, 2001, the FCC denied the petition, explaining it wasunnecessary as the
FCCisaready bound by the lowall decision. The ACS Group rural companies requested reconsideration of that decision on September26,
2001 and the matter is still pending.

Asto the FCC's TELRIC pricing methodology, the Eighth Circuit in lowall upheld the use of aforward-looking economic model but vacated
the FCC' srule requiring the pricing model to assumea hypothetical network based upon the most efficient technology currently available and
the lowest cost network configuration.

On September22, 2000, the Eighth Circuit stayed that portion of its mandate which vacated the FCC hypothetical network rule (set out at 47
C.F.R. 51.505(b)(1)). This suspension wasordered by the Court to permit parties to the proceeding to seek review of its lowall decision by the
U.S. Supreme Court.

19

peres e SO irsssn 2002, EDGAR Online. I nc.




Table of Contents

On January22, 2001, the U.S. Supreme Court granted certiorari to review the Eighth Circuit’ s decision requiring the FCC to vacate its
hypothetical network rule. The Eighth Circuit did not suspend other portions of its decision, including those portions vacating FCC rules
addressing the “rural exemption” provisions of 47 U.S.C. 251(f)(1), and the U.S. Supreme Court declined to review the Eighth Circuit'srura
exemption decision.

Subseguent to staying itsmandate concerning the hypothetical network rule, on January8, 2001, the Eighth Circuit, in Southwestern Bell v.
Missouri Public Service Commission, 2001 W.L. 13289 (8th Cir. 2001), vacated an interconnection agreement approved by the Missouri PSC
on the grounds that it relied on the hypothetical network rule that the Eighth Circuit had previously found invalid. The Eighth Circuit, in that
case, specifically held that despite staying its mandate in lowa 11, @l interconnection agreements must be based on use of a pricing methodology
that is consistent with the court’srulingin lowa 1.

The 1996 Act also specifies that resale and UNE rates are to be negotiated among the parties, or, if the parties fail to reach an agreement,
arbitrated by the relevant state regulatory commission. Once the parties have come to agreement, the proposed rates are subject to final
approva by the state regulatory commission.

In January 1997, ACSA'’s predecessor, ATU, entered into an interconnection agreement with GCI, which provides for resale and UNE
interconnection, and with ATT Alascom, which provides for resale interconnection. Neither interconnection agreement contained a defined
term or atermination date. Near the end of 1999, the Company notified GCl and ATT of its view that the interconnection agreements pertaining
to ACSA had reached theend of areasonable period of availability. In January of 2000, the Company filed a motion withthe RCA to reopen
the original GCI arbitration proceedings involving ACSA for the purpose of establishing an appropriate forward looking cost model and the
re-pricing variousinterconnection servicesand UNEs in the Anchorage market. The RCA subsequently granted the essence of the Company’s
motion and has reopened the docket for such purposes. No action was taken in 2000. On October25, 2001, the RCA granted ACSA an interim
UNE rate increase of $1.07, bringing the UNE rate up from $13.85 to $14.92. The Company expects the RCA to hold hearings and adjudicate
final Anchorage UNE rates during 2002.

Certain of ACSGroup’slocal operating utilities, ACSAK, ACSN, and ACSF, aredefined as “rural telephone companies’ under the 1996 Act.
Asrura telephone companies, they were granted rural exemptions from the requirements relating to both resale interconnection and UNE
interconnection. The rural exemptions were to continue until the APUC or the RCA determined that interconnection wastechnically feasible,
not unduly economically burdensome and consistent with the 1996 Act’s universal service provisions.

On June30, 1999, the APUC issued an order terminating therural exemptions of ACSN, ACSAK and ACSF. On October11, 1999, the RCA
affirmed the APUC’ s order. Asaresult, these rural LECs are no longer exempt from the 1996 Act’ s interconnection requirements applicable to
ILECs, and the Company’ s competitors immediately requested interconnection agreements.

Separately, on Septemberl, 1999, ACS Group filed petitions withthe RCA seeking suspension or modification of interconnection duties and
addressing market structure reforms for the Fairbanks and Juneau-Douglas markets. Inthose petitions, the Company’s rural LECs proposed
tariffed termsand conditions, including pricing, for resale of their services at wholesale discounts, for certain UNES, and for the interconnection
of their facilitiesand those of CLECs in the Fairbanks and Juneau-Douglas markets, effective January1, 2000. Further, aspart of that proposal,
ACS Group aso requested that the RCA permit its LECs to operate subject to competitive regulation and that the RCA remove or reduce other
regulatory limitations in those markets, effective January1, 2001. Subsequently, on October26, 1999, the RCA dismissed the Company’s
petitions seeking to establish open competitive markets in Fairbanks and Juneau through tariffed interconnection terms and conditions.

On November10, 1999, the Company filed a formal appeal of the RCA’sorder terminating therural exemptionsin the Alaska Superior Court.
On November12, 1999, the Company filed a parallel appeal
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of theRCA'’s order dismissing its petitionsfor tariffed interconnection in the Alaska Superior Court. The issuesin the case werefully briefed
during the year 2000. The court denied the Company’s request to stay the RCA’s order terminating therural exemptions on February9, 2001
and subsequently upheld the RCA’ s orders on November26, 2001. The Company filed an appeal with the Alaska Supreme Court on
December26, 2001. Although ACS Group believes that the appeals are well founded, it cannot predict thetiming and outcome of thislitigation.
The Company believes that the RCA’ s order isinconsistent with the pronouncements of the Eighth Circuit andthat tariffing termsand
conditions for interconnection will promote more open competitive markets and thus eventually promote regulatory flexibility and/or reduced
regulation.

Subseguent to terminating therural exemptionsfor the Fairbanks, Juneau-Douglasand ACSN'’s Glacier State study area markets, the Company
entered into unsuccessful negotiations for interconnection agreements with GCI. Interconnection issues, includingthe pricing for UNES, were
subject to an RCA arbitration during the year 2000. On September5, 2000, the RCA issued orderslargely ratifying thefindings of the arbiter in
these interconnection arbitration proceedings involving the Company and GCI. On September25, 2000, the Company filed a protective appeal
in the State Superior Court and a complaint in the Federal District Court for the District of Alaska, alleging various errorsin the RCA orders.
On October5, 2000, the RCA issued final orders affirming theinterconnection agreementsarbitrated in these proceedings. AlthoughACS
Group believes that itsappeal and complaint are well founded, it cannot predict the timing and outcome of this litigation. The Company has and
will continueto vigorously defend its proposed cost models and interconnection charges but it cannot be certain that it will be able to charge
ratesthat provide fair compensation for providing UNEs and/or schedule discounted resale services.

In 1999, the Company also received requests for interconnection from Alaska Fiber Star, L.L.C. (“AFS’). In 2000, the Company executed
interconnection agreements with AFSwith terms tied to the Company’ s interconnection agreements with GCI. The Company expects other
interconnection requests in the future as evidenced by the Anchorage interconnection request received from TelAlaska Long Distance, Inc.
(“TALD") on Octoberl7, 2001. The RCA ordered ACSA to provide TALD with theterms and conditions set forth in the AFSagreement in
February 2002.
The rural exemption previously enjoyed by ACSGroup’s ACSF, ACSAK and ACSN have been lifted by the RCA, with the exception of the
Company’s Sitka study areawithin ACSN. The loss of therural exemptions, absent compensating measures, such as rate increases or market
structure reforms, including the replacement of implicit subsidies by explicit support mechanisms, rate deaveraging, or regulatory flexibility,
could adversely affect the Company’ s operating results.

Promation of Universal Service

While the1996 Act promoted Congress' policy of ensuring that affordable service is provided to consumers universally in rural, high-cost areas
of thecountry, the 1996 Act altered the framework for providing universal service by:

providing for theidentification of those services eligible for universal service support,

erequiring the FCC to make implicit subsidies explicit,

*expanding the types of communications carriersrequired to pay universal service contributions and

«allowing CLECs to be eligible for funding.

These and other provisions were intended to make provision of universal service support compatible with a competitive market.

Pursuant to the 1996 Act, federal Universal Service Fund paymentsare only availableto carriersthat are designated as digible
telecommunications carriers by a state public utilities commission. In areas served by rural LECs, the 1996 Act provides that a state public
utilities commission may designate more than one eligible telecommunications carrier, in addition to the ILEC, only after determining that the

designation of an additional eligible telecommunications carrier is consistent with thepublic interest. As a
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result, an incumbent rural LEC hasan opportunity to maintain its status as the solerecipient of federal Universal Service Fund paymentsinits
service areg, even if it is subsequently subjected to competition. The RCA, however, has granted GCI’ s request that it be designated aneligible
telecommunications carrier in Fairbanks, Juneau, and Fort Wainwright, all of which are currently served by the Company’ s subsidiaries. The
addition of a second eligible telecommunications carrier in the service areas of ACS Group’s properties could have the effect of reducing the
amount of fundsavailable from thefederal Universal Service Fund and could materially adversely affect the Company’s ability to achieve a
reasonable rate of return on the capital invested in its network.

The FCC has adopted new universal service rulesfor non-rural LECs, suchas ACSA, effective Januaryl, 2000. Theserules, like those
previoudly in effect, provide no federal universal servicefund support to ACSA.

Rulesfor rural telephone companies are still being developed by the FCC, in consultation with a Federal-State Joint Board on Universal Service
(“Joint Board”). The RCA Chairmanisamember of this Joint Board, and the Company’ s remaining LEC subsidiaries are rural telephone
companies as defined in the 1996 Act. On May?23, 2001, after considering recommendations from the Joint Board and a Rural Task Force
formed to study universal service issues, the FCC issued rulesthat, for an interim period of five years, will: (1)increasethe overall funding of
the universal service support fund for high-cost rural carriers; (2) permit disaggregation of universal service support so that greater amounts of
support would be targeted to the highest-cost areas therural carrier serves; and (3)create additional support for significant investmentsin rural
telecommuni cations plant and equipment.

Because the operating subsidiary companies of ACS Group provide interstate and international services, they are required to contribute to the
federal Universal Service Fund a percentage of their revenue earned fromtheir interstate and international services. Although the Company’s
rural LECsreceive subsidies fromthe federal Universal Service Fund, they cannot be certain of how, in thefuture, the Company’s contributions
to the fund will compare to the subsidies they receive fromthe fund.

FCC Regulation of Wireless Services

The FCC regulates thelicensing, construction, operation, acquisition and sale of personal communications services and cellular systemsin the
United States. All cellular and personal communications serviceslicenses have a 10-year term, at the end of whichthey must be renewed.
Licenses may be revoked for cause, and license renewal applications may be denied if the FCC determines that renewal would not serve the
publicinterest. Inaddition, all personal communications serviceslicensees must satisfy certain coverage requirements. Licensees that fail to
meet the coverage requirements may be subject to forfeiture of the license.

The FCC restricts the amount of wireless spectrum that a single entity may hold in a market. Currently, the FCC' s rules prohibit an entity from
holding more than 55 MHz of spectrum in any particular market, but thisrule will sunset on Januaryl, 2003, at whichtime therewill be no
upper limit on theamount of commercial mobile radio service (CMRS)spectrum a single entity may hold.

The Communications Act preempts state and local regulation of the entry of, or therates charged by, any provider of commercial mobile radio
service whichincludes personal communications services and cellular services and the FCC does not regulate such rates. The FCC imposes,
however, avariety of additional regulatory requirements on commercial mobile radio service operators. For example, CMRS operators must be
ableto transmit 911 calls fromany qualified handset without credit check or validation, are required to provide the location of the 911 caller,
within anincreasingly narrow geographic tolerance over time, and in the future, will be required to provide 911 service for individuals with
speech and hearing disahilities.
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FCC Regulation of Interstate Long Distance Services

The Company’ sinterstate long distance services are currently not subject to rate regulation by the FCC, and the Company is not required to
obtain FCC authorization for theinstallation, acquisition or replacement of its domestic interexchange network facilities. However, the
Company must comply withthe requirements of common carriage under the Communications Act. ACSLD is subject to the general requirement
that its charges and termsfor itstelecommunications servicesbe “just and reasonable” and that it not make any “unjust or unreasonable
discrimination” in its charges or terms, as well as to a number of other requirements of the Communications Act and the FCC’srules. The FCC
has jurisdiction to act upon complaints against any common carrier for failureto comply with its statutory obligations, andit has recently levied
substantial fines on carriers that have engaged in “slamming,” which isthe industry term for unauthorized switching of a customer’s
telecommuni cations service provider.

In 1996, the FCC issued an order that required nondominant interexchange carriers, like ACSLD, to cease filing tariffs for its domestic
interexchange services. The order required mandatory detariffing and gave carriers nine months to withdraw federal tariffs and moveinto
contractual relationships with their customers. This order subsequently was upheld by the United States Court of Appealsfor the District of
Columbia Circuit. As aresult, al interstate interexchange carriers, including ACSLD, were required to detariff contract-type interstate,
interexchange services by January31, 2001, and were required to detariff interstate consumer long distance servicesby April30, 2001. These
rules alsorequire ACSLD to post therates, terms, and conditions of its serviceon its Internet web site, and engagein other public disclosure
activities. The FCC has recently adopted rulesthat require nondominant international carriers to detariff international services. ACSLD timely
complied withthese FCC requirements.

FCC Policy on Internet Services

The 1996 Act establishesa distinction between telecommunications services, which are regulated by the FCC, and information services, which
remain unregulated. ACS Group’s Internet services are considered information services and are not regulated by the FCC. Because the
regulatory boundaries in thisarea are somewhat unclear and subject to dispute, however, the FCC could seek to characterize some of the
Company’sinformation services as “telecommunicationsservices.” If that happens, those services would become subject to FCC regulations.
The impact of areclassification of ACS Group's Internet services is difficult to predict.

In June 2000, the United States Court of Appeals for the Ninth Circuit held that ATT’ s high-speed Internet access service, delivered using cable
television facilities, constituted both a“telecommunications’ and an“information” service. Inresponse to this holding, in September 2000, the
FCC launched a proceeding to examine whether providers of high-speed Internet access over such cable facilities should be required to provide
“open access’ to their facilitiesto competing Internet service providers on a nondiscriminatory basis. If the FCC implementssuch a
requirement, the Company may be able to supplement its own high-speed Internet access offerings by obtaining access to GCI’ s high-speed
Internet access cable linesfor its own Internet service provider.

Other Regulatory Proceedings

In addition to the foregoing matters, a number of other FCC, state and judicial proceedings are currently pending or may be initiated in the
future which could materially affect the Company’s business. Some of these proceedings include:

¢ The 1996 Act placed statutory restrictions on the ability of telecommunications carriers to use and disclose certain types of
customer information in marketing different types of services. The U.S. Court of Appealsfor the Tenth Circuit hasheld that the
FCC'srule limiting theILEC' s ahility to do so without obtaining affirmative consent from the customer was an unconstitutional
abridgment of the carrier’s freedom of speech. In June 2000, the United States Supreme Court denied apetition to review the Tenth

Circuit’ s decision. On September7, 2001, the FCC released an order clarifying the requirementsfor a carrier to obtain customer
consent to the use
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of suchinformation, including the useof procedures under whichthe customer must affirmatively request protection of this
information.

e The FCC has adopted new rules designed to make it easier for customers to understand the billsof telecommunications carriers.
These new rules, among other things, establish certain requirements regarding theformatting of bills and theinformation that must
be included on bills. In response to several petitionsfor reconsideration, in March 2000, the FCC largely reaffirmed its rules.

* The FCC has adopted an order that requires telecommunications service providers to make their services accessible to individuals
with disabilities, if readily achievable. It isunclear the effect that thisorder will have on ACSGroup’ s businesses.

¢ The FCC has ordered telecommunications service providers to provide law enforcement personnel with a sufficient number of ports
and technical assistancein connection with wiretaps. In August 2000, the United States Court of Appeals for the District of
Columbia Circuit vacated portions of these FCC rules and remanded the matter to the FCC for further consideration. The FCC has
not yet taken action on remand. The Company cannot predict its costs of complying with these rulesat this time.

e The USA Patriot Act, signedinto law inlate 2001, imposes additiona duties on the Company to make information available to law
enforcement personnel.

The foregoing is not an exhaustive list of proceedingsthat could materialy affect ACS Group’s business. The Company cannot predict the
outcome of theseor any other proceeding before the FCC, the RCA or thecourts.

Environmental Regulations

ACS Group’ s operations are subject to federal, stateand local laws and regulations governing the use, storage, disposal of, and exposureto,
hazardous materials, the release of pollutants into the environment and the remediation of contamination. Asan owner or operator of property
and a generator of hazardous wastes, the Company could be subject to environmental laws that impose liability for theentire cost of cleanup at
contaminated sites, regardless of fault or the lawfulnessof the activity that resulted in contamination. The Company believes, however, that its
operations are in substantial compliance with applicable environmental lawsand regulations.

Many of ACS Group's properties formerly contained, or currently contain, underground and above ground storage tanks used for the storage of
fuel or wastes. Some of these tanks have leaked. The Company believes that known contamination caused by these leaks has been, or isbeing,
investigated or remediated. The Company cannot be sure, however, that it hasdiscovered all contamination or that the regulatory authorities
will not request additional remediation at sites that have previously undergone remediation.

ACS Group’s cellular and television operations are a so subject to regulations and guidelines that impose a variety of operational requirements
relating to radio frequency emissions. The potential connection between radio frequency emissionsand negative health effects, including some
forms of cancer, has been the subject of substantial study by the scientific community in recent years. To date, the results of these studies have
been inconclusive. Although the Company hasnot been named in any lawsuitsalleging damages from radio frequency emissions, it is possible
it could be inthefuture, particularly if scientific studies conclusively determine that radio frequency emissions are harmful.
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Item2. Properties

At December3l, 2001, ACSGroup's telecommunications network includes over 640 sheath miles of fiber optic cable, over 189 switching
facilities and a statewide cellular network. In addition, the Company purchased fiber capacity in May of 1999 and in January of 2001 for
high-speed links within Alaska and for termination of traffic in the lower 49 states. The Company plans to continue enhancing its network to
meet customer demand for increased bandwidth and advanced services. See “Business— Network Facilities.”

Local Telephone. ACSGroup’s primary local telephone properties consist of 189 switchingfacilities. The Company ownsmost of its
administrative and maintenance facilities, customer service center, central office and remote switching platformsand transport and distribution
network facilities. The Company’slocal telephone assets are located in Alaska.

ACS Group’ s transport and distribution network facilities include a fiber optic backbone and copper wire distribution facilities that connect
customers to remote switch locations or to the central office and to points of presence or interconnection with interexchange carriers. These
facilities arelocated onland pursuant to permits, easements, right of ways or other agreements.

Cellular. ACSGroup hasthree cellular switches, 94 cell sites and four repeaters covering substantially all major population centers and
highway corridors in Alaska plus one analog switch and cell site covering Barrow, Alaska. In most cases, the Company leases the land on which
these sites are located.

Internet. ACS Group has point of presence facilities in over 25 communities serving the majority of Alaska s populated areas. These
communitiesare linked over both owned and leased facilities to the Internet at Seattle, Washington.

Interexchange . ACS Group is afacilities based interexchange carrier . The Company has invested in fiber optic capacity through an
indefeasible right of usethat provides bandwidth between the Company’s Anchorage, Fairbanks, and Juneau locations and Seattle, Washington
. The Company also leases transport facilities and has arrangements with other interexchange carriers to terminate trafficin thelower 49 states.

Substantialy all of the Company’s assets (including those of its subsidiaries) are pledged as collateral for itssenior obligations. SeeNote 7
“Long-term Obligations’ to the Alaska Communications Systems Group, Inc. Consolidated Financial Statements for further discussion.

Item3. Legal Proceedings

The Company isinvolved in variousclaims, legal actions and regulatory proceedings arising in the ordinary course of business. In the opinion
of management, the ultimate disposition of these matterswill not have a material adverse effect on the Company’s consolidated financial
position, results of operations or cash flows.

Some of thelegal proceedings involving regulatory mattersare described under “Business— Regulation.” Inaddition, a class action lawsuit
was filed against the Company on March14, 2001 . The litigation alleges various contract and tort claims concerning the Company’ s decision to
terminate its Infinite Minutes long distance plan . Although the Company believes thissuit is without merit and intendsto vigorously defend its
position, it isimpossible to determine at this time the actual number of plaintiffs or the claimsthat will actually continue to be in dispute.

Item4. Submission of Matters to a Vote of Security Holders

There were no matters submitted to a vote of security holders during the fourth quarter of 2001.
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PART Il

Item5. Market for Registrant’s Common Equity and Related Stockholder Matters

ACS Group's common stock, $.01 par value, was first listed on the NASDAQ National Market on November18, 1999 under the symbol
“ALSK.” Prior to November18, 1999, there was no public market for ACS Group’s Common Stock . The following table setsforth quarterly
market price rangesfor ACS Group’s Common Stock in 2001 and 2000:

2001 Quarters High Low

1st $ 738 $ 453

2nd $ 981 $ 406

3rd $ 926 $ 650

4th $ 822 $ 650

2000 Quarters High Low
1st $ 1675 $ 12.06
2nd $ 1450 $ 9.88
3rd $ 1100 $ 54
4th $ 900 $ 463

The approximate number of holders of record of Common Stock as of February 22, 2002 was39. Management believes that actual holders
exceed 1,500, including those held in the broker/dealers name on behalf of their clients.

Dividends

ACS Group hasnever declared or paid any cash dividends on its common stock. The Company intendsto retain its earnings, if any, to finance
the development and expansion of its business, and, therefore, it does not anticipate paying any cash dividends in theforeseeable future.
Moreover, the Company’s ability to declare and pay cash dividends on its common stock is restricted by covenantsin its bank credit agreement
and in the indentures governing its senior discount debentures and senior subordinated notes.

Stock Offerings

During 1999 the Company issued 21,829,273 shares of stock under Rulel44 under the Securities Act of 1933. On May14, 1999, the Company
sold 20,082,871 shares of common stock to Fox Paine Capital, itsaffiliates and membersof management for proceeds of $121.2million, which
was used, together with proceeds of debt issued, to acquire the Predecessor Entities. On May14, 1999, the Company also issued detachable
warrants which were convertible into 828,261 shares of common stock at an exercise price of $.01 per shareto alender in connection with the
issuance of $25.0million in senior discount debentures whichwas also used to fund the acquisitions. The warrants wereconverted in aroll-up
transaction into 827,670 shares of stock on November18, 1999 in connection withthe Company’sinitia public offering. Subsequent to the
acquisitions and prior toitsinitial public offering, the Company alsoissued 1,746,402 shares of common stock to certain members of
management and Cook Inlet Region, Inc. for proceeds of $10.4million whichwas used to fund ACSGroup’s capital expenditures.

During 1999 ACS Group offered to the public 10,000,000 shares of its common stock . The effective date of the Company’ sregistration
statement (File #333-88753) filed on FormS-1 under the Securities Act of 1933, as amended, relating to ACS Group’sinitia public offering of
common stock wasNovember 17, 1999. Goldman, Sachs Co., Donaldson, Lufkinand Jenrette, CIBC World Markets, Deutsche Banc Alex.
Brown, and Hambrecht Quist led the underwriting syndicate. The offering commenced on November18, 1999 and closed on November 23,
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proceeds of $140.0million. ACS Group's net proceeds from the offering were $127.9million. Approximately $9.1million of offering expenses
was attributable to underwriting discounts.

Proceeds of theoffering werefully expended as of January12, 2001. The proceeds were applied as follows:

. $10.6million of the proceeds was used to retire 35% of the Company’s senior discount debentures, including a $1.3million
premium for early retirement,

. $25.0million was used to repay outstanding obligations under the Company’s senior revolving credit facility and

. $92.3million was used to fund capital expenditures and operations.

On December3, 1999 the Company registered 6,021,489 shares under various employee and non-empl oyee stock option plans and an employee
stock purchaseplan (File # 333-92091) on FormS-8 under the Securities Act of 1933. Asof Marchl18, 2002, 3,655,817 option grants are
outstanding under the employee stock option plans and 435,838 options have been exercised and converted into shares of the Company’s
common stock. As of March18, 2002, 51,542 shares have been awarded under the non-employee stock plan, of which 31,719 were elected to be
deferred. As of March18, 2002, 217,569 shares have been issued under the employee stock purchase plan. See Note 13, “ Stock Incentive

Plans’ to the Alaska Communications Systems Group, Inc. Consolidated Financial Statementsfor further discussion.

Item6. Selected Financial Data
SELECTED HISTORICAL FINANCIAL DATA

The following table setsforth selected historical consolidated financial data of ACS Group. Consider the following points in connection with
the table:

« The selected historical consolidated operating data for the year ended December31, 1999 represents the consolidated results of ACS
Group from May15, 1999 through December31, 1999. Certain reclassifications have been made to the 1999 consolidated operations
to conform to the current presentation of ACS Group’s consolidated operations.

« “EBITDA” isnet incomebefore interest expense, taxes onincome, depreciation and amortization and extraordinary items. EBITDA
isnot intended to represent cash flow from operations as defined under accounting principles generally accepted in the United States
of Americaand should not be considered as an aternativeto net income as an indicator of the Company’ s operating performance or
cash flows. EBITDA is presented because management believesit isa useful financial performance measurefor comparing
companies in the telecommunications industry in terms of operating performance and ability to satisfy debt service, capital
expenditures and working capital requirements.

* “EBITDA margin” isEBITDA divided by total operating revenues.

The selected historical consolidated financial data below should be read in conjunction with “Management’ s Discussion and Analysis of
Financial Condition and Resultsof Operations’ and the audited consolidated financial statements of ACS Group and the related notes. See
Index to Financia Statements and Schedule which appears on page F-1 hereof.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC. AND SUBSIDIARIES
For theY ears Ended December31, 2001, 2000 and 1999
(dollars in thousands, except per share amounts)

Operating Data:
Operating revenues:
Local telephone

Cellular

Directory

Internet

Interexchange

Other

Total operating revenues

Operating expenses.

Local telephone

Cellular

Directory

Internet

Interexchange

Other

Unusual charges

Depreciation and amortization

Total operating expenses

Operating income
Other income and expense:

Interest expense

Interest income and other
Equity inincome (loss)of investments

Total other income (expense)
L oss before income taxes and extraordinary item

Income tax benefit
Loss from continuing operations

Extraordinary item — early extinguishment of debt
Net loss

Loss per share— basic and diluted:
Loss from continuing operations

Extraordinary item
Net loss
Weighted average shares outstanding
Other Financial Data:
Cash provided by operating activities
Cash used by investing activities
Cash provided (used)by financing activities

EGAF

— Faalfdalia

2001

2000 1999

$ 221411 $ 222268 $ 142,255
40,398 39,490 24,836
33,870 29,156 16,896
13,724 9,170 2,853
21,316 11,778 5,946

960 1,131 359
331,679 312,993 193,145
120,659 130,875 98,663
24,153 24,641 15,494
14,490 14,001 7,603
15,677 11,785 5,121
29,509 19,749 9,185

1,852 1,458 486

— 5,288 —
79,811 72,265 40,306
286,151 280,062 176,858
45,528 32,931 16,287
(60,283 )  (64,710) (39,624 )
3,252 6,680 1,023

70 (303 ) (198)
(56,961 ) (58333 ) (38,799 )
(11,433 ) (25402 (22,512 )

195 197 301
(11,238) (25205 (22,211 )

— — (3,267 )

$ (11238) $ (25205)$  (25478)

$ (036)$ (077)$% (0.95)

— — (0.14)

$ (036)$ (077)$% (1.09)
31,523 32,654 23,396

$ 74979 $ 48194 $ 44033
(94,483 )  (74699)  (774,653)
(1,380) (13593 ) 832,614
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EBITDA
EBITDA margin

Capital expenditures
Other Data (end of period)
Access linesin service
Cdlular subscribers
Cdlular penetration

Balance Sheet Data (end of period)
Total assets

Long-term debt including current portion
Stockholders' equity
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128,661
38.8 %

(87,582 )
332,923
80,120
17.1 %
901514 $

611,250
191,687
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111,573
356 %

(72,253 )
329,460
75,933
16.4 %
908285 $

614,004
215,380

57,418
297 %

(74,828 )
325,608
73,068
159 %
934,443

612,756
247,968
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SELECTED HISTORICAL COMBINED FINANCIAL DATA— CENTURYTEL'SALASKA PROPERTIES

The following table setsforth selected historical combined financia data of CenturyTel’s Alaska Properties. Consider the following pointsin
connection with the table:

» The Company derived the selected historical combined financial datafor each of the two yearsin the period ended December31,
1998 and asof December31, 1997 and 1998 from the audited combined financial statementsand therelated notes of CenturyTel’s
Alaska Properties.

e CenturyTel acquired itsAlaska properties on Decemberl, 1997 as part of its acquisition of Pacific Telecom. This acquisition was
accounted for as a purchase, resulting in a pushdown of $248million of goodwill to CenturyTel’'s Alaska Properties.

¢ The selected historical combined financial datafor the 11-month period ended November30, 1997 hasbeen presented on Pacific
Telecom’sbasis of accounting, while the selected historical combined financial data as of December31, 1998 and 1997, the
one-month period ended December31, 1997 andthe year ended December 31, 1998 have been presented on CenturyTel’s basis of
accounting.

e The select%d historical combined financial data of CenturyTel’s Alaska Properties include the results of the City of Fairbanks
Telephone Operation from October6, 1997, the date of its acquisition. This acquisition was accounted for as apurchase.

¢ On December3l, 1997, thecellular operations in Fairbanks weresold to ATU. The Fairbankscellular property had 5,497
subscribers at the time of the sale.
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CenturyTel's Alaska Properties

Century Telephone
Enterprises, Inc. PacificTelecom
Year Dec. 1, 1997 Jan. 1, 1997
Ended to Dec 31, to Nov. 30,
1998 1997 1997

(Dallars in Thousands)
Operating Data:
Operating revenues:

Local telephone $ 121,933 $ 10,255 $ 79330
Célular 2,576 181 5,120
Total operating 124,509 10,436 84,450
revenues
Operating expenses:
Local telephone 72,008 6,434 42,404
Cellular 2,128 147 3,082
Depreciation and amortization 30,459 2,466 15,823
Total operating 104,595 9,047 61,309
expenses
Operating income 19,914 1,389 23,141
Interest expense, net (1,405) (a71) (2,169 )
Other income (expense) 356 53 (298)
Income before income taxes 18,865 1,271 20,674
Income taxes 9,218 736 7,746
Net income $ 9,647 $ 535 $ 12,928
Other Financial Data:
Cash provided by operating activities $ 38,2901 $ 5,588 $ 21,213
Cash used by investing activities (26,664 ) (3279 ) (13,554 )
Cash used by financing activities (6,770) (2,563 ) (8,209 )
EBITDA 50,729 3,908 38,666
EBITDA margin 40.7 % 374 % 45.8 %
Capital expenditures 26,799 1,825 14,575
Other Data (end of period):
Accesslines in service 131,858 124,869 —
Cellular subscribers 2,945 2,096 —
Cellular penetration 52 % 37 % —
Balance Sheet Data (end of period):
Total assets $ 472,660 $ 459,175 —
Long-term debt including current 43,408 42,950 —
portion
Stockholders' equity 400,962 391,314 —
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SELECTED HISTORICAL FINANCIAL DATA— ATU

The following table setsforth selected historical financial dataof ATU. Consider thefollowing points in connection with the table:

ACS Group derived the selected historical financial datafor each of the two yearsin the period ended December31, 1998 and as of
December31, 1997 and 1998 from the audited financial statements and therelated notes of ATU.

“Other income (expense)” includesthe equity in earnings (losses)from minority investments.

During the periods presented, ATU was a public utility of the Municipality of Anchorage and was exempt fromfederal and state
taxes on income.

Net cash data includes information from ATU financia statements prepared in accordance with governmental accounting standards.
Under Governmental Accounting Standards Board (GASB) Statement No.20, Accounting And Financial Reporting For Proprietary
Funds And Other Governmental Entities That Use Proprietary Fund Accounting, ATU applied all applicable GASB
pronouncements and all Financial Accounting Standards Board (FA SB)Statements and I nterpretations, Accounting Principles,
Board Opinions and Accounting Research Bulletins, unless they conflict with or contradict GASB pronouncements. ATU followed
the provisions of GASB Statement No.27 to account for pension and post-retirement costs, which differsfrom FASB Statement
No0.87 and FASB Statement No.106 regarding the methodology for calculation of such costs and how they are recorded and
disclosed. It is not practicable to quantify the differences between the statements without an additional complete actuarial valuation
because the actuarial calculations for FASB Statement No.87 purposes require different assumptionsand represent different
measurement basis. Other differences between GASB and FASB have been evaluated and have been determined not to be material
for the periods presented.
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ATU
1998 1997
(Dallars in Thousands)
Operating Data:
Operating revenues:

Local telephone $ 121,057 $ 116,555

Cellular 29,225 21,845

Long distance 6,815 1,541

Total operating revenues 157,097 139,941

Operating expenses:

Local telephone 74,240 74,994

Cellular 19,961 14,455

Long distance 10,395 4,644

Depreciation and amortization 29,608 26,839

Total operating expenses 134,204 120,932
Operating income 22,893 19,009
Interest expense, net (6,427) (6,768 )
Other income (expense) (2,896 ) (123)
Income before income taxes 13,570 12,118
Income taxes — —
Net income $ 13,570 $ 12,118
Other Financial Data:
Cash provided by operating activities $ 53,207 $ 46,641
Cash used by investing activities (5,659) (3,665 )
Cash used by financing activities (33,580 ) (46,916 )
EBITDA 49,605 45,725
EBITDA margin 31.6 % 327 %
Capital expenditures 29,644 35,187
Other Data (end of period):
Accesslines in service 168,536 158,486
Cdllular subscribers 63,627 53,035
Cdllular penetration 158 % 13.3 %
Balance Sheet Data (end of period):
Total assets $ 350,245 $ 323124
Long-term debt including current portion 172,521 151,945
Stockholders' equity 141,884 136,414
32
Bnrw oy LU LF

— FaalfiliE 2002. EDGAR Online, Inc.




Table of Contents

Item7. Management’s Discussion and Analysis of Financial Condition and Resultsof Operations
Forward L ooking Statements and Analysts Reports

This Form10-K and futurefilingsby the Company on Forms 10-K, 10-Q and 8-K and future oral and written statements by the Company andits
management may include, certain “forward-looking statements’ asdefined under the Private Securities Litigation Reform Act of 1995,
including (without limitation) statementswith respect to anticipated future operating and financia performance, financial position and liquidity,
growth opportunities and growth rates, pricing plans, acquisition and divestitive opportunities, business prospects, strategic aternatives,
business strategies, regulatory and competitive outlook, investment and expenditure plans, financing needs and availability, and other similar
forecasts and statements of expectation. Words such as “aims,” “anticipates,” “believes,” “could,” “estimates,” “expects,” “hopes,” “intends,”
“may,” “plans,” “projects,” “seeks,” “should,” and “will,” and variations of these wordsand similar expressions, areintended to identify these
forward-looking statements. These forward looking statements are subject to certain risks and uncertainties that could cause actual results to
differ materially from our Company’s historical experience and our present expectations or projections . Forward-looking statements by the
Company and its management are based on estimates, projections, beliefs and assumptions of management and are not guarantees of future
performance. The Company disclaims any obligation to update or revise any forward-looking statement based on the occurrence of future
events, the receipt of new information, or otherwise.

Actual future performance, outcomes and results may differ materially fromthose expressed in forward-looking statements made by the
Company and its management asa result of a number of important factors. Examples of these factorsinclude (without limitation ) rapid
technological developments and changesin the telecommunications industries; ongoing deregulation (and the resulting likelihood of
significantly increased price and product/service competition) in the telecommunicationsindustry asaresult of the 1996 Act and other similar
federal and state legidation and thefederal and state rules and regulations enacted pursuant to that legislation; regulatory limitationson the
Company’ s ability to change its pricing for communications services; the possible future unavailability of SFAS No.71 to the Company’s
wireline subsidiaries; and possible changes in the demandfor the Company’ s products and services. In addition to these factors, actual future
performance, outcomes and results may differ materially because of other, more general, factors including (without limitation) changesin
general industry and market conditions and growth rates; changesin interest rates or other general national, regional or local economic
conditions; governmental and public policy changes; changesin accounting policies or practices adopted voluntarily or as required by
accounting principles generally accepted in the United States of America; and the continued availability of financingin the amounts, at the
termsand on the conditions necessary to support the Company’ s future business.

Investors should also be aware that while ACS Group does, at various times, communicate with securities analysts, it is against the Company’s
policy to discloseto them any material non-public information or other confidential information . Accordingly, investors should not assumethat
ACS Group agrees with any statement or report issued by an analyst irrespective of the content of the statement or report. To the extent that
reports issued by securities analysts contain any projections, forecasts or opinions, such reports are not the responsibility of ACS Group.
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Introduction

This discussion and anaysis should be read in conjunction with thefinancial statements and related notes and the other financia information
included elsewhere in this Form10-K.

Alaska Communications Systems Group

ACS Group was formed in 1998 by Fox Paine Company, members of the former senior management team of Pacific Telecom, Inc., and other
experienced telecommunicationsindustry executives. InMay 1999, the Company acquired CenturyTel’s Alaska Properties and Anchorage
Telephone Utility or ATU . CenturyTel’s Alaska Properties were theincumbent provider of local telephone servicesin Juneau, Fairbanks and
more than 70 rural communities in Alaska and provided Internet services to customers statewide. CenturyTel’s Alaska Properties included ACS
of Fairbanks, Inc., ACS of Alaska, Inc., and ACS of theNorthland, Inc. ATU wasthe largest LEC in Alaska and provided local telephone and
long distance services primarily in Anchorage and cellular services statewide. ATU provided long distance services through ATU Long
Distance, Inc. and cellular servicesthrough MACtel, Inc . These companies arenow known as ACS of Anchorage, Inc., ACS Long Distance,
Inc. and ACSWireless, Inc. On October 29, 1999, the Company changed its namefrom ALEC Holdings, Inc. to Alaska Communications
Systems Group, Inc.

The consolidated financial statements for ACS Group represent the operations principally of thefollowing entities:

¢ Alaska Communications Systems Group, Inc.
¢ Alaska Communications SystemsHoldings, Inc.
e ACSoof Alaska, Inc.

¢ ACS of the Northland, Inc.

e ACS of Fairbanks, Inc.

* ACS of Anchorage, Inc.

¢ ACSWirdless, Inc.

e ACSLong Distance, Inc.

« ACSTédevision, L.L.C.

¢ ACSInternet, Inc.

¢ ACS InfoSource, Inc.

Prior to the consummation of the acquisitions of CenturyTel’s Alaska Properties and ATU in May 1999, ACS Group had no operations.

Today, ACSGroup generates revenue primarily through:

. the provision of local telephone services, including:

¢ basic local service toretail customers within ACS Group'’s service areas,

* wholesae service to CLECs,

¢ network access servicesto interexchange carriersfor origination and termination of interstate and intrastate long distance phone
cals,

¢ enhanced services,

e ancillary services, such as BC, and ¢ universal service payments;

. the provision of cellular services;

. the provision of directory advertising;
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. the provision of Internet services; and

. the provision of interexchange network long-distance and data services.

ACS Group also recognizes its proportionate share of the netincome or loss of its minority-owned investments.
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Within the telecommunications industry, L ECs have historically enjoyed stable revenueand cash flow from local exchange operations resulting
from the need for basic telecommunications services, the highly regulated nature of the telecommunications industry and, in the case of rural
LECs, theunderlying cost recovery settlement and support mechanisms applicable to local exchange operations. Basiclocal service is generaly
provided at aflat monthly rate and allowsthe user to place unlimited calls within a defined local calling area. Access revenuesare generated by
providing interexchange carriers access to the LEC' slocal network and its customers. Universal service revenuesare a subsidy paid to rural
LECsto support thehigh cost of providing service in rural markets. Other servicerevenue is generated fromancillary services, enhanced
services and Internet access.

Changes in revenue arelargely attributable to changesin the number of access lines, local service rates and minutesof use. Other factorscan
also impact revenue, including:

* intrastate and interstate revenue settlement methodol ogies,

 authorized rates of return for regulated services,

« whether an access lineis used by abusiness or residential subscriber,

* intrastate and interstate calling patterns,

e customers selection of variouslocal rate plan options,

« selection of enhanced calling services, such as voice mail, or other packaged products, such as cellular and Internet and
 other subscriber usage characteristics.

LECs have three basic tiersof customers:

¢ business and residential customers located in their local service areas that pay for local phone service,

 interexchange carriers that pay for access to long distance calling customers located withinits local service areas and

¢ CLEC'sthat pay for wholesale access to the Company’ s network in order to provide competitive local serviceon either awholesae
or UNE basis as prescribed under the 1996 Act.

LECs provide access service to numerous interexchange carriers and may also bill and collect long distance charges from interexchange carrier
customers on behalf of the interexchange carriers. The amount of access charge revenue associated witha particular interexchange carrier
varies depending upon long distance calling patterns and the relative market share of eachlong distance carrier.

ACS Group’slocal service ratesfor end users are authorized by the RCA. Authorized rates are set by the FCC and the RCA for interstate and
intrastate access charges, respectively, and may changefrom timeto time.
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Critical Accounting Policiesand Accounting Estimates

Management is responsible for the financial statements presented elsewhere in this10-K and has evaluated the accounting policies used in their
preparation. Management believes these policiesto be reasonable and appropriate. The Company’ s significant accounting policies are
described in Note 1 in the Notes to the Consolidated Financial Statements elsewhere in this 10-K. The following discussion identifiesthose
accounting policies that management believes are critical in the preparation of the Company’ sfinancial statements, the judgements and
uncertainties affecting the application of those policies, and the possibility that materially different amounts would be reported under different
conditions or using different assumptions.

The preparation of financial statementsin conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assetsand liabilities and disclosure of commitments and
contingencies at thedate of the financial statements and the reported amounts of revenuesand expenses during the reporting period. Among the
significant estimates affecting the financial statements are thoserelated to therealizable valueof accounts receivable, long-lived assets, income
taxes and network access revenue reserves. Actual results may differ from those estimates.

Access revenuesare recognized when earned. The Company participatesin toll revenue pools with other telephone companies. Such pools are
funded by toll revenue and/or access charges regulated by the RCA within theintrastate jurisdiction and the FCC within theinterstate
jurisdiction. Much of the interstateaccess service revenue isinitially recorded based on estimates. These estimates are derived frominterim
financial statements, available separations studies and the most recent information available about achieved rates of return. These estimates are
subject to adjustment in future accounting periods asrefined operational information becomes available. To the extent that disputes arise over
revenue settlements, the Company’ s policy isto defer revenue collected until settlement methodologies are resolved and finalized. At
December31, 2001, the Company had recorded liabilities of $31.7million related to potentialy refundable access revenue, of which
$18.0million relatesto a pending complaint of alleged over-earnings. If the Company thought it was more likely than not that it will prevail on
this complaint, its previously reported net losses for thethree years ended December31, 2001 would decrease by up to $18.0million and its
accumulated deficit would decrease from $61.9million to $43.9million.

The Company utilizes the liability method of accounting for income taxes. Under theliability method, deferred taxes reflect the temporary
differences between the financial and tax bases of assets and liabilities usingthe enacted tax ratesin effect in the yearsin which the differences
are expected to reverse. Deferred tax assetsare reduced by a valuation allowance to the extent that it is more likely than not that such deferred
tax assetswill not be realized. If the Company thought it was more likely than not that al of its deferred tax assets would be realized in future
periods, the Company’s previously reported net losses for thethree years ended December31, 2001 would decrease by up to $21.8million and
its accumulated deficit would decrease from $61.9million to $38.2million.

Theloca telephone exchange operations of the Company account for costs in accordance with the accounting principles for regulated
enterprises prescribed by Statements of Financial Accounting Standards (“SFAS’) No.71, Accounting for the Effects of Certain Types of
Regulation. This accounting recognizes the economic effects of rate regulation by recording cost and a return on investment as such amounts
are recovered through rates authorized by regulatory authorities. Accordingly, under SFAS No.71, plant and equipment is depreciated over
lives approved by regulators and certain costs and obligations are deferred based upon approvals received from regulatorsto permit recovery of
such amountsin future years. Depreciable lives of plant and equipment approximate their estimated economic lives. Unregulated revenues and
costsincurred by thelocal telephone exchange operations and non-regul ated operations of the Company are not accounted for under SFAS
No.71 principles. Management believes that the effect of adopting SFASNo0.101, Regulated Enterprises— Accounting for the Discontinuation
of Application of FASB Satement No.71, would not be material to the Company’sfinancia position, results of operations or cash flows.
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Resultsof Operations

The following unaudited table summarizes ACS Group's operations for the yearsended December31, 2001, 2000 and 1999. For the year ended
December31, 1999, the summary information represents the historical combined operating results of the Predecessor Entities— prior to their
ownership by ACS Group, from Januaryl, 1999 through May14, 1999, plus the consolidated results of ACS Group from May15, 1999 through
December31, 1999. Certain reclassifications have been made to the 2000 consolidated and 1999 combined operations to conform to the current
presentation of ACS Group’s consolidated operations.

Year Ended December 31,

Consolidated Combined
2001 2000 1999
(inthousands)
Operating revenues:
Local telephone:
Local network service $ 96,270 $ 94,098 $ 94,499
Network access revenue 102,977 105,172 105,366
Deregulated revenue and other 22,164 22,998 22,494
Total local telephone 221,411 222,268 222,359
Celular 40,398 39,490 36,041
Directory 33,870 29,156 26,615
Internet 13,724 9,170 4,948
Interexchange 21,316 11,778 9,587
Other 960 1,131 359
Total operating revenues 331,679 312,993 299,909
Operating expenses.
Local telephone 120,659 130,875 146,858
Cellular 24,153 24,641 23,748
Directory 14,490 14,001 13,342
Internet 15,677 11,785 7,612
Interexchange 29,509 19,749 14,023
Other 1,852 1,458 486
Unusual charges — 5,288 —
Depreciation and amortization 79,811 72,265 63,487
Total operating expenses 286,151 280,062 269,556
Operating income 45,528 32,931 30,353
Other income and expense:
Interest expense (60,283 ) (64,710) (44,150 )
Interest income and other 3,252 6,680 3,496
Equity inincome (loss)of investments 70 (303) (1,569 )
Total other income (expense) (56,961 ) (58,333 ) (42,223 )
Loss before income taxes and extraordinary item (11,433) (25,402 ) (11,870 )
Incometax (expense)benefit 195 197 (3,643 )
Loss from continuing operations (11,238) (25,205) (15,513 )
Extraordinary item — early extinguishment of debt — — (3,267 )
Net loss $ (11,238) $ (25205) $ (18,780)
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Twelve Months Ended December 31, 2001 Compared to Twelve Months Ended December 31, 2000
Operating Revenues

Operating revenues increased $18.7million, or 6.0%, for the year ended December31, 2001 compared to the year ended December31, 2000.
Cdllular, Directory, Internet andinterexchange revenuesincreased compared to the prior period.

Local Telephone

Local telephone revenues, which consist of local network service, network access revenue, and deregul ated revenues and other, decreased
$0.9million, or 0.4%, for the year ended December31, 2001 compared to the same period in 2000.

The local network service component of local telephone revenues was $96.3 million during 2001 compared with $94.1million during 2000.
Revenueincreased $2.2million or 2.3% from the prior year, while average access lines in service increased 1.1% to 331,192. The net increase
was due primarily to lower charges for uncollectible accounts asthe Company improved itscollection processes. The charges for uncollectible
accounts recorded against local network service revenue in 2000 were $2.7million in excess of those recorded during 2001, accounting for
more than 100% of the increasein local network service revenue.

The Company continued to experience loss of retail market share for local network service in its Anchorage and Fairbanks service areas during
the year. Generally, whenthe Company losesaretail local network service lineto acompetitor, it continuesto provide theline to the
competitor on awholesale basis at reduced revenueper line. Management believes that the continuing loss of market share experienced in
Anchorage and Fairbanks is partially attributable to below cost interconnection rates for UNES currently in place. The RCA has approved
arbitrated interconnection rates for UNESs for the Company’ s Juneau market which management believes are below cost, although there has
been no competitive market penetration in Juneau through February 2002. During the second quarter of 2001, the Company reopened
interconnection proceedings for its Anchorage market and filed for an interim and refundable UNE rate increase of approximately $10 per
month per loop. On October25, 2001, the RCA granted ACSA an interim and refundable UNE rate increase of $1.07, bringing the UNE rate up
from $13.85 to $14.92. The Company expects the RCA to hold hearings and adjudicate final Anchorage UNE rates during 2002. See*“Business
— Regulation” under Item1 of Part | of thisreport for further discussion.

The Company believesit isaso earning lessthan its required rate of return for local network service in severa of its markets and filed local
service rate cases for al of its LEC businesses withthe RCA on July2, 2001 aimed at making up this deficiency. Subsequently, in October
2001, the Company filed for interim and refundable local servicerates in its Anchorage market in order to expedite a partial recovery of the
total revenue deficiency. On November15, 2001 the RCA approved an interim and refundable rateincrease for ACSA of 24% for certain
services. Thisinterim and refundable rate increase is expected to generate approximately $4.0million in annual revenue requirement. See
“Business— Regulation” under Item1 of Part | of this report for further discussion.

Network access revenues decreased by $2.2million, or 2.1%, from $105.2 million in 2000 to $103.0million in 2001. Network access revenues
are based on aregulated return on rate base andrecovery of allowable expenses associated with the origination and termination of toll calls.
The decrease in network access revenues from the corresponding period in 2000 is due primarily to changes relating to cost allocation factors,
rate base, expenses and a shift fromretail linesto UNEs asa result of competition, from period to period. Management expects that network
access revenues will decline as a component of local telephone revenues for the foreseeable future.

Deregulated and other revenues, which declined $0.8million, or 3.6% from 2000, consistsprincipally of BC services, space and power rents,
deregulated equipment sales, paystation revenues, regulated directory listing revenue, and other miscellaneoustelephone revenues. The decline
in deregulated
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and other revenue was dueprimarily to a $2.2million reduction in deregulated equipment sales in 2001 offset by a$1.2million increase in space
and power rents over 2000.

Cdlular

Céllular revenuesincreased $0.9million, or 2.3%, to $40.4millionfor theyear ended December31, 2001 compared to $39.5million for the year
ended December31, 2000. This growthin revenue is due to growth in average cellular subscribersto 78,027 in 2001 from 74,501 in 2000, or
4.7%, and a decrease in average revenue per unit, or ARPU, from $44.17 in 2000 to $43.15 in 2001. The decrease in ARPU isthe result of
competitive digital statewide and national pricing programs implemented during 2001 that offer more minutesand free features than the
previous plansfor the same price, coupled with other sales promotions. These competitive plans have resulted in increased total revenues and
market share but lower revenue per unit.

Directory

Directory revenuesincreased by $4.7million, or 16.2%, from $29.2millionin 2000 to $33.9millionin 2001. This growth reflects improved
penetration and revenue per advertiser for the current directory phone book cycles compared with 2000. Management expects the growthiin
directory revenuesto slow ascompeting directories and other advertising vehicles, such as the Internet, television andradio, compete for this
business and the market matures.

Inter net

Internet revenues increased from $9.2million in 2000 to $13.7million in 2001 — an increase of $4.5million, or 49.7%. Thisincreaseis
primarily due to theadditional revenuesfrom Internet Alaska, Inc. (“1Al"), whichwas acquired in June of 2000 and MosqguitoNet, whichwas
acquired in July of 2001. Internet revenues were also favorably impacted by growth in DSL subscribers. On December10, 2001, the Company
entered into a five year contract with the State of Alaskato provide a broad range of telecommunications services, many of whichwill be
provided over an |P network or supported by a service center owned and operated by ACSI. Accordingly, the Company anticipates revenues for
this segment will increase in future periods.

Interexchange

Interexchange revenuesincreased from $11.8million in 2000 to $21.3 million in 2001 — an increase of $9.5million, or 81.0%. The increase
was due to growth in long distance subscribers from 57,537 in 2000 to 65,705 in 2001. The Company a so experienced growth in long distance
minutes of use from 95.3 million in 2000 to 219.6million in 2001. The growth in both subscribers and minutes of use wasdue to high customer
acceptance of and satisfaction with the Company’sflat ratelong distance product offerings, whichit began rolling out in thefourth quarter of
2000.

Other
Other revenues, which consist principally of wireless cable television, decreased marginally from 2000 to 2001.

Operating Expenses

Operating expenses increased $6.1million, or 2.2%, from $280.1million for the year ended December31, 2000 to $286.2million for the year
ended December31, 2001. Operating expenses decreased as a percentage of operating revenues from 89.5% in 2000 to 86.3% in 2001.

Local Telephone

The components of local tel ephone expense are plant specific operations, plant non-specific operations, customer operations, corporate
operations and property and other operating tax expense.
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Depreciation and amortization associated with the operation of the local telephone segment isincluded in total depreciation and amortization.
Local telephone expense decreased from $130.9million for theyear ended December31, 2000 to $120.7million for the year ended December31,
2001 — adecrease of $10.2million or 7.8%. As a percentage of local telephone revenue, local tel ephone expense decreased from 58.9% for
2000 to 54.5% for 2001. These results reflect continued improvementsin the Company’s cost structure, including workforce reductions,
benefits derived from the deployment of information systems, and other synergies realized through the consolidation of the operations the
Company acquired in 1999.

Cdlular

Cellular expense decreased $0.5million, or 2.0%, for the year ended December31, 2001 compared to theyear ended December31, 2000.
Cellular expensewas 62.4% of cellular revenues for 2000 and 59.8% of cellular revenuesfor 2001.

Directory

Directory expenses increased $0.5million from $14.0millionin 2000 to $14.5million in 2001. Asa percent of directory revenue, expenses were
42.8% for 2001 compared to 48.0% for 2000. This marginimprovement is due to stablefixed cost combined withincreasing directory revenue.

Inter net

Internet expenses increased by $3.9million, or 33.0%, and decreased as a percentage of revenuefrom 128.5% in 2000 to 114.2% in 2001. The
increase in Internet expenses was due principally to theacquisition in Juneof 2000 of 1Al and theacquisition in July, 2001 of MosquitoNet, for
which comparable costsare not included for the full year of 2000. Costs associated with developing the Company’ s statewide Internet
infrastructure, preparation for providing servicesunder the State of Alaska telecommunications contract, and therollout of the Company’s DSL
product also contributed to the increase in Internet expense. On December10, 2001, the Company entered into afive year contract withthe
State of Alaskato provide a broad range of telecommunications services, many of whichwill be provided over an |P network or supported by a
service center owned and operated by ACSI. Accordingly, the Company anticipates expensesfor this segment will increase in future periods.

Interexchange

Interexchange expensesincreased by $9.8million, or 49.4%, and decreased asa percentage of revenue from 167.7% in 2000 to 138.4% in 2001.
The majority of thisincrease was theresult of additional traffic sensitive costsincurred as aresult of the increase in customers and minutes of
use with therollout of the Company’sflat rate calling plans as discussed under interexchange service revenues.

Unusual charges

During theyear ended December31, 2000, ACS Group recorded $5.3million of unusual charges, consisting of the write-off of approximately
$1.5million of costs related to the attempted acquisition of Matanuska Telephone Association, $0.8million in alegal settlement and $3.0million
related to severance and restructuring plans. Employee force reductions resulting from these restructuring plans are expected to total
approximately 200 by their completion, of which approximately 150 were completed by December31, 2001.

Depreciation and Amortization

Depreciation and amortization expenseincreased $7.5million, or 10.4%, dueprincipally to increasesin plant in service for theyear ended
December 31, 2001 over the corresponding period of 2000. Depreciation and amortization expenseincludes $7.7million of goodwill
amortization for each of 2001 and 2000. The Company adopted on Januaryl, 2002, SFAS No.142, Goodwill and Intangible Assets . Goodwill
will nolonger be amortized in 2002 and will instead be subjected to an annual impairment test, the effect of which the Company is currently
evaluating.
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Interest Expense and Interest Income and other

Interest expense decreased $4.4million, or 6.8%, for the year ended December31, 2001 compared to theyear ended December31, 2000,
principally asaresult of market effects on the Company’ s variable interest rate debt. Interest income and other also declined by $3.4million, or
51.3%, as aresult of alower average invested cash balance and lower market interest rates during 2001 compared to 2000.

IncomeTaxes

ACS Group hasfully reserved theincome tax benefit resulting from the consolidated losses it has incurred since May14, 1999 — the date of the
acquisition of substantially all of its operations.

Net L oss
The decrease in net lossis primarily aresult of thefactors discussed above.
Twelve Months Ended December 31, 2000 Compared to Twelve Months Ended December 31, 1999
Operating Revenues

Operating revenues increased $13.1million, or 4.4%, for the year ended December31, 2000 compared to the year ended December31, 1999.
Cdlular, directory, Internet and interexchange network and other revenues all increased compared to the prior period.

Local Telephone

Local telephone revenues, which consist of local network service, network access revenue, and deregulated and other revenues, was essentially
flat for theyear ended December31, 2000 compared to the same period in 1999.

The local network service component of local tel ephone revenues was $94.1 million during 2000 compared with $94.5million during 1999.
Revenue decreased $0.4million or 0.4% from the prior year, despite growth in average total access linesin service of 4.6% and increased
penetration of enhanced features. The net decrease was due primarily to chargesfor uncollectible accounts and increased market penetration of
lower margin wholesale linesin the Anchorage market. The charges for uncollectible accounts recorded against local network service revenue
in 2000 were $4.1million in excess of those recorded during 1999, accounting for morethan 100% of the decrease inlocal network service
revenue. Management hastaken aggressive stepsto address collection issues and expects charges for uncollectible accounts will be reduced in
the future. Management also believes that the continued loss of market share experienced in the Anchorage market is attributable to below cost
interconnection rates for UNESs currently in place.

Network access revenues decreased by $0.2million, or 0.2%, from $105.4 million in 1999 to $105.2million in 2000. Network access revenues
were reduced by $3.6million in the third quarter of 2000 as aresult of a complaint filed with the FCC during the third quarter alleging that one
of the Company’s subsidiaries exceeded its federally authorized rate of return. See “Business — Regulatory” under Item1 of Part | of this report
for further discussion of this matter. Network access revenuesare based on aregulated return on rate base and recovery of allowable expenses
associated withthe origination and termination of toll calls. The decrease in telephone access revenuesfrom the corresponding period in 1999
is due primarily to changesrelating to cost allocation factors, rate base, expenses, and a shift fromretail lines to UNEs as a result of
competition, from period to period. Management expects that network access revenues will decline as a component of local telephone revenues
for the foreseeable future.

Deregulated and other revenues, which grew $0.5million, or 2.2% over 1999, consists principally of BC services, space and power rents,
deregulated equipment sales, paystation revenues and other
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miscellaneous telephone revenues. The revenue increase was due primarily to increased deregulated equipment sales in 2000.
Cellular

Céllular revenuesincreased $3.4million, or 9.6%, to $39.5millionfor theyear ended December31, 2000 compared to $36.0million for the year
ended December31, 1999. This growthin revenue is due to growth in average cellular subscribersto 74,501 in 2000 from 69,820 in 1999, or
6.7%, and an increase in average revenue per unitfrom $43.02 in 1999 to $44.17 in 2000. The increase in average revenue per unit is due to the
rollout of statewide digital service during 2000 and the introduction of new statewide and national pricing programs.

Directory

Directory revenuesincreased by $2.6million from $26.6million in 1999 to $29.2million in 2000. This growth corresponds with the growth in
average access lines in service during 2000 over 1999 from 313,001 during 1999 to 327,534 during 2000, or anincrease of 4.6%, combined
with additional penetration for the current directory phonebook cycles.

Inter net

Internet revenues increased from $4.9million in 1999 to $9.2million in 2000 — an increase of $4.3million, or 85.3%. Thisincreaseis primarily
due to the additional revenues from IAl, which was acquired in June of 2000. Internet revenues werealso impacted by growth in DSL and
dial-up subscribers.

Interexchange

Interexchange revenuesincreased from $9.6million in 1999 to $11.8 million in 2000 — an increase of $2.2million, or 22.9%. Long distance
revenues increased due to increases in long distance minutesof use from67.7 million to 95.3million andincreasesin circuit rent revenues,
coupled with the rollout of competitive long-distance product offerings.

Other

Other revenues, which increased $0.8million compared to 1999, consist principally of television revenuesfrom ACSTV. The Company
included ACSTV inits consolidated revenues for the full year of 2000 compared to three months for 1999, accounting for substantially al of
the increase.

Operating Expenses

Operating expenses increased $10.5million, or 3.9%, from $269.6million for theyear ended December31, 1999 to $280.1million for the year
ended December31, 2000. Asa percentage of operating revenues, operating expenses decreased from 89.9% in 1999 to 89.5% in 2000.

Local Telephone

The components of local tel ephone expense are plant specific operations, plant non-specific operations, customer operations, corporate
operations and property and other operating tax expense. Depreciation and amortization associated with the operation of the local telephone
segmentisincluded in total depreciation and amortization. Local telephone expenses decreased from $146.9million for the year ended
December31, 1999 to $130.9million for the year ended December31, 2000 — a decrease of $16.0million or 10.9%. During 1999, the Company
incurred one-time and transaction related costs associated with the acquisitions of the Predecessor Entitiesof $7.1million. The Company also
incurred $5.7million of compensation expense related to telephone operations as a result of options granted below fair value at the date of grant,
which vested fully upon the completion of ACS Group’sinitial public offering. Adjusted for these non-recurring items, tel ephone operating
expenses would have been $134.1million for 1999. As a percentage of local telephone revenue, local tel ephone expense decreased from 60.3%
for 1999, adjusted
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for the non-recurring items, to 58.9% for 2000. This change in local tel ephone expense as a percentage of local telephone revenue improved
despite approximately $4.1millionin chargesfor uncollectible accounts recorded against revenues during 2000 in excess of those recorded
during 1999, aspreviously discussed. During 2000, ACSGroup also incurred $1.1million of local telephone expense resulting from
interconnection proceedings with CLECs for which comparable costs werenot incurred during the corresponding year of 1999.

Cdlular

Cellular expensesincreased $0.9million, or 3.8%, for the year ended December31, 2000 compared to theyear ended December31, 1999.
Cellular expensewas 65.9% of cellular revenues for 1999 and 62.4% of cellular revenuesfor 2000.

Directory

Directory expensesincreased $0.7million, or 4.9%, from $13.3million in 1999 to $14.0millionin 2000. Asa percentage of revenue, directory
expenses were 48.0% for 2000 compared to 50.1% for 1999.

Internet
Internet expenses increased by $4.2million, or 54.8%, and decreased as a percentage of revenuefrom 153.8% in 1999 to 128.5% in 2000. The
increase in Internet expenses was due to the acquisition in June of 2000 of 1Al for which comparable costs are not included for 1999, and costs

associated withdeveloping the Company’ s statewide I nternet infrastructure and the rollout of the DSL product.

Interexchange

Interexchange expensesincreased by $5.7million, or 40.8%, and increased as a percentage of revenue from 146.3% in 1999 to 167.7% in 2000.
The mgjority of thisincrease was theresult of additional circuit and other costs associated with devel oping the Company’ s statewide network
and increases in minutes of usefor long distance asdiscussed above.

Other

Other expenses, which consist principally of wireless cable expenses, increased due to theacquisition of ACSTV, whichwas completed in
September 1999.

Unusual charges

During theyear ended December31, 2000, ACS Group recorded $5.3million of unusual charges, consisting of the write-off of approximately
$1.5million of costs related to the attempted acquisition of Matanuska Telephone Association, $0.8million in alegal settlement and $3.0million
related to severance and restructuring plans. Employee force reductions resulting from these restructuring plans are expected to total
approximately 200 by their completion, of which approximately 100 were completed by December31, 2000.

Depreciation and Amortization

Depreciation and amortization expenseincreased $8.8million, or 13.8%, dueprincipally to increasesin plant in service for theyear ended
December 31, 2000 over the corresponding period of 1999.

Interest Expense, I nterest Income and Other
Interest expense increased $20.6million, or 46.6%, for the year ended December31, 2000 ascompared to theyear ended December31, 1999 .
Thisincreaseis dueto $611.6million of debt incurred by ACS Group in connection with the acquisitions on May14, 1999 of substantially al of

its operations.
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Interest income and other increased $3.2million, or 91.1%, as aresult of increases ininvested cash resulting from the Company’sinitial public
offering completed during November 1999.

IncomeTaxes

ACS Group hasfully reserved theincome tax benefit resulting from the consolidated lossesit has incurred since May14, 1999 — the date of the
acquisition of substantially all of its operations. Income taxes reflected in the combined financial statements are substantially those of the
Predecessor Entities.

Net Loss
Theincreasein net lossis primarily aresult of thefactors discussed above.
Liquidity and Capital Resour ces

ACS Group hassatisfied its operational and capital cash regquirements primarily through internally generated funds, the sale of stock and debt
financing. For thetwelve months ended December31, 2001 the Company’s cash flows from operating activities were $75.0million. At
December31, 2001, the Company had approximately $31.2millionin net working capital, with approximately $41.0million represented by cash
and cash equivalents and $6.9 million of restricted cash. Asof December31, 2001 the Company had $75.0 million of remaining capacity under
its revolving credit facility, representing 100% of available capacity.

The Company has a $435.0million bank credit agreement (“ Senior Credit Facility”), $150.0million in 9.375% senior subordinated notes due
2009 and $17.3millionin 13% senior discount debentures due 2011, representing substantially all of the Company’slong-term debt of
$611.3million as of December31, 2001. Interest on ACS Group's senior subordinated notes and senior discount debenturesis payable
semiannually. Interest on borrowings under the Senior Credit Facility is payable monthly, quarterly or semi-annually at the Company’ s option.
The Senior Credit Facility requires 1% annual principal payments commencing on May14, 2002, with balloon paymentsin each of 2006, 2007,
and 2008. The Senior Credit Facility containsa number of restrictive covenants and events of default, including covenants limiting capital
expenditures, incurrence of debt, and the payment of dividends, and requiresthe Company to achieve certain financial ratios. See Note 7
“Long-term Obligations’ in the Notes to Consolidated Financial Statementsincluded elsewherein this 10-K.

The Company employs an interest rate hedge transaction, whichfixes at 5.99% the underlying variable rate on one-half of the borrowings under
the Senior Credit Facility, or $217.5million, expiringin June2002. The buyer hasthe right at their option to extend the agreement for an
additional two years, and, based on current market interest rates, management expects this option to be exercised, extending the contract to June
2004. The underlying variablerate for the Senior Credit Facility is based on the London Interbank Offer Rate (“LIBOR”), whichis adjusted at
each monthly, quarterly or semi-annual rollover date.

Thelocal telephone network requires thetimely maintenance of plant and infrastructure. The Company believesits local network is of high
quality, is technically advanced and will have relatively predictable annual capital needs. The Company’s historical capital expenditures have
been significant. The construction and geographic expansion of ACS Group’s cellular network has required significant capital. The
implementation of the Company’ s interexchange network and data services strategy is also capital intensive. In 1999, the Company purchased
fiber capacity for $19.5million, which was funded with monies borrowed to financethe 1999 acquisitions. Capital expenditures for 2000 were
$72.3million, including $3.2million in capital leases. Capital expenditures for 2001 were $87.6million, including $19.5million for additional
fiber capacity and $15million for an |P based network and service center. The Company anticipates capital spending for 2002 of approximately
$85 million, including approximately $20 to $25million necessary to meet its obligations under a materia contract with the State of Alaska and
approximately $7million for the buildout of PCS licenses. The Company intends to fund its future capital expenditures with cash on hand,
through internally generated cash flows, and if necessary, through additional borrowingsunder the revolving credit facility.
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ACS Group's capital requirements may change, however, due to, among other things: the Company’s decision to pursue specific acquisition
opportunities, changesin technology, the effects of competition or changes in the Company’ s business strategy. ACS Group'’ s ability to satisfy
its capital requirements will be dependent upon its future financial performance, which is, in turn, subject to future economic conditions and to
financial, business and other factors, many of which are beyond the Company’s control.

On July6, 2001, ACS Group acquired the assetsand business of Internet Plus. L.L.C., dba MosquitoNet, a Fairbanks based Internet service
provider with approximately 5,000 customers. The acquisition was funded entirely with cash on hand.

The Company has entered into an agreement with a third party to provide to that party a financing commitment for an amount ranging from
$10million to $15 million contingent upon thethird party achieving certain objectives. Such financing would be in the form of an unsecured
loan. The Company believes such financing may occur during 2002 and it intends to fund it with cash on hand and cash flow from operations.

ACS Group believes that it will have sufficient working capital provided by operations and available borrowing capacity under the existing
revolving credit facility to serviceits debt and fund its operations, capital expenditures and other obligations over the next 12months. ACS
Group’s ability to satisfy its capital requirements will be dependent upon its future financial performance, whichis, in turn, subject to future
economic conditions and to financial, business, regulatory and other factors, many of which are beyond the Company’s control.

Effect of New Accounting Standards

On June29, 2001, the FASB approved for issuance SFAS No.141, Business Combinations, which supercedes APB Opinion No, 16, Business
Combinations and SFAS N0.38, Accounting for Preacquisition Contingencies of Purchased Enterprises. This statement establishes new
standards for accounting and reporting requirements for business combinations and requiresthat the purchase method of accounting be used for
all business combinations initiated after June 30, 2001. SFAS No.141 also specifies criteria that intangible assets acquired in a purchase method
business combination must meet to be recognized and reported apart fromgoodwill. The adoption of this statement did not have a material
impact on the Company’ sfinancial position, results of operations or cash flows.

On June29, 2001, the FASB approved for issuance SFAS No.142, Goodwill and Intangible Assets , which supercedes APB Opinion No.17,
Intangible Assets. SFAS N0.142 will require that goodwill and intangible assets with indefinite useful livesno longer be amortized, but instead
will betested for impairment at least annually in accordance with the provisions of SFAS N0.142. SFAS No. 142 will also require that
intangible assets with estimable useful lives be amortized over their respective estimated useful lives to their estimated residual values, and
reviewed for impairment in accordance with SFAS No.121, Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assetsto
Be Disposed of .

The Company adopted SFAS No0.142 effective Januaryl1, 2002. Goodwill and intangible assets determined to have an indefinite useful life
acquired in a purchase business combination completed after June30, 2001, but before SFAS No.142 was adopted, were not amortized.
Goodwill and intangible assets acquired in business combinations completed before Julyl1, 2001 were amortized in accordance with the
appropriate pre-SFAS No0.142 accounting literature. Upon adoption of SFAS No.142, the Company will be required to reassess the useful lives
and residual values of all intangible assets acquired, and make any necessary amortization period adjustments by the end of the firstinterim
period after adoption. In addition, to theextent an intangible asset isidentified as having an indefinite useful life, the Company will be required
to test theintangible asset for impairment in accordance with the provisions of SFAS No.142 withinthe first interim period. Any impairment
loss will be measured as of thedate of adoption and recognized as the cumulative effect of a changein accounting principle in thefirst interim
period.
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In connection with SFAS No.142' stransitional goodwill impairment evaluation, SFAS No.142 will require the Company to perform an
assessment of whether thereis an indication that goodwill impaired as of thedate of adoption. To accomplish this, the Company must identify
its reporting units and determine the carrying value of each reporting unit by assigning the assetsand liabilities, including the existing goodwill
and intangible assets, to those reporting units as of the date of adoption. The Company will then have up to six months from the date of
adoption to determine the fair value of each reporting unitand compare it to the carrying amount of the reporting unit. To the extent the
carrying amount of a reporting unit exceeds the fair value of the reporting unit, an indication exists that the reporting unit goodwill may be
impaired and the Company must perform the second step of thetransitional impairment test. In the second step, the Company must compare the
implied fair value of the reporting unit goodwill with the carrying amount of the reporting unit goodwill, both of whichwould be measured as of
the date of adoption. The implied fair value of goodwill is determined by allocating thefair value of the reporting unit to all of the assets
(recognized and unrecognized) and liabilities of the reporting unit in a manner similar to a purchase price allocation, in accordance with SFAS
No.141. The residual fair value after this allocation istheimplied fair valueof the reporting unit goodwill. This second step is required to be
completed as soon as possible, but no later than the end of theyear of adoption. Any transitional impairment loss will be recognized as the
cumulative effect of a change in accounting principle in the Company ‘s statement of earnings.

At the date of adoption of SFAS No.142, the Company had unamortized goodwill of $250,495 and unamortized identifiable intangible assets of
$26,784, al of which will be subject to the transition provisions of SFAS No.142. Amortization expense related to goodwill was$7,741,

$7,510 and $4,243, for the yearsended December31, 2001, 2000 and 1999, respectively. Because of the extensive effort needed to comply with
adopting SFAS No.142, it is not practicable to reasonably estimate theimpact of adopting this Statement on the Company’ s financial position,
results of operations and cash flows at the date of this report, including whether the Company will be required to recognize any transitional
impairment losses as the cumulative effect of a change in accounting principle.

On Augustl15, 2001, the FASB issued SFAS No0.143, Accounting for Asset Retirement Obligations, which is effective for the Company’ s fiscal
year beginning Januaryl, 2003. This statement requires, among other things, the accounting and reporting of legal obligations associated with
the retirement of long-lived assets that result from the acquisition, construction, development or normal operation of along-lived asset. The
Company has not yet determined theimpact of the adoption of this standard onits financia position, results of operations and cash flows.

On October3, 2001, the FASB issued SFAS No.144, Accounting for the Impairment or Disposal of Long-Lived Assets, which is effective for
the Company’ sfiscal year beginning Januaryl, 2002. This statement addresses accounting and reporting of al long-lived assets, except
goodwill, that areeither held and used or disposed of through sale or other means. The Company is evaluating the impact of the adoption of this
statement on its financial position, results of operations and cash flows.

Outlook

ACS Group expects the demand for telecommunications services in Alaskato grow, particularly asaresult of:

« continuing growth in demand for core tel ephone services and enhanced service offerings,

* increased line demand from expected growth in the Alaskan economy and population growthin ACSGroup’s service areas,

* increasing demand for private network services by government and businessin the Company’s service areas,

* increasing demand for cellular servicesand

e growthindemand for DSL and Internet access services due to higher business and consumer bandwidth needs for Internet and data
services.
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The Company believes that it will be able to capitalize on this demand through its diverse service offerings onits owned facilities and new sales
and marketing initiatives directed toward basic, enhanced and data services.

There are currently a number of regulatory proceedings underway at the state and federal levels that could have a significant impact on the
Company’s operations. The Company cannot predict with certainty the impact of current or future regulatory developments on any of its
businesses. See “Business— Regulation” under Part |, Item1 of this report for further discussion.

The telecommunicationsindustry is extremely competitive, and ACS Group expects competition to intensifyin thefuture. Asan ILEC, the
Company faces competition mainly fromresellers, local providers who lease itsUNEs and, to alesser degree, from facilities-based providers of
local telephone services. In addition, as aresult of the RCA’ s recent affirmation of the APUC’ s termination of the Company’ srural exemptions,
ACS Group may be required to provide interconnection elementsand/or wholesale discounted services to competitors in all or some of its rural
service areas. Moreover, while cellular telephone services have historically complemented traditional LEC services, the Company anticipates
that existing and emerging wireless technologies may increasingly compete with LEC services. In cellular services, ACS Group currently
competes with at |east one other cellular provider in each of its cellular service areas. In long distance, the Company currently has less than 10%
of total long distance revenues in Alaska and faces competition from thetwo major long distance providersin Alaska. Inthe highly competitive
business for Internet access services, ACS Group currently competes with a number of established online service companies, interexchange
carriers and cable companies.

The telecommunications industry is subject to continuous technological change. ACS Group expects that new technological developmentsin
the future will generally serveto enhance itsability to provide serviceto itscustomers. However, these devel opments may also increase
competition or require the Company to makesignificant capital investmentsto maintain itsleadership position in Alaska.

On December10, 2001, the Company entered into a material contract with the State of Alaskato provide it with comprehensive

telecommuni cations services. The Company expects that this contract will generate approximately $92million in revenuesover itsterm,
including an estimated $10million in 2002. The contract also obligates the Company to provide customer premise and other capital assets to the
state estimated to require an investment of $25 to $30million over the term of the agreement, including $20 to $25million during 2002. The
contract hasbeen filed as Exhibit10.11 to this 10-K.

Impact of Inflation
The effect of inflation on ACSGroup’s financia results has not been significant in the periods presented.
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Item7A. Quantitative and Qualitative Disclosures about Market Risk

The Company has issued senior discount debentures, senior subordinated notes and hasentered into a bank credit facility. These on-balance
sheet financial instruments, to the extent they provide for variable rates of interest, expose the Company to interest rate risk, withthe primary
interest raterisk exposure resulting from changesin LIBOR or the prime rate, which are used to determine the interest ratesthat are applicable
to borrowings under the Company’ s bank credit facilities. The Company uses derivative financial instruments, specifically an interest rate swap
agreement, to partially hedge variable interest transactions. The Company’ s derivative financia instrument transaction hasbeen entered into for
hedging purposes only. The termsand characteristics of thederivative financial instrumentsare matched with the underlying on-balance sheet
instrument and do not constitute speculative or leveraged positions independent of these exposures.

The information below provides information about the Company’ s sensitivity to market risk associated with fluctuationsin interest rates as of
December 31, 2001. To theextent that the Company’ s financial instrumentsexpose the Company to interest rate risk, they are presented within
each market risk category in the tablebelow. The table presents principal cash flowsand related expected interest rates by year of maturity for
the Company’ s bank credit facilities, senior subordinated notes, senior discount debentures, and capital leases and other long-term obligations
outstanding at December31, 2001. Weighted average variable ratesfor thebank credit facilities are based on implied forward rates in the
LIBOR yield curveas of December31, 2001. For the interest rate swap agreement, the table presents the notional amount and therelated
reference interest rates by year of maturity. The Company assumed that an option to extend theterm of the swap by two yearswould be
exercised based onthe LIBOR ratesin effect at December31, 2001 and the implied forward yield curve. Fair values included herein have been
determined based on (i)the carrying value for the bank credit facility at December31, 2001, as interest rates arereset periodically; (ii)quoted
market pricesfor senior subordinated notes; (iii)by discounting expected cash flowsto their present value for the senior discount debentures
using the Company’ s estimated current borrowing cost for subordinated debt; and (iv)quoted prices from afinancid institution for the
Company’ s swap agreement. Alaska Communications Systems Group, Inc.’s Consolidated Financial Statements contain descriptions of the
senior discount debentures, senior subordinated notes, credit facility, capital leases and other long-term obligations and the interest rate swap
agreement and should be read in conjunction with the table below.

Fair
2002 2003 2004 2005 2006 Ther eafter Total Value
(dollars inthousands)
Interest Bearing Liabilities:
Bank credit facility— tranche A $ 1500 $ 1500 $ 1500 $ 1500 $ 144,000 $ — $ 150,000 $ 150,000
Averageinterest rate (variable) 442 % 6.34 % 7.96 % 842 % 8.63 % — 596 %
Bank credit facility— tranche B $ 1500 $ 1500 $ 1500 $ 1500 $ 1,500 $ 142,500 $ 150,000 $ 150,000
Averageinterest rate (variable) 517 % 7.09 % 871 % 9.17 % 9.39 % 952 % 817 %
Bank credit facility— tranche C $ 1,350 $ 1,350 $ 1,350 $ 130 $ 1,350 $ 128,250 $ 135,000 $ 135,000
Averageinterest rate (variable) 542 % 734 % 8.96 % 9.42 % 9.64 % 9.83 % 843 %
Senior subordinated notes $ - $ — 3 - $ — 3 — $ 150,000 $ 150,000 $ 148,500
Averageinterest rate (fixed) 9.38 % 9.38 % 9.38 % 9.38 % 9.38 % 9.38 % 9.38 %
Senior discount debentures $ - $ — 3 - $ — 3 — $ 17,313 $ 17,313 $ 21212
Averageinterest rate (fixed) 1300 %  13.00 % 13.00 % 13.00 % 13.00 % 13.00 % 13.00 %
Capital leasesand other long-term $ 7% $ 652 % 701 $ 711 % 842 $ 7,881 $ 11,603 $ 11,603
Averageinterest rate (fixed) 8.67 % 8.58 % 855 % 851 % 8.46 % 931 % 8.68 %
Interest Rate
Derivatives:
Variableto Fixed Interest Rate Swap
Notional amount $ 217,500 $ 11,437
Fixed Rate Payable 599 % 599 % 5.99 % — — — 599 %
HGAF
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The information below provides information about the Company’ s sensitivity to market risk associated with fluctuationsin interest rates as of
December 31, 2000. To theextent that the Company’ s financial instruments expose the Company to interest rate risk, they are presented within
each market risk category inthe tablebelow. The table presents principal cash flowsand related expected interest rates by year of maturity for
the Company’ s bank credit facilities, senior subordinated notes senior, senior discount debentures, and capital leases and other long-term
obligations outstanding at December31, 2000. Weighted average variable ratesfor the bank credit facilities are based on implied forward rates
inthe LIBOR yield curve as of December31, 2000. For the interest rate swap agreement, the table presents thenotional amount and therelated
reference interest rates by year of maturity. Fair values included herein have been determined based on (i)the carrying value for the bank credit
facility at December31, 2000, as interest rates are reset periodically; (ii)quoted market prices for senior subordinated notes; (iii)by discounting
expected cash flows to their present value for the senior discount debentures using the Company’ s estimated current borrowing cost for
subordinated debt; and (iv)quoted prices from a financia institution for the Company’ s swap agreement. Alaska Communications Systems
Group, Inc.’sConsolidated Financial Statements contain descriptions of the senior discount debentures, senior subordinated notes, credit
facility, capital leases and other long-term obligations andthe interest rate swap agreement and should be read in conjunction with the table
below.

Fair
2001 2002 2003 2004 2005 Thereafter Total Value
(dollarsin thousands)
Interest Bearing Liabilities:
Bank credit facility— tranche A $ — 8 1,500 $ 1,500 $ 1,500 $ 1,500 $ 144,000 $ 150,000 $ 150,000
Averageinterest rate (variable) 850 % 841 % 8.81L % 9.09 % 9.24 % 9.32 % 8.89 %
Bank credit facility— tranche B $ — % 1500 $ 1500 $ 1500 $ 1,500 $ 144,000 $ 150,000 $ 150,000
Averageinterest rate (variable) 8.75 % 8.66 % 9.06 % 934 % 949 % 9.65 % 9.16 %
Bank credit facility— tranche C $ —  $ 1350 $ 1350 $ 1350 $ 1,350 $ 129,600 $ 135,000 $ 135,000
Averageinterest rate (variable) 9.00 % 8.91 % 9.31 % 9.59 % 9.74 % 9.93 % 941 %
Senior subordinated notes $ — % — $ — % — % — $ 150,000 $ 150,000 $ 126,375
Averageinterest rate (fixed) 9.38 % 9.38 % 9.38 % 9.38 % 9.38 % 9.38 % 9.38 %
Senior discount debentures $ — % - $ - $ - $ — $ 17,313 $ 17,313 $ 21,665
Averageinterest rate (fixed) 13.00 % 1300 % 1300 % 13.00 % 13.00 % 13.00 % 13.00 %
Capital leasesand other long-term $ 2869 $ 845 $ 664 $ T2 $ 7N $ 8,747 $ 14641 $ 14641
Averageinterest rate (fixed) 847 % 8.60 % 8.56 % 854 % 8.50 % 10.36 % 8.85 %
Interest Rate
Derivatives:
Variableto Fixed Interest Rate Swap
Notional amount $ — $ 217500 $ — $ — $ — $ — $ (1,243 )
Fixed Rate Payable 5.99 % 5.99 % — — — — 599 %
Weighted average Variable Rate 575 % 5.66 % — — — — 572 %
Receivable

Item8. Financial Statements and Supplementary Data

Consolidated financia statements of Alaska Communications Systems Group, Inc. and Subsidiaries are submitted as a separate section of this
Form10-K . Seelndex to Consolidated Financial Statements and Schedule, which appears on page F-1 hereof.

Item9. Changesin and Disagreements with Accountantson Accounting and Financial Disclosure
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None.
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PART II1

Item10. Directorsand Executive Officers of the Registrant

Except for the following information regarding ACSGroup’s executive officers and directors, theinformation required by this item will be
included in ACS Group's definitive proxy statement for its2002 Annual Meeting of Stockholders (the“Proxy Statement”), or by anamendment
to this report to be filed on or before April30, 2002 and such information isincorporated herein by reference.

Executive Officers and Directors of the Registrant

Set forth below are the executive officers and directors of ACSGroup asof the date hereof:

Name Age Position

Charles E. Robinson 68 Chairman and Chief Executive Officer

Wesley E. Carson 51 President and Chief Operating Officer

Kevin P. Hemenway 41 Senior Vice President, Chief Financial Officer, and Treasurer
Kathryn Anderson 50 Senior Vice President, Sales and Marketing

Leonard A. Steinberg 48 Vice President, General Counsel and Corporate Secretary
Carl H. Marrs 53 Director

Byron|. Mallott 59 Director

W. Dexter Paing, 111 41 Director

Saul A. Fox 48 Director

Wray T. Thorn 30 Director

Brian Rogers 51 Director

CharlesE. Robinson , ACSGroup's Chairman and Chief Executive Officer since May 1999, hasover four decades of experiencein the
telecommunicationsindustry. Mr.Robinson was instrumental in creating Alaska s long distance communi cationssystems, includingthe White
Alice Communications System, beginning in the late 1950’ s. Between 1979 and 1982, Mr.Robinson served as President of Alascom, the state’s
primary long distance carrier at the time. Under his guidance, Alascom developed the first statewide long distance service network in Alaska,
connecting with more than 27 independent local companies. Mr.Robinson served as President and Chief Operating Officer of Pacific Telecom
from 1981 until its sale to CenturyTel in 1997 and wasappointed Chairman and Chief Executive Officer in 1989. Mr.Robinson remained as
President and Chief Executive officer at Pacific Telecom until February 1999. Mr.Robinson has been a member of the National Security
Telecommunications Advisory Committee for thelast 18years, having been appointed by President Reagan. Mr.Robinson has also served on
the Board of Directors of the United States Telecommunications Association from 1993 to 1995 and from 1999 to the present. Since January
2000, Mr.Robinson hasserved on the Board of Directors of WJ Communications, Inc.

Wesley E. Carson , ACSGroup’s President and Chief Operating Officer, hasbeen with the Company since its inception. Mr.Carson has held
his current position since January 2002, prior to that Mr.Carson was President and Chief Administrative Officer. On October7, 1999,
Mr.Carson (previously an Executive Vice President) wasappointed President and Chief Operating Officer, and served in that capacity until
becoming the Chief Administrative Officer in November 2000. Mr.Robinson had previoudly held thetitle of President. Mr.Carson has over
20years of telecommunications experience. He began his career in telecommunications in 1980 with TRT Telecommunications Corporation, an
international data and voice carrier located in Washington, D.C. that was acquired by Pacific Telecom in 1988. From 1989 to 1998, Mr.Carson
served asthe Vice President of
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Human Resources for Pacific Telecom. From July 1998 to May 1999, Mr. Carson served asthe Executive Vice President of LEC Consulting.
Mr.Carson holds aB.A. in International Relations from Brigham Y oung University, a Master of Public Administration degree from the
University of Illinois-Springfield and aJ.D. from Georgetown University.

Kevin P. Hemenway is Senior Vice President, Treasurer and Chief Financial Officer, a position he hasheld since November 2000.
Mr.Hemenway joined ACSGroup as Vice President and Treasurer in July 1999 and served in that capacity until assuming his current role.
Mr.Hemenway has over 10years of prior experience in the telecommunicationsindustry. Before joining the Company, Mr. Hemenway served as
the Chief Financial Officer and Treasurer of Atlantic Tele-Network, Inc. based intheU.S. Virgin Islands. From January 1990 to October 1998,
as an independent consultant, Mr.Hemenway performed financial, accounting, management and rate making consulting servicesfor the
telecommunicationsindustry, principally for Atlantic Tele-Network, Inc. and its subsidiaries. From 1986 through 1989, Mr.Hemenway was
employed by Deloitte Touche LLP as a CPA and manager, performing both audit and consulting servicesand from 1983 to 1986, was
employed by Grant Thornton as a CPA and senior staff accountant. Mr.Hemenway graduated from Creighton University in 1982 with a
B.S.B.A., maoring in accounting, and is a non-practicing CPA certificate holder registeredin the State of Nebraska.

Kathryn Anderson is Senior Vice President, Salesand Marketing, a position she has held since joining the Company in December 2001. Prior
to joining ACS Group, she was President of Pescatore Systems International, LLC, a management consulting company that specializesin
marketing and strategic planning for Internet technology and information systems companies. In 2000, Kathy served as President and COO of
the Metrus Group, a consulting firm speciaizing in Strategic Performance Measurement. Prior to establishing her consultancy, Ms. Anderson
was avice president at ATT, serving in each of the three pre-trivestiture units: Lucent, NCR, and ATT. Most recently with ATT, shewas Vice
President of BusinessInternet Servicesfrom 1997 to 1998. In that role, she had responsibility for product marketing, product management, and
service planning. Ms Anderson has 27years in the telecommunications and computer industries, including several yearsin Bell Laboratories and
over 10years as a senior executive in marketing, strategy, and product development roles. Ms. Anderson holds a Bachelor of Science degree in
Mathematics from Arizona State University and aMaster of Sciencein Computer Science from Rutgers University. She completed the Harvard
Business School Advanced Management Program, a three month general management course for executives, in 1995.

Leonard A. SteinbergisVice President, General Counsel and Corporate Secretary, a position he hasheld since January 2001. Mr.Steinberg
left private practice in June 2000 to join ACS Group as a Senior Attorney in the Corporate Legal Department. From 1998 to 2000,
Mr.Steinberg used his expertise in regulatory and administrative matters to represent telecommunications and energy clients of Brena, Bell
Clarkson, P.C., an Anchorage, Alaskalaw firm. Prior to that, Mr.Steinberg was a Partner in the firm of Hoise, Wes, Sacks Brelsford with
offices in Anchorage, Alaska and San Francisco, California. Mr. Steinberg practiced in thefirm’s Anchorage office from 1996-1998 andin the
firm’s San Francisco office from 1988-1996 where he primarily represented large clients in oil and gas royalty and tax disputes. Mr.Steinberg
holds a Masters in Public Administration degree from Harvard University’ s Kennedy School of Government, Masters of Business
Administration degree fromU.C. Berkeley’ sHaas School of Businessand a J.D. fromthe University of California’s Hastings College of Law.

CarlH. Marrs, adirector since July 1999, is President and Chief Executive Officer of Cook Inlet Region, Inc. Mr.Marrs has been with of
Cook Inlet Region, Inc. for approximately 25years. During that period Mr.Marrs has been employed in a series of management positions,
culminating in his appointment as President in 1986. Mr.Marrs attended the Stanford University School of Business for Executivesin 1983 and
the Amos Tuck School of Businessat Dartmouth Collegein 1986.

Byron I. Mallott , adirector since January 2000, isthe President and Chief Executive Officer of the First Alaskans Institute. From 1995 until
January 2000, Mr.Mallott served as the Executive Director of the Alaska Permanent Fund Corporation. Prior to joining the Alaska Permanent
Fund Corporation, Mr.Mallott served in various capacities, including Director, Chairman and President and Chief Executive Officer of
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Sealaska Corporation over a period of nearly 20years. Mr.Mallott has also served in various political appointments and elected positions.

W.Dexter Paine, 111 , adirector since July 1998, was a co-founder and hasbeen President of Fox Paine Company since its inception in 1997.
From 1994 until founding Fox Paine, Mr.Paine served asa senior partner of Kohlberg Company. Prior to joining Kohlberg Company,
Mr.Paine served as a general partner at Robertson Stephens Company. Mr.Paine has aB.A. in economics from Williams College. Since
January 2000, Mr.Paine has served as the Chairman of theBoard of Directors of WJ Communications, Inc.

Saul A. Fox , adirector since May 1999, was a co-founder and hasbeen Chief Executive Officer of Fox Paine Company since itsinception in
1997. From 1984 until founding Fox Paine Company, Mr.Fox was at Kohlberg Kravis Roberts Co (“KKR"). Mr.Fox was a senior general
partner of KKR prior to retiring from thefirm to form Fox Paine Company. Prior to joining KKR, Mr. Fox was an attorney at Latham
Watkins, alaw firm headquartered in Los Angeles, California. Mr.Fox has a B.S. in communications and computer sciencefrom Temple
University and aJ.D. fromthe University of PennsylvaniaLaw School. Since January 2000, Mr.Fox hasserved onthe Board of Directors of
WJ Communications, Inc.

Wray T.Thorn , adirector since January 2000, hasalso been a director with Fox Paine Company since January 2000. From 1996 until
joining Fox Paine Company, Mr.Thorn was a principal and founding member of Dubilier Company. Prior to joining Dubilier Company,
Mr.Thorn wasan associate in the Acquisition Finance Group of Chase Securities, Inc. Mr.Thorn is a graduate of Harvard University. Since
January 2000, Mr.Thorn has served on the Board of Directors of WJ Communications, Inc.

Brian Rogers, adirector since February 2001, is currently Principal Consultant and Chief Financial Officer for InformationInsights, Inc., a
management and public policy consulting firm. Mr.Rogers served as Vice President of Finance for the University of Alaska Statewide System
from 1988to 1995. Mr.Rogersisaformer state legidator, who served in the Alaska State House of Representatives from 1979 to 1982.
Mr.Rogers chaired the State of Alaska Long-Range Planning Commission during 1995 and 1996, and currently, as a Regent of the University of
Alaska, servesas amember of the University’ s Finance and Audit Committee. He holds a Master in Public Administration degree from the
Kennedy School of Government, Harvard University.

John R. Ayers , Executive Vice President and Chief Operating Officer since November 2000, retired in May 2001.

[tem11. Executive Compensation

The information required by thisitem will be included in ACS Group’s definitive Proxy Statement, and such information isincorporated herein
by reference.

I[tem12. Security Owner ship of Certain Beneficial Owners and M anagement

The information required by thisitem will be included in ACS Group’s definitive Proxy Statement, and such information isincorporated herein
by reference.

Item13. Certain Relationships and Related Transactions

The information required by thisitem will be included in ACS Group’s definitive Proxy Statement, and such information is incorporated herein
by reference.

52

peres e SO irsssn 2002, EDGAR Online. I nc.




Table of Contents

PART IV

Item14. Exhibits, Financial Statement Schedules, and Reports on Form8-K

(1. Financial Satements

a

)

The Consolidated financial statements of ACS Group are submitted as a separate section of this Form10-K. See Index to Consolidated
Financial Statements and Schedule which appears on page F-1 hereof.
2. Financial Statement Schedule
Financia statement schedulesfor ACS Group and itssubsidiaries are submitted as a separate section of this Form10-K. See Index to
Consolidated Financial Statements and Schedule which appears on page F-1 hereof.

(Reportson FormB-K

b
)

No reports on Form8-K were filed during the quarter ended December31, 2001.

( Exhibits
o
)
Exhibit No. Description
2.1  Purchase Agreement, dated asof August14, 1998, as amended, by and among ALEC Acquisition Sub Corp., CenturyTel of the
Northwest, Inc. and CenturyTel Wireless, Inc.*
2.2 Asset Purchase Agreement, dated as of October20, 1998, by and between Alaska Communications Systems, Inc. andthe
Municipality of Anchorage*
3.1 Amended and Restated Certificate of Incorporation of the Registrant*****
3.2  Amended and Restated By-L awsof the Registrant*****
41  Specimen of Common Stock Certificate*****
4.2  Stockholders Agreement, dated as of May14, 1999, by and among the Registrant and the Investors listed on the signature pages
thereto*
4.3  First Amendment to Stockholders Agreement, dated as of July6, 1999, by and among the Registrant and the Stockhol ders listed
on the signature pages thereto*
44  Second Amendment to Stockholders' Agreement, dated as of November 16, 1999 by and among the Registrant and the
Stockholders listed on the signature pages thereto* ****
45  Indenture, dated as of May14, 1999, by and between Alaska Communications SystemsHoldings, Inc., the Guarantors (as defined
therein) and IBJ Whitehall Bank Trust Company*
4.6  Purchase Agreement, dated asof May11, 1999, by and among Alaska Communications Systems Holdings, Inc., the Guarantors,
Chase SecuritiesInc., CIBC World Markets Corp. and Credit Suisse First Boston Corporation*
4.7  Indenture, dated as of May14, 1999, by and between the Registrant and The Bank of New Y ork*
4.8  First Amendment, dated asof October29, 1999, to Indenture listed as ExhibitNo.4.7**
4.9  Form of Second Amendment dated as of Novemberl7, 1999 to Indenturelisted as ExhibitNo.4. 7% ****
410 Purchase Agreement, dated asof May11, 1999, by and among the Registrant, DLJInvestment Partners, L.P., DLJ Investment
Funding, Inc. andDLJESC II, L.P.*
10.1 Exchange and Registration Rights Agreement, dated as of May14, 1999, by and among Alaska Communications Systems

Holdings, Inc., the Guarantors, Chase Securities Inc., CIBC World Markets Corp. and Credit SuisseFirst Boston Corporation*
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Exhibit No.

* k%

*kk*k

*kkkk

10.2

10.3

10.4
105

10.6

10.7
10.8
10.9
10.10
10.11

211
231
241

Description

Exchange and Registration Rights Agreement, dated asof May14, 1999, by and among the Registrant, DLJInvestment Partners,
L.P., DLJ Investment Funding, Inc. and DLIJESCII L.P.*

Credit Agreement, dated as of May14, 1999, by and among Alaska Communications Systems Holdings, Inc., the Registrant, the
financial institutions Lenders party thereto, The Chase Manhattan Bank, Credit SuisseFirst Boston and Canadian Imperial Bank
of Commerce*

Amendment No.1, dated as of October19, 1999 to Credit Agreement listed as ExhibitNo0.10.3**

Employment Agreement, dated as of March12, 1999, by and among Alaska Communications SystemsHoldings, Inc., the
Registrant and Charles E. Robinson*

Employment Agreement, dated as of March12, 1999, by and among Alaska Communications SystemsHoldings, Inc., the
Registrant and Wesley E. Carson*

ALEC Holdings, Inc. 1999 Stock Incentive Plan*

Alaska Communications Systems Group, Inc. 1999 Stock Incentive Plan*****

Alaska Communications Systems Group, Inc. 1999 Non-Employee Director Compensation Plan*****

Alaska Communications Systems Group, Inc. 1999 Employee Stock Purchase Plan*****

Comprehensive Telecommunications Service Agreement Number 99-123-A between the State of Alaskaand Alaska
Communications Systems Group, Inc., dated as of December10, 2001

Subsidiaries of the Registrant

Consent of Deloitte Touche LLP relating the audited financial statements of Alaska Communications Systems Group, Inc.
Powers of Attorney (included on signature page)***

Filed as an exhihit to the Registrant’s Registration Statement on FormS-4 file N0.333-82361 and incorporated by reference thereto.
Filed as an exhibit to the Registrant’s Form8-K filed on November5, 1999 and incorporated by reference thereto.

Previoudly filed on October8, 1999 and incorporated by reference thereto.

Previoudly filed on Novemberl, 1999 and incorporated by reference thereto.

Previoudly filed asan exhibit to the Registrant’s Registration Statement on FormS-1/A file N0.333-888753 filed on Novemberl7,

1999 andincorporated by reference thereto.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by thefollowing persons on behalf of

the registrant and in the capacities and on the dates indicated.

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.

Signature Title
/9 CharlesE. Robinson Chief Executive Officer and Chairman of the Board
Charles E. Robinson
/s Wedley E. Carson President and Chief Operating Officer
Wesley E. Carson
/s Kevin P. Hemenway Senior Vice President, Chief Financial
Kevin P. Hemenway Officer and Treasurer (Principal Accounting Officer)
/9 Kathryn Anderson Senior Vice President, Sales and Marketing
Kathryn Anderson
/9 Leonard A. Steinberg Vice President, General Counsel and Corporate Secretary
Leonard A. Steinberg
/9 Carl A. Marrs Director
Carl A. Marrs
/s/ Byron|. Mallott Director
Byron |. Mallott
/9 Brian Rogers Director
Brian Rogers
/s W. Dexter Paine, 111 Director
W. Dexter Paine, 111
/9 Saul A. Fox Director
Saul A. Fox
/s Wray T. Thorn Director
Wray T. Thorn
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Date

March 29,
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March 29,
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March 29,
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March 29,
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March 29,
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March 29,
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March 29,
2002

March 29,
2002

March 29,
2002

March 29,
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
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INDEPENDENT AUDITORS REPORT

Board of Directors and Shareholders
Alaska Communications Systems Group, Inc.
Anchorage, Alaska

We have audited the consolidated balance sheets of Alaska Communications Systems Group, Inc. and Subsidiaries (the “ Company”) as of
December31, 2001 and 2000, and therelated consolidated statements of operations, stockholders' equity, and cash flowsfor each of thethree
yearsin the period ended December 31, 2001. Our audits included thefinancial statement schedule listed in Item 14(a)2 of Form10-K. These
financial statementsand financial statement schedule are the responsibility of the Company’s management. Our responsibility is to expressan
opinion on these financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosuresin thefinancial statements. An audit also includes
ng the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in al material respects, thefinancial position of Alaska Communications
Systems Group, Inc. and Subsidiaries asof December31, 2001 and 2000, and the results of their operations and their cash flows for each of the
three years in the period ended December31, 2001 in conformity with accounting principles generally accepted in the United States of America.
Alsoin our opinion, suchfinancial statement schedule, when considered in relation to the basic consolidated financial statements taken asa
whole, presentsfairly in al material respectsthe information set forth therein.

/s/ DELOITTE TOUCHE LLP

Portland, Oregon
February19, 2002
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Balance Sheets
December 31, 2001 and 2000
(In Thousands Except Per Share Amounts)

2001 2000
Assets
Current assets:
Cash and cash equivalents $ 41012 $ 61,89
Restricted cash 6,932 —
Accounts receivable-trade, net of allowance of $4,944 and $9,831 46,912 46,337
Materials and supplies 8,723 11,103
Prepayments and other current assets 6,032 4,304
Total current assets 109,611 123,640
Investment — 1,370
Property, plant and equipment 1,036,829 953,557
Less: Accumulated depreciation and amortization 557,849 492,822
Property, plant and equipment, net 478,980 460,735
Goodwill, net of accumulated amortization of $19,494 and $11,753 250,495 258,236
Other assets 62,428 64,304
Total assets $ 901,514 $ 908,285
Liabilities and Stockholders Equity
Current ligbilities:
Current portion of long-term obligations $ 4823 $ 2,586
Accounts payable-affiliate 1,303 1,145
Accounts payable, accrued and other current liabilities 63,081 58,115
Advance billings and customer deposits 9,190 8,689
Total current liabilities 78,397 70,535
Long-term obligations, net of current portion 606,427 611,418
Unamortized investment tax credits — 197
Other deferred credits and long-term liabilities 25,003 10,755
Commitmentsand contingencies — —
Stockholders' equity:
Preferred stock, no par, 5,000 authorized, no sharesissued and outstanding — —
Common stock, $.01 par value; 145,000 shares authorized, 33,221 and 332 330
33,000 shares issued and 31,688 and 31,468 outstanding, respectively
Treasury stock, 1,532 shares at cost (9,735) (9,735)
Paid in capital in excessof par value 276,840 275,468
Accumulated deficit (61,921) (50,683 )
Accumulated other comprehensive loss (13,829) —
Total stockholders' equity 191,687 215,380
Total lighilitiesand stockholders' equity $ 901,514 $ 908,285

Sece Notes to Consolidated Financial Satements

F-3
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.

Consolidated Statements of Operations

Years Ended December 31, 2001, 2000 and 1999
(In Thousands Except Per Share Amounts)

Operating revenues:
Local telephone

Cellular
Directory
Internet
Interexchange
Other
Total operating revenues

Operating expenses.

Local telephone
Cellular
Directory
Internet
Interexchange
Other
Unusua charges
Depreciation and amortization
Total operating expenses

Operating income
Other income and expense:

Interest expense

Interest income and other
Equity inincome (loss)of investments

Total other income (expense)

Loss before income taxes and extraordinary item

Income tax benefit
Loss from continuing operations

Extraordinary item — early extinguishment of debt

Net loss

Loss per share— basic and diluted:
Lossfrom continuing operations

Extraordinary item
Net loss

Weighted average shares outstanding

$

$

2001

221,411 $

40,398
33,870
13,724
21,316
960
331,679

120,659
24,153
14,490
15,677
29,509

1,852

79,811
286,151
45,528
(60,283 )

3,252
70

(56,961 )
(11,433 )

195
(11,238 )

(11,238 ) $

0.36) $

0.36) $

31,523

Sece Notes to Consolidated Financial Satements
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2000 1999
222268 $ 142,255
39,490 24,836
29,156 16,896
9,170 2,853
11,778 5,946
1,131 359
312,993 193,145
130,875 98,663
24,641 15,494
14,001 7,603
11,785 5,121
19,749 9,185
1,458 486
5,288 —
72,265 40,306
280,062 176,858
32,931 16,287
(64,710) (39,624 )
6,680 1,023
(303 ) (198 )
(58,333) (38,799 )
(25402)  (22512)
197 301
(25205) (22,211
— (3,267 )
(25205) $ (25478 )
©077)$  (0.95)
— (0.14)
©077)$  (1.09)
32,654 23,39
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Balance,
December31, 1998
Net loss

Issuance of 32,657
shares of common
stock, $.01 par
Fair value of
warrants issued in
conjunction with
long term debt
Stock based
compensation
Balance,
December31, 1999
Net loss

Issuance of 343
shares of common
stock, $.01 par
Purchase of 1,532
shares of treasury
stock

Balance,
December31, 2000
Components of
Comprehensive loss:
Net loss

Minimum pension
liability adjustment
Interest rate swap
marked to market
Total
comprehensive loss
Issuance of 220
shares of common
stock, $.01 par
Balance,
December31, 2001

Common
Stock

327

w

330

$ 332

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Statements of Stockholders Equity
Years Ended December 31, 2001, 2000 and 1999
(In Thousands, Except Per Share Amounts)

Treasury
Stock
$ — $
(9,735)
(9,735)
$ (9735) $

Paid in
Capital in
Excess of

Par

261,885

5,089

6,145

273,119

2,349

275,468

1,372

276,840

Accumulated
Deficit

$ —

(25,478 )

(25,478 )

(25,205 )

(50,683 )

(11,238 )

$  (61,921)

Sece Notes to Consolidated Financial Satements
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Accumulated
Other
Comprehensive
Loss

(2,392)

(11,437)

(13,829)

Stockholders
Equity

(25,478 )
262,212

5,089

6,145

247,968

(25,205 )
2,352

(9,735 )

215,380

(11,238 )
(2,392 )

(11,437 )
(25,067 )

1,374

191,687
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Statementsof Cash Flows

Y ears Ended December 31, 2001, 2000 and 1999

(In Thousands)

Cash Flows from Operating Activities:

2001

2000

1999

Net loss $ (11,238) $ (25205) $ (25478)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization 79,811 72,265 40,306
Amortization of debt issuance costs 4,360 4,573 3,193
Amortization of deferred compensation — stock options — — 6,145
Investment tax credits (295) (297) (301)
Capitalized interest (1,416) (1,096 ) (860 )
Other deferred credits 418 (1,141) 2,987
Changesin components of working capital:
Accounts receivable and other current 95 (5,649) 3,154
assets
Accounts payable and other current 5,530 3,560 15,544
liabilities
Other (2,386 ) 1,084 (657 )
Net cash provided by operating activities 74,979 48,194 44,033
Cash Flows from Investing Activities:
Construction and capital expenditures, net of capitalized interest (87,582 ) (69,101 ) (74,088 )
Proceeds from liquidation of minority interest investment 1,370 — —
Issuance of notereceivable from officer (339) — —
Cost of acquisitions, net of cash received (2,000 ) (5,598) (697,732 )
Placement of fundsin escrow (6,932) — —
Other assets — — (2,833)
Net cash used by investing activities (94,483 ) (74,699 ) (774,653 )
Cash Flows from Financing Activities:
Proceeds from theissuance of long-term debt — — 616,597
Payments on long-term debt (2,754) (6,210) (12,590 )
Debt issuance costs — — (37,900 )
Issuance of common stock and warrants 1,374 2,352 266,507
Purchase of treasury stock — (9,735) —
Net cash provided (used)by financing activities (1,380) (13,593) 832,614
Increase (decrease)in cash (20,884 ) (40,098 ) 101,994
Cash and cash equivalentsat beginning of theyear 61,896 101,994 —
Cash and cash equivaentsat the end of the year $ 41012 $ 61,86 $ 101,994
Supplemental Cash Flow Data:
Interest paid $ 51,716 $ 59672 $ 31,840
Income taxes paid — — —
Supplemental Noncash Transactions:
Property acquired under capital leases $ — 3152 $ 740
Note payable in connection with acquisition — 2,250 —
Minimum pension liability adjustment 2,392 — —
Interest rate swap marked to market 11,437 — —

See Notes to Consolidated Financial Satements
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notesto Consolidated Financial Statements
Y ears Ended December 31, 2001, 2000 and 1999
(In Thousands Except Per Share Amounts)

1. DESCRIPTION OF COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Alaska Communications Systems Group, Inc. and Subsidiaries (the “Company” or “ACS Group”) (formerly ALEC Holdings, Inc.), a Delaware
corporation, isengaged principally in providing local telephone, wireless, Internet and interexchange network and other services toits
customers in the State of Alaska through its telecommunications subsidiaries. The Company was formed in October of 1998 for the purpose of
acquiring and operating telecommuni cations properties.

The accompanying consolidated financial statementsfor the Company are as of December31, 2001 and 2000 and for the years ended
December31, 2001, 2000 and 1999 and represent the operating results principally of the following legal entities from the date of their
respective acquisition (see Note 2, Acquisitions):

e Alaska Communications Systems Group, Inc.
¢ Alaska Communications SystemsHoldings, Inc. (“ACSHoldings’)
e ACSof Alaska, Inc. (“ACSAK™)

¢ ACSof the Northland, Inc. (“ACSN")

e ACSof Fairbanks, Inc. (“ACSF")

* ACSof Anchorage, Inc. (“ACSA”)

e ACSWirdess, Inc. (“ACSW”)

e ACSLong Distance, Inc. (“ACSLD”)

* ACSTeevision, L.L.C. (“ACSTV")

e ACSInternet, Inc.

e ACSInfoSource, Inc.

Prior to the completion of the acquisitions on May14, 1999, the Company’s balance sheet wascomprised of 100 shares of common stock and
the Company had no operations.

A summary of significant accounting policiesfollowed by the Company is set forth below:
Basis Of Presentation

The consolidated financial statements includeall majority-owned subsidiaries. All significant intercompany balances have been eliminated.
Certain reclassifications have been made to the 1999 and 2000 financial statements to make them conform to the current presentation.

Use Of Estimates

The preparation of financial statementsin conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assetsand liabilities and disclosure of commitments and
contingencies at thedate of the financial statements and the reported amounts of revenuesand expenses during the reporting period. Among the
significant estimates affecting the financia statements are thoserelated to therealizable valueof accounts receivable, materialsand supplies,
long-lived assets, income taxes and network access revenue reserves. Actua results may differ fromthose estimates.

Cash and Cash Equivalents

For purposes of the consolidated balance sheets and statements of cash flows, the Company generally considers al highly liquidinvestments
with a maturity at acquisition of three monthsor lessto be cash equivalents.

Restricted Cash

The Company placed in escrow restricted cash as ajudicial requirement of an appeal of aclaim. Thisclaim is expected to be adjudicated in
2002. In the event the Company prevails, therestriction will be lifted, otherwise, the cash will be paid to the claimant. Liabilities associated
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Materials and Supplies

Materials and supplies are carried in inventory at thelower of weighted average cost or market.
[nvestments

Investmentsin unconsolidated subsidiaries and other investees in which the Company has20% to 50% interest or otherwise exercises
significant influence are accounted for under the equity method.

The Company’ sinvestment at December31, 2000 consisted of a47% ownershipin Alaska Network Services, Inc. (ANS)carried at equity with a
carrying value of $1,370. ANSby voteof its Board of Directors elected in 2000 to wind up its operations, distribute its net assets, and dissolve.
During 2000, the Company wrote down its investmentin ANS to its expected realizable value. The dissolution of ANSwas completed during
2001 and the Company received a $1,440 cash payment from the distribution of ANS' net assets.

Asof December3l, 2001, the Company had no investment in unconsolidated subsidiaries.
Property, Plant and Equipment

Telephone plant is stated substantially at original cost of construction. Telephone plant retired in the ordinary course of business, together with
cost of removal, lesssalvage, is charged to accumulated depreciation with no gain or loss recognized. Renewal s and betterments of telephone
plant are capitalized whilerepairs, aswell as renewalsof minor items, are charged to operating expense as incurred. The Company provides for
depreciation of telephone plant on the straight-line method, using rates approved by theregulatory authorities. The composite annualized rate of
depreciation for al classes of property, plant, and equipment was7.0%, 6.6% and 6.5% for 2001, 2000 and 1999, respectively.

Non-Telephone plant is stated at purchased cost and, when sold or retired, again or loss is recognized. Depreciation of such property is
provided on the straight-line method over its estimated service life ranging from two to 20 years.

The company isthe lessee of equipment and buildings under capital leases expiringin variousyears through 2019. The assets and liabilities
under capital leases arerecorded at thelower of the present value of the minimum lease payments or thefair value of the assets. The assets are
amortized over thelower of their related leasetermsor their estimated productive lives. Amortization of assetsunder capital leasesisincluded
in depreciation expense for 2001, 2000 and 1999.

Cellular, PCS, and UHF Licenses

Cdllular, PCS, and UHF licenses are stated at purchased cost. Amortization is computed on the straight-line method over an estimated useful
life of 40 years. These licenses are renewable at the Company’s option in perpetuity. The amortization expense for 2001, 2000 and 1999 was

$619, $606 and $347, respectively.
Goodwill

Goodwill represents the excess of cost of companies acquired over the fair value of their net assets at dates of acquisition. Goodwill associated
with the purchase of telephone properties is amortized on the straight-line method over 40years. Goodwill associated with non-regulated
properties is amortized using the straight-line method over 15years. The amortization expense for 2001, 2000 and 1999 was $7,741, $7,510 and
$4,243, respectively.

Debt Issue Costs

Legal, accounting and financing fees, printing costs, and other expenses associated with the senior credit facility, senior subordinated notes, and
discount debentures are being amortized using the straight-line method over theterm of the debt, which approximates the effective interest
method. Amortization expense included in interest expense for 2001, 2000 and 1999 was$4,360, $4,573 and $2,899, respectively.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Treasury Stock

During 2000, the Company was authorized by its Board of Directorsto repurchase up to $10,000 of its common stock, to be completed by
December31, 2000. ACS Group acquired 1,532 shares of its common stock for $9,735. Thistreasury stock isbeing held for genera corporate
purposes.

Revenue Recognition

Substantially all recurring servicerevenues are hilled one month in advance and are deferred until earned. Nonrecurring and usage sensitive
revenues are hilled in arrears and arerecognized whenearned. Additionally, the Company establishes estimated bad debt reserves against
uncollectible revenues incurred during the period. During 2001, 2000 and 1999, no customer accounted for more than 10% of the consolidated
revenues of the Company.

In October and November 2001, under two separate regulatory orders, ACSA was authorized to implement interim and refundabl e rate
increases for both loop rental rates on unbundled network elements and for local servicerevenue. The Company recognized $465 of revenue
during 2001 associated with theserate increase authorizations. Management believes that it is unlikely the Company will have a refund
obligation associated withthese interim rate increases.

Access revenuesare recognized when earned. The Company participatesin toll revenue pools with other telephone companies. Such pools are
funded by toll revenue and/or access charges regulated by the Regulatory Commission of Alaska (“RCA”) withinthe intrastate jurisdiction and
the Federal Communications Commission (“FCC") within theinterstate jurisdiction. Much of the interstate access servicerevenueisinitialy
recorded based on estimates. These estimates are derived from interim financial statements, available separations studies and the most recent
information available about achieved rates of return. These estimates are subject to adjustment in future accounting periods, as refined
operational information becomes available. To the extent that disputes arise over revenue settlements, the Company’s policy isto defer revenue
collected until settlement methodol ogies are resolved andfinalized. At December31, 2001 and 2000, the Company had liabilities of $31,748
and $17,009, respectively, related to refundable access revenue.

Income Taxes

The Company utilizes the liability method of accounting for income taxes. Under theliability method, deferred taxes reflect the temporary
differences between the financial and tax bases of assets and liabilities usingthe enacted tax ratesin effect in the yearsin which the differences
are expected to reverse. Deferred tax assetsare reduced by a valuation allowance to the extent that it is more likely than not that such deferred
tax assetswill not be realized. One of theacquired companies had a remaining unamortized regulatory investment tax credit of $695 at May14,
1999, of which $195, $197, $301 wasamortized againstincome in 2001, 2000, and 1999, respectively.

Regulatory Accounting and Regulation

Theloca telephone exchange operations of the Company account for costs in accordance with the accounting principles for regulated
enterprises prescribed by Statement of Financial Accounting Standards (“SFAS’) No.71, Accounting for the Effects of Certain Typesof
Regulation. This accounting recognizes the economic effects of rate regulation by recording cost and a return on investment as such amounts
are recovered through rates authorized by regulatory authorities. Accordingly, under SFAS No.71, plant and equipment is depreciated over
lives approved by regulators and certain costs and obligations are deferred based upon approvals received from regulatorsto permit recovery of
such amountsin future years. Depreciable lives of plant and equipment approximate their estimated economic lives. Asof December31, 2001,
the Company had deferred as aregulatory asset $1,080 of costs incurred in connection with regulatory rate making proceedings, which will be
amortized in future periods. If the Company werenot following SFAS 71, these costs would have been charged to expense in the current year.
Non-regulated revenues and costsincurred by the local telephone exchange operations and non-regulated operations of the Company are not
accounted for under SFAS No.71 principles. The Company believes that the effect of adopting SFAS No.101, Regulated Enterprises—
Accounting for the Discontinuation of Application of FASB Satement No.71, would not be material to the Company’ s financial position, results
of operations or cash flows.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Regulatory Accounting and Regulation (Continued)

Theloca telephone exchange activities of the Company are subject to rate regulation by the FCC for interstate telecommunication service, and
the RCA for intrastate andlocal exchange telecommunication service. The Company, as required by the FCC, accounts for such activity
separately. Long distance services of the Company are subject to rate regulation as a non-dominant interexchange carrier by the FCC for
interstate telecommunication services and the RCA for intrastate telecommunication services.

Cdllular, directory and Internet operations are not subject to rate regulation.
Impairment of Long-Lived Assets

The Company evaluatesthe carrying valueof property, plant and equipment and intangibles if events or changesin circumstances indicate the
carrying amount of such assets may not be fully recoverable on the undiscounted cash flow basis of the underlying business.

Comprehensive Income (Loss)

The Company’ s comprehensive lossis equal to its net loss for 2000 and 1999. For 2001, the Company hasprovided anincome tax valuation
allowance equal to the incometax benefit resulting from its other comprehensiveloss.

Earnings Per Share

Basic earnings per share are calculated using the weighted average number of shares of common stock outstanding during the period. Diluted
earnings per share are calculated using the weighted average of number of common stock outstanding during the period and dilutive common
equivalent shares from stock options and warrants calculated using thetreasury stock method. Due to the Company’ s reported net loss, common
equivalent shares, which consisted of 3,606, 3,998 and 3,154 optionsgranted to employees, wereanti-dilutive for the years ended December31,
2001, 2000 and 1999, respectively. For 1999 earnings per shareis based on the weighted average number of shares of common stock
outstanding from May14, 1999 through December31, 1999. The weighted average number of shares outstanding during 1999 is calculated from
May14, 1999 because the Company had no significant operations or outstanding shares prior to that date.

Recent Accounting Pronouncements

On June29, 2001, the Financial Accounting Standards Board (“FASB”) approved for issuance SFAS No.141, Business Combinations, which
supercedes APB Opinion No, 16, Business Combinations and SFAS No0.38, Accounting for Preacquisition Contingencies of Purchased
Enterprises. This statement establishes new standards for accounting and reporting requirements for business combinations and requiresthat the
purchase method of accounting be used for all business combinations initiated after June30, 2001. SFAS No.141 aso specifies criteria that
intangible assets acquired in a purchase method business combination must meet to be recognized and reported apart from goodwill. The
adoption of this statement did not have a material impact onits financial position, results of operations or cash flows.

On June29, 2001, the FASB approved for issuance SFAS No0.142, Goodwill and Intangible Assets, which supercedes APB Opinion No.17,
Intangible Assets. SFAS No.142 will require that goodwill and intangible assets withindefinite useful lives no longer be amortized, but instead
will be tested for impairment at least annually in accordance with the provisions of SFAS No.142. SFAS No. 142 will also require that
intangible assets with estimable useful lives be amortized over their respective estimated useful lives to their estimated residual values, and
reviewed for impairment in accordance with SFAS No.121, Accounting for the Impairment of Long-Lived Assetsand for Long-Lived Assetsto
Be Disposed of.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Recent Accounting Pronouncements (Continued)

The Company adopted SFAS No0.142 effective Januaryl1, 2002. Goodwill and intangible assets determined to have an indefinite useful life
acquired in a business combination completed after June30, 2001, but before SFAS No.142 was adopted, were not amortized. Goodwill and
intangible assets acquired in business combinations completed before July1, 2001 were amortized in accordance with the appropriate pre-SFAS
No.142 accounting literature. Upon adoption of SFAS No.142, the Company will be required to reassessthe useful livesand residual values of
all intangible assetsacquired, and make any necessary amortization period adjustments by the end of thefirst interim period after adoption. In
addition, to the extent an intangible asset isidentified as having an indefinite useful life, the Company will be required to test theintangible
asset for impairment in accordance with the provisions of SFAS N0.142 withinthe first interim period. Any impairment loss will be measured
as of the date of adoption and recognized as the cumulative effect of a changein accounting principle in the first interim period.

In connection with SFAS No.142' stransitional goodwill impairment evaluation, SFAS No.142 will require the Company to perform an
assessment of whether thereis an indication that goodwill was impaired as of thedate of adoption. To accomplish this, the Company must
identify its reporting units and determine the carrying value of each reporting unit by assigning the assets and liabilities, including the existing
goodwill and intangible assets, to those reporting units asof the date of adoption. The Company will then have up to six monthsfrom the date
of adoption to determinethefair value of each reporting unit and compare it to the carrying amount of the reporting unit. To the extent the
carrying amount of a reporting unit exceeds the fair value of the reporting unit, an indication exists that the reporting unit goodwill may be
impaired and the Company must perform the second step of thetransitional impairment test. In the second step, the Company must compare the
implied fair value of the reporting unit goodwill with the carrying amount of the reporting unit goodwill, both of whichwould be measured as of
the date of adoption. The implied fair value of goodwill is determined by allocating thefair value of the reporting unit to all of the assets
(recognized and unrecognized) and liabilities of the reporting unit in a manner similar to a purchase price alocationin accordance with SFAS
No.141. The residual fair value after this allocation istheimplied fair valueof the reporting unit goodwill. This second step is required to be
completed as soon as possible, but not later than the end of the year of adoption. Any transitional impairment loss will be recognized as the
cumulative effect of a change in accounting principle on the Company’ s statement of earnings.

At the date of adoption of SFAS No.142, the Company had unamortized goodwill in the amount of $250,495 and unamortized identifiable
intangible assets in the amount of $26,784, all of which are subject to the transition provisions of SFAS No.142. Amortization expenserelated
to goodwill was $7,741, $7,510 and $4,243, for theyears ended December31, 2001, 2000 and 1999, respectively. Because of the extensive
effort needed to comply with adopting SFAS N0.142, it is not practicable to reasonably estimate the impact of adopting this Statement on the
Company’sfinancia position, results of operations and cash flowsat the date of this report, including whether it will be required to recognize
any transitional impairment losses as a cumulative effect of a change in accounting principle.

On Augustl15, 2001, the FASB issued SFAS No0.143, Accounting for Asset Retirement Obligations, which is effective for the Company’ s fiscal
year beginning Januaryl, 2003. This statement requires, among other things, the accounting and reporting of legal obligations associated with
the retirement of long-lived assets that result fromthe acquisition, construction, development or normal operation of along-lived asset. The
Company has not yet determined theimpact of the adoption of this standard onits financia position, results of operations and cash flows.

On October3, 2001, the FASB issued SFAS No.144, Accounting for the Impairment or Disposal of Long-Lived Assets, which is effective for
the Company’ sfiscal year beginning Januaryl, 2002. This statement addresses accounting and reporting of al long-lived assets, except
goodwill, that areeither held and used or disposed of through sale or other means. The Company is evaluating the impact of the adoption of this
statement on its financial position, results of operations and cash flows.
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2. ACQUISITIONS

On May14, 1999, the Company acquired ACSHoldings who acquired Century Telephone Enterprise, Inc.’sAlaska holdings, including
ACSAK, ACSN, ACSF, Pacific Telecom of Alaska PCS, Inc., and Pacific Telecom Cellular of Alaska, Inc., excluding the assets, liabilities and
equity of Alaska RSA#1 (collectively, “CenturyTel’s Alaska Properties’). On the same date, ACSHoldings aso acquired from the Municipality
of Anchorage ACSA and itssubsidiaries, ACSW and ACSLD (collectively, “ATU”). These holdings include local area exchange service, long
distance service, Internet serviceand cellular operations throughout rural Alaska and Anchorage. Both acquisitions were accounted for under
the purchase method of accounting. The financial statements reflect the allocation of the purchase price and assumption of certain liabilitiesand
include the operating results of both ATU and CenturyTel’s Alaska Properties from thedate of acquisition. In total, the Company paid Century
Telephone Enterprise $411,784 for the stock of CenturyTel’ sAlaska Properties and the Municipality of Anchorage $265,115 for the ATU
assets. Acquisition expensestotaling $19,216 werealso alocated to the purchase price.

The following reflects the allocation of the purchase price and the sources of fundsto financethe purchase.

CenturyTel
Alaska

Properties ATU Total
Current assets $ 16,882 $ 42146 $ 59,028
Property, plant and equipment 157,758 248,648 406,406
Other assets 13,680 20,665 34,345
Liabilities assumed (19,746 ) (41,177 ) (60,923 )
Net assets acquired 168,574 270,282 438,856
Goodwill 250,323 6,936 257,259
Total cost of acquisition 418,897 277,218 696,115
Acquisition expenses (7,113 ) (12,103 ) (19,216 )
Total purchase price paid $ 411,784 $ 265115 $ 676,899

Net assets acquired were purchased for cash provided fromthe following sources:

Senior credit facility revolving loan $ 6,700
Senior credit facility term loans 435,000
9-3/8% senior subordinated notes due 2009 150,000
13% senior discount debentures due 2011 19,911
Issuance of common stock and warrants 126,289
Total sources $ 737,900

These sources also provided $12,601 of working capital and included $48,400 of transaction fees and expenses.

The following are the unaudited pro formaresults for the year ended December31, 1999, giving effect to the acquisitions as if they had
occurred at the beginning of that period.

1999

Revenues $ 299,909

Loss from continuing operations (26,749 )

Net loss (30,016 )
poeres o SO it 2002, EDGAR Online. I nc.




Lossfrom continuing operations per share $ (0.82)

Net loss per share (basic and dilutive) $ (0.92)
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2. ACQUISITIONS (Continued)

On September30, 1999, the Company acquired a majority interest in Alaskan Choice Television, L.L.C., (“ACTV""). The cash purchase price
was approximately $1,900. On February14, 2000, the Company purchased theremaining one-third interest of ACTV for $3,042, including a
$2,250 note payable. This acquisition has been accounted for using the purchase method and its operating results have been included in the
consolidated statement of operations from the date of acquisition. This acquisition isnot included in the pro formaresults above, as it would not
have had a significant effect.

On Junel6, 2000, the Company acquired a 100% interest in Internet Alaska, Inc. It previously held a minority interest of 28.5%. On July6,
2001, The Company acquired the assetsand business of Internet Plus. L.L.C., dba MosquitoNet, a Fairbanksbased Internet service provider
with approximately 5,000 customers. These acquisitions have been accounted for using the purchase method and the operating results from
these acquisitions have been included in the consolidated statement of operations from the dates of acquisition. Pro formainformation is not
provided since the impact of these acquisitions does not have a material effect on the Company’sfinancial position, results of operations and
cash flows.

3. ACCOUNTSRECEIVABLE

Accounts receivable — trade consistsof the following at December31, 2001 and 2000:

2001 2000
Accounts receivable — trade:

Customers $ 33613 $ 39,594

Connecting companies 13,822 13,410

Other 4,421 3,164

51,856 56,168

Less alowancefor doubtful accounts 4,944 9,831

Accounts receivable — trade, net $ 46912 $ 46,337

4. PROPERTY, PLANT AND EQUIPMENT
Property, plant, and equipment consists of the following at December31, 2001 and 2000:
2001 2000
Property, plant, and equipment:

Land, buildings and support assets $ 178,736 $ 150,363
Central office switching and transmission 309,291 285,466
Outside plant cable and wire facilities 486,352 455,213
Cellular switching and transmission systems 40,224 33,803
Other 2,359 1,631
Construction work in progress 19,867 27,081
1,036,829 953,557
L ess accumulated depreciation and amortization 557,849 492,822
Property, plant and equipment, net $ 478,980 $ 460,735
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4. PROPERTY, PLANT AND EQUIPMENT (Continued)

The following isasummary of property held under capital leasesincluded in the above property, plant and equipment:

2001 2000
Property held under capital |eases:
Land, buildings and support assets $ 13318 $ 13,305
Outside plant cable and wire facilities 2,710 2,710
16,028 16,015
Lessaccumulated depreciation and amortization 4,810 3,609
Property held under capital |eases, net $ 11218 $ 12,406

Amortization of assets under capital leases included in depreciation expense in 2001, 2000 and 1999 is $1,202 $1,008 and $331, respectively.

The Company leases various land, buildings, right-of-ways, and personal property under operating |lease agreements. Rental expenses under
operating leases for 2001, 2000 and 1999 were $3,971, $4,055 and $1,030, respectively. Future minimum payments under these leases for the
next fiveyears and thereafter are as follows:

2002 $ 2598
2003 2,461
2004 1,482
2005 976
2006 817
Thereafter 2,968
$ 11,302

5.0THER ASSETS

Other assets consist of thefollowing at December31, 2001 and 2000:

2001 2000

Debt issue costs, net of accumulated amortization of $12,126 and $7,766, $ 25768 $ 30,128
respectively

Cdlular, PCS, and UHF licenses, net of accumulated amortization of $1,572 and 24,324 24,943
$953, respectively

Other intangible assets, net of accumulated amortization of $1,258 and $642, 2,460 2,082
respectively
Prepaid pension asset 3,775 3,862
Intangible asset — pension 1,754 —
Deferred charges and other assets 4,347 3,289
Other assets $ 62428 $ 64,304
F-14
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6. ACCOUNTSPAYABLE, ACCRUED AND OTHER CURRENT LIABILITIES

Accounts payable, accrued and other current liabilities consist of thefollowing at December31, 2001 and 2000:

2001 2000
Accounts payable — trade $ 10,138 $ 23,754
Accrued payroll, benefits, and related liabilities 8,379 7,048
Accrued personal time off 5,207 5,241
Accrued interest 7,269 3,357
Refundable access revenue 22,688 6,756
Other 9,400 11,959
Accrued and other current liabilities $ 63081 $ 58115

7. LONG-TERM OBLIGATIONS

Long-term obligations consist of the following at December31, 2001 and 2000:

2001 2000
Senior credit facility term loan— tranche A $ 150,000 $ 150,000
Senior credit facility term loan— tranche B 150,000 150,000
Senior credit facility term loan— tranche C 135,000 135,000
9 3/8% senior subordinated notes due 2009 150,000 150,000
13% senior discount debentures due 2011 17,313 17,313
Original issue discount — 13% senior discount debentures due 2011 (2,666 ) (2,950 )
Capital leases and other long-term obligations 11,603 14,641
611,250 614,004

Lesscurrent portion 4,823 2,586
Long-term obligations, net of current portion $ 606427 $ 611,418

The aggregate maturities of long-term obligationsfor each of the fiveyears and thereafter subsequent to December31, 2001 are as follows:

2002 $ 4,823

2003 4,717

2004 4,766

2005 4,837

2006 147,408

Thereafter 444,699
$ 611,250
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7. LONG-TERM OBLIGATIONS (Continued)
Senior Credit Facility

On May14, 1999, the Company entered into a credit agreement with a syndicate of commercia banks which provide the Company’ s senior
credit facility. The senior credit facility provides $435million of term loansand arevolving credit facility with a$75million line of credit. The
Company’s obligations under the senior credit facility are unconditionally and irrevocably guaranteed, joint and severally, by the Company and
its subsidiaries, and secured by collateral that includes substantially all of the Company and its subsidiaries’ assets. The senior credit facility
contains a number of restrictive covenants and events of default, including covenants limiting capital expenditures, incurrence of debt, and the
payment of dividends, and requires the Company to achieve certain financial ratios. As of December31, 2001 and 2000 the Company wasin
compliance with al of the covenants of the senior credit facility.

The tranche A term loan of $150million isrepayable in annual principal paymentsof 1% of outstanding principal commencing on May14, 2002
with the balance due on November14, 2006. The loan bears interest at an annual rate equal (at the Company’ s option) to: (1)an adjusted
London inter-bank offered rate (“LIBOR") plus 2.25% or (2)arate equal to 1.75% plus thegreater of the administrative agent’s prime rate, a
certificate of deposit rate plus 1.00% or thefederal funds rate plus .50%, in each case subject to reduction based on the Company’s financial
performance. Therate of interestin effect at December 31, 2001 and 2000 was 4.69% and 9.25%, respectively, and is based onthe LIBOR rate
option.

The tranche B term loan of $150miillion is repayable in annua principal payments of 1% of outstanding principal commencing on May14, 2002
with the balance due on November14, 2007. The loan bears interest at an annual rate equal (at the Company’s option) to: (1)LIBOR plus 3.00%
or (2)a rateequa to 2.00% plus the greater of theadministrative agent’s prime rate, a certificate of deposit rate plus 1.00% or thefederal funds
rate plus .50%. The rate of interest in effect at December31, 2001 and 2000 was 5.44% and 9.50%, respectively, and is based on the LIBOR
rate option.

The tranche C term loan of $135miillion is repayable in annua principal payments of 1% of outstanding principal commencing on May14, 2002
with the balance due on May14, 2008. The loan bears interest at an annua rate equal (at the Company’s option) to: (1)LIBOR plus 3.25% or
(2)arateequa to 2.25% plus the greater of theadministrative agent’s primerate, a certificate of deposit rate plus 1.00% or thefederal funds
rate plus .50%. The rate of interest in effect at December31, 2001 and 2000 was 7.1% and 9.75%, respectively, and is based on theLIBOR rate
option.

The senior credit facility also provides arevolving credit facility in theamount of $75million which isavailable, in part, for up to $25million in
letters of credit and up to $10million in the formof swingline loans. Thisrevolving facility is availablefor seven yearsand outstanding balances
thereunder will bear interest at an annual interest rate option equivalent to that provided under tranche A. There wereno amounts outstanding
under this revolving credit facility as of December31, 2001 and 2000.

On July24, 1999 the Company entered into an interest rate swap agreement to reduce the impact of changes in interest rates onits floating rate
long-term debt. This agreement fixed at 5.99% the underlying variable rate on one-haf of the borrowings under the senior credit facility, or
$217.5million, for athree-year period. The buyer has theright, at their option, to extend the agreement for anadditiona two years. The
differential to be paid or received isrecorded as interest expense in the consolidated statement of operations in the period inwhich it is
recognized. The Company is exposed to credit losses from counterparty nonperformance, but does not anticipate any such nonperformance.

Senior Subordinated Notes

On May14, 1999, the Company issued $150million in aggregate principal amount of 9 3/8 % senior subordinated notes due 2009. Interest on
the notesis payable semi-annually on May15 and November15. The notes will mature on May 15, 2009, and are redeemable, in wholeor in
part, at the option of the Company, at any time on or after May15, 2004 at 104.688% of the principal amount decliningto 100% of the principal
amount on or after May15, 2007. The notes contain a number of restrictive covenants, including covenants limitingincurrence of debt and the
payment of dividends. Asof December31, 2001 and 2000 the Company was in compliance with all the covenants of the notes.
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7. LONG-TERM OBLIGATIONS (Continued)
Senior Discount Debentures

On May14, 1999 the Company issued $46.9million in aggregate principal amount of senior discount debentures due 2011 and 828 warrants, for
gross proceeds of $25million. As amended on October29, 1999, interest accrues at 13.00% and is payable at the Company’s option
semiannually on May15 and November15, commencing May15, 2000 until May15, 2004 when the Company will be required to semiannually
pay interest. After the consummation of the Company’s offering of common stock, in December 1999 the Company redeemed 35% ($9,321) of
the aggregate principal amount of the discount debentures original issues, at a price equal to their accreted value plus a premium of one year’s
interest at the stated rate. The debentures will mature on May15, 2011, and are redeemable, in whole or in part, at the option of the Company, at
any time on or after May15, 2004 at 106.5% of the principal amount declining to 100% of theprincipal amount on or after May15, 2009. The
debentures contain a number of restrictive covenants, including covenants limiting incurrence of debt and the payment of dividends. As of
December31, 2001 and 2000 the Company was in compliance with all the covenants of the debentures.

The original issue discount of $5,089 resulted from theissuance of detachable warrantsin connection with the 13.00% senior discount
debentures. These detachable warrantswere exercisable into 828 shares of common stock at any time from May14, 1999 through May15, 2011

at $0.01 per share. The original issue discount represents the difference between the exercise price and the fair value of the underlying shares at
the date of issue. On November 18, 1999, these warrantswere exercised in aroll-up transaction resulting in 828 shares of stock being issued.

Capital leases and other long-term obligations

The Company has entered into various capital leases and other debt agreements totaling $11,603 and $14,641 with a weighted average interest
rate of 8.74% and 8.91% at December31, 2001 and 2000, respectively.

8. OTHER DEFERRED CREDITSAND LONG-TERM LIABILITIES:

Deferred credits and other long-term liabilities consist of the followingat December31, 2001 and 2000:

2001 2000
Refundable access revenue $ 9060 $ 10,253
Interest rate swap 11,437 —
Additional pension liahility 4,147 —
Other deferred credits 359 502
Total deferred credits and other long-term liabilities $ 25003 $ 10,755

9. LOCAL TELEPHONE OPERATING REVENUE

Local telephone operating revenues consisted of thefollowing for the yearsended December31, 2001, 2000 and 1999:

2001 2000 1999
Local network service $ 96270 $ 94098 $ 59,891
Network access revenue 102,977 105,172 67,174
Deregulated revenue and other 22,164 22,998 15,190

Total local telephone operating revenues $ 221411 $ 222,268 $ 142,255
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10. UNUSUAL CHARGES

During 2000, the Company recorded $5,288 of unusual charges, consisting of the following:

2000
Costs incurred in attempted acquisition $ 1451
Severance andrestructuring costs 3,019
Legal settlement 818
$ 5288

During 2000, the Company attempted to acquire the Matanuska Telephone Association, acooperative telephone association located in Alaska.
The acquisition was subject to approval by a vote of the membership of the cooperative association requiring a super majority, which was held
in September of 2000. The membership of the association voted to approve the acquisition but failed to achieve the required super majority.
The Company had incurred $1,451 of legal, consulting and other out of pocket costs associated with the attempted acquisition which were
charged to expense during September 2000.

The Company recorded $3,019 related to severance and restructuring charges under several plans adopted during 2000. Employee force
reductions resulting from these restructuring plans are expected to total approximately 200 by their completion and include employee groups
located in Alaskawithinthe local telephone, cellular and Internet operations. The Company expects these plans to be completed by
September30, 2002. The plans also called for the closure of a branch operation in Vancouver, Washington, which was completed during the
second quarter of 2001. As of December31, 2001, $2,267 has been paid under the plans and approximately 150 employees have been
terminated.

In December 2000, the Company settled out of court a claim by a vendor that arose from an undisclosed contractual obligation it incurred in the
purchase of the Company’s operations in May 1999, resulting in a charge to expense of $818.

11. INCOME TAXES

The Company’ s combined federal income and state effective incometax rate from continuing operations was a benefit of 1.7%, 0.8% and 1.3%
in 2001, 2000 and 1999, respectively. The difference between taxes calculated as if the statutory federal rate of 34% was applied to loss from
continuing operations before income tax and the recorded tax benefit is reconciled as follows:

2001 2000 1999
Computed federal income taxes at the 34% statutory rate $ (3837)% (8891)$ (7,774)
Increase (reduction)in tax resulting from

Stateincome taxes (net federal benefit) (733) (1,494 ) (1,407 )

Original issue discount interest 182 211 908

Amortization of investment tax credits (195) (297) (301)

Valuation allowance — book net operating 4,161 10,205 7,965

loss

Other 277 (31) 308
Total incometax benefit $ (195)% (197)% (301)
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11. INCOME TAXES (Continued)

The benefit for income taxes is summarized as follows:

2001 2000 1999
Current:
Federal income tax $ — % — & —
Stateincome tax — — —
Total current — — —
Deferred:
Federal income tax — — —
State income tax — — —
Total deferred — — —
Amortization of investment tax credits (195) (197) (301)
Total incometax benefit $(195) $ (197 ) $ (301)
The effect of significant items comprising the Company’s net deferred tax liability at 34% wereas follows:
2001 2000 1999
Deferred tax liabilities— long-term:
Property, plant and equipment $ (20,380)$ (16338) % (4.427)
Intangibles (13,105 ) (7,235) (80)
Other — (169) —
Total long-term deferred tax liabilities (33,485 ) (23,742 ) (4,507 )
Deferred tax assets:
Current:
Accrued compensation 4,081 5,329 1,433
Accrued bad debts 2,172 4,825 997
Deferred investment tax credit — 80 162
Regulatory liabilities FASB 109 — 70 113
Minimum pension liability adjustment 957 — —
Interest rate swap mark to market 4,575 — —
Extraordinary net operating loss — — 1,343
Other 622 — —
Total current deferred tax assets 12,407 10,304 4,048
Long-term:
Net operating loss carryforwards from operations 50,284 32,598 10,042
Original issue discount — 503 —
Total long-term deferred tax assets 50,284 33,101 10,042
Total deferred tax assets 62,691 43,405 14,090
Valuation allowance (29,206 ) (19,513 ) (9,308 )
Net deferred tax asset $ — 3 150 $ 275
o
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11. INCOME TAXES (Continued)

The company has available at December31, 2001 unused operating loss carryforwards of $125,710 that may be applied against future taxable
income and that expire as shown below. Per the schedule below the total Net Operating Loss (“NOL”) is made up of NOLs generated by the
consolidated group and NOL sabtained with the 2000 acquisition of Internet Alaska. The Internet AlaskaNOLSs arelimited by specia rules
known as Separate Return Limitation Year or SRLY rules. SRLY NOLSs can only be used in year that both the Consolidated Group and the
entity that created the SRLY NOLSs have taxable income. The tax benefits derived fromthe utilization of the SRYL NOLSs will reduce goodwill.

Internet Total
Y ear of Alaskas Unused Operating Unused Operating
Expiration SRLY Loss Carryforwards Loss Carryforwards

2017 $ 27 $ — -$27
2018 328 — 328
2019 852 20,390 21,242
2020 2,631 57,655 60,286
2021 — 43,827 43,827

$ 3,838 $ 121,872 $ 125710

12. EXTRAORDINARY ITEM

On December3, 1999 the Company retired 35% ($9,321) of the senior discount debentures due in 2011 with a portion of the proceeds from its
initial public offering (“IPO") of common stock in November 1999. The Company paid a premium of 13% of the retired principa in the
amount of $1,219. Additionally, 35% of the debt issue costs and original issue discount resulting from the warrants associated with the senior
discount debentures were written off in the amounts of $294, and $1,754, respectively. The transaction resulted in an extraordinary charge of
$3,267 ($0.14 per share). The incometax benefit of $1,343 was offset by a valuation allowance.

13. STOCK INCENTIVE PLANS

Under various plans, ACS Group, through the Compensation Committee of the Board of Directors, may grant stock options, stock appreciation
rights and other awards to officers, employees and non-employee directors. At December31, 2001, ACS Group hasreserved atotal of 6,060
shares of authorized common stock for issuance under thevarious plans. In general, options under the plansvest ratably over three, four or five
years and the plansterminate in approximately 10years.

The Company applies Accounting Principles Board Opinion No.25 “ Accounting for Sock Issued to Employees,” in accounting for its plans.
Accordingly, no compensation cost has been recognized for options with exercise prices equal to or greater than fair value on the date of grant.
Compensation cost charged to operations in 1999 was $6,145. No compensation costs were charged to operations in 2001 or 2000. If
compensation costs had been determined consistent with SFAS No.123 “ Accounting for Stock-Based Compensation,” the Company’s net loss
and net loss per share on a pro formabasisfor 2001, 2000 and 1999 would have been as follows:

2001 2000 1999
Net loss:
Asreported $ (11,238) $ (25205)% (25478)
Proforma (12,706 ) (26,867 ) (26,144 )
Net loss per share — basic and diluted:
Asreported $ (036) % 077) % (1.09)
Pro forma (0.40) (0.82) (112)
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13. STOCK INCENTIVE PLANS (Continued)

The fair value for these options was estimated at the date of grant using a Black-Scholesoption pricing model withthe following weighted
average assumptions for grants:

2001 2000 1999
Risk freerate 445 % 550 % 5.50 %
Dividendyield 00% 00% 00%
Expected volatility factor 552 % 525 % 403 %
Expected option life (years) 59 6.1 7.0

ALEC Holdings, Inc. 1999 Sock Incentive Plan

ACS Group hasreserved 3,410 shares under thisplan, which was adopted in connection with the completion of the acquisitions on May14,
1999 (see Note 2, Acquisitions). At December31, 2001 4,003 options have been granted, 1,112 have been forfeited, 356 have been exercised
and 519 areavailable for grant under the plan. The plan allows forfeited options to be reissued. The planwill terminate on May14, 2009.

Information on outstanding options for the yearsended December31, 2001, 2000 and 1999 is summarized as follows:

2001 2000 1999

Weighted Weighted Weighted

Average Average Average

Number of Exercise Number of Exercise Number of Exercise
Shares Price Shares Price Shares Price

Outstanding January 1 2,906 $ 6.05 3,154 $ 6.15 — $ —
Granted 75 7.00 505 5.50 3,423 6.15
Exercised (119) 6.07 (198) 6.15 (39) 6.15
Canceled or expired (327) 6.01 (555) 6.08 (230) 6.15
Outstanding December 31 2,535 6.09 2,906 6.05 3,154 6.15
Options exercisable at December 31 1,802 6.10 1,541 6.12 1,255 6.15
Weighted average fair value of options granted 4.00 3.09 3.88

The outstanding options at December31, 2001 have the following characteristics:

Outstanding Options ExercisableOptions
Weighted Weighted Weighted
Average Average Average
Number of Remaining Exercise Number Exercise
Range of ExercisePrices Shares Life(Years) Price Exercisable Price
$5.50 - $7.00 2,535 6.90 $ 6.09 1,802 $ 6.10

Alaska Communications Systems Group, Inc. 1999 Stock Incentive Plan

The Company has reserved 1,500 shares under this plan, which was adopted by ACSGroup in November 1999 in connection with its |PO. At
December31, 2001 1,432 options have been granted, 352 have been forfeited, 9 have been exercised and 420 areavailable for grant under the
plan. The plan alowsforfeited options to be reissued. The term of options granted under the plan may not exceed 10years. Unless otherwise
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determined by the Compensation Committee of the Board of Directors, options will vest ratably on each of the first four anniversaries after the
grant date and will have an exercise price equal to thefair market value of the common stock on the date of grant.
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13. STOCK INCENTIVE PLANS (Continued)

No shareswere awarded under this plan during 1999. Information on outstanding options for the year December31, 2001 and 2000 is
summarized as follows:

2001 2000
Weighted Weighted
Average Average
Number of Exercise Number of Exercise

Shares Price Shares Price
Outstanding January 1 1,092 $ 1153 — $ —
Granted 185 6.74 1,247 11.86
Exercised 9) 5.50 — —
Canceled or expired (197) 11.51 (155) 14.20
Outstanding December 31 1,071 10.76 1,092 11.53
Options exercisable at December 31 456 11.08 186 11.66
Weighted average fair value of options granted 3.74 6.55
The outstanding options at December31, 2001 have the following characteristics:
Outstanding Options Exercisable Options

Weighted Weighted Weighted

Average Average Average

Number of Remaining Exercise Number Exercise

Rangeof ExercisePrices Shares Life(Years) Price Exercisable Price

$5.50 - $6.86 444 9.23 $ 597 170 $ 591

$8.58 - $12.63 22 8.47 12.63 9 12.63

$14.20 605 8.12 14.20 277 14.20

ACSGroup, Inc. 1999 Non-Employee Director Stock Compensation Plan

The non-employee director stock compensation plan was adopted by ACS Group in connection with its IPO. ACS Group has reserved 150
sharesunder thisplan. At December31, 2001 52 shares have been awarded and 98 shares are available for grant under the plan. Directors are
required to receive not lessthan 25% of their annual retainer and meeting feesin theform of ACSGroup’s stock, and may elect to receive upto
100% of director’s compensation in the form of stock.

No shareswere awarded under this plan during 1999. During theyear ended December31, 2000, 26 shares under the plan were awarded to
directors, of which 13 were elected to be deferred until termination of service by the directors. During the year ended December31, 2001, 26
shares under the plan wereawarded to directors, of which 19 were elected to be deferred until termination of service by the directors.
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13. STOCK INCENTIVE PLANS (Continued)
Alaska Communications Systems Group, Inc. 1999 Employee Sock Purchase Plan

This plan was also adopted in connection with ACSGroup’s 1PO in November 1999. ACS Group has reserved 1,000 shares under thisplan. At
December31, 2001, 782 shares are available for issuance and sale. The plan will terminate on December31, 2009. All ACS Group employees
and all of the employees of designated subsidiaries generally will be eligible to participate in the purchase plan, other than employees whose
customary employmentis 20 hours or less per week or isfor not more than five months in a calendar year, or who areineligible to participate
due to restrictions under the Internal Revenue Code.

On June30, 2000, 65 shareswere issued under the plan. On December29, 2000, 67 shares were issued under the plan. On June29, 2001, 48
shareswere issued under the plan. On December31, 2001, 38 shares were issued under the plan.

A participant in the purchase plan may authorize regular salary deductions of a maximum of 15% and a minimumof 1% of base compensation.
The fair market value of shareswhich may be purchased by any employee during any calendar year may not exceed $25. The amounts so
deducted and contributed are applied to the purchase of full shares of common stock at 85% of the lesser of thefair market value of such shares
on the date of purchase or on the offering date for such offering period. The offering dates are January 1 and July 1 of each purchase plan year,
and each offering period will consist of one six-month purchase period. The first offering period under the plan commenced on January1, 2000.
Shares are purchased on the open market or issued from authorized but unissued shares on behalf of participating employees on thelast
business days of Juneand December for each purchaseplan year and each such participant has therights of a stockholder with respect to such
shares. During the year ended December31, 2001 approximately 20% of eligible employeeselected to participatein theplan.

14. RETIREMENT PLANS

Pension benefits for substantially all of the Company’s employeesare provided through the Alaska Electrical Pension Plan (“*AEPP”). The
Company pays a contractual hourly amount based on employee classification or base compensation. Asa multi-employer defined benefit plan,
the accumul ated benefits and plan assetsare not determined or allocated separately to the individual employer. The Company’ s portion of the
plan’s pension cost for 2001, 2000 and 1999 was $11,830, $10,978 and $6,099, respectively.

The Company also hasa separate defined benefit plan that covers certain employees previously employed by Century Telephone Enterprise,

Inc. (“CenturyTel Plan”). This plan wastransferred to the Company in connection with the acquisition of the CenturyTel’ s Alaska Properties.
Existing plan assets and liabilities of the CenturyTel Plan weretransferred to the ACS Retirement Plan on Septemberl, 1999. Accrued benefits
under the ACSRetirement Plan were determined in accordance with the provisions of the CenturyTel Plan. Upon completion of the transfer to
the Company, covered employees ceased to accrue benefits under the plan. On Novemberl, 2000 the ACS Retirement Plan was amended to
conform early retirement reduction factors and various other terms to those provided by the AEPP. Asaresult of thisamendment, prior service
cost of $1,992 wasrecorded and will be amortized over the expected service life of the plan participants at the date of theamendment. The
Company usesthe traditional unit credit method for the determination of pension cost for financial reporting and funding purposes and complies
with the funding requirements under the Employee Retirement Income Security Actof 1974 (“ERISA™). Since theplan is adequately funded
under ERISA, no contribution was made in 2001, 2000 or 1999.

The following table represents the net periodic pension expense (benefit) for the ACS Retirement Plan for 2001, 2000 and 1999:

2001 2000 1999
Interest cost $ 627 $ 447 $ 149
Expected return on plan assets (773) (813) (170)
Amortization of gain/loss 30 — —
Amortization of prior year service costs 203 34 —
Net periodic pension expense (benefit) $ 87 $(332)% (21)
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14. RETIREMENT PLANS (Continued)

The following isareconciliation of the beginning and ending balances for 2001 and 2000 for the projected benefit obligation and the plan
assets of the ACS Retirement Plan:

2001 2000
Changein projected benefit obligation:

Projected benefit obligation at beginning of year

$ 8600 $ 5724

Plan amendments — 1,992
Amortization of prior service cost (203) 34)
Interest cost 627 447
Actuarial loss 215 501
Benefits paid (131) (30)

Projected benefit obligation at end of year

Changein plan assets
Fair value of plan assets at beginning of year

Return on plan assets
Benefits paid
Fair value of plan assets at end of year

$ 9108 $ 8,600

$ 9257 $ 9,564

(390)  (277)
(131) (30)
$ 8736 $ 9257

The following table represents thefunded status of the ACS Retirement Plan at December31, 2001 and 2000:

2001 2000
Projected benefit obligation $ (9108) $ (8,600)
Plan assets at fair value 8,736 9,257
Funded Status (372) 657
Unrecognized prior service cost 1,755 1,958
Unrecognized net loss 2,392 1,247
Net amount recognized $ 37755 $ 3862

The net amounts recognized in the balance sheet wereclassified as follows at December31, 2001 and 2000:

2001

2000

Prepaid benefit costs $ — $ 3862
Accrued benefit liability (372) —
Intangible asset 1,755 —
Accumulated other comprehensiveincome 2,392 —

Net amount recognized

$ 3775 $ 3,862

The actuarial assumptionsused to account for the plan as of December31, 2001 and 2000 are as follows:

”Mmm!".._
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2001 2000

Discount rate 725% 7.50 %

Expected return on assets 850 % 850 %

Rate of compensation increase 0.00 % 0.00 %
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14. RETIREMENT PLANS (Continued)

The Company also hasa separate executive post retirement health benefit plan. The Alaska Communications Systems Executive Retiree Health
Benefit Plan (* The ACSHealth Plan”) wasadopted by the Company in November 2001. The ACS Health Plan covers a select group of
management or highly compensated employees. The group of eligible employeesis selected by a committee appointed by the Compensation
Committee of ACS Group’s Board of Directors. Each eligible employee must complete 10years of service and be employed by the Company in
the capacity of an executive officer for aminimumof 36 consecutive monthsimmediately preceding retirement. The ACS Health Plan provides
agraded subsidy for medical, dental, and vision coverage. The Company uses the projected unit credit method for the determination of post
retirement health cost for financial reporting and funding purposes and complies with the funding requirements under the Employee Retirement
Income Security Act of 1974. The Company made acontribution of $128 to the ACS Health Plan during 2001.

The following represents the net periodic postretirement benefit expensefor the ACS Health Plan for 2001

Service cost $11
Interest cost 6
Amortization of prior service cost 4
Net periodic postretirement benefit expense $21

The following is areconciliation of the beginning and ending balances for 2001 for the projected benefit obligation andthe plan assetsfor the
ACS Hedlth Plan

Change in accumulated postretirement benefit obligation:

Accumulated postretirement benefit obligation at beginning of the year: $ —
Plan adoption 586
Service cost 11
Interest cost 6
Actuaria gain (15)
Accumulated postretirement benefit obligation at end of the year: $588
Changein plan assets
Fair value of plan assetsat beginning of year $ —
Employer contributions 128
Fair value of plan assetsat end of year $128

The following table represents thefunded status of the ACS Health Plan at December31, 2001

Accumulated postretirement benefit obligation $ (588)

Plan assetsat fair value 128

Funded status (460 )

Unrecognized prior service cost 582

Unrecognized net gain (15)

Pension asset at end of year $ 107
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14. RETIREMENT PLANS (Continued)

The actuarial assumptions used to account for the ACSHealth Plan asof December31, 2001 is an assumed discount rate of 7.25% and an
expected long term rate of return on plan assets of 8.50%. For measurement purposes, the assumed annual rates of increases in health care costs
isas follows:

Year Pre 65 premiums Post 65 premiums

1 7.00 % 10.00 %

2 7.00 % 9.00 %

3 7.00 % 8.00 %

4 7.00 % 7.00 %

5 and thereafter 7.00 % 7.00 %

Assumed health care cost trend rates have a significant effect on the amounts reported for the ACS Health Plan. A one-percentage-point change
in assumed health care cost trend rates would have the following effects for 2001

1% -1%
Effect ontotal of service and interest cost components 106 (86)
Effect on accumulated postretirement benefit obligation 4 3)

The Company also provides a401(k) retirement savings plan covering substantially al of its employees. The plan alowsfor discretionary
matching contributions as determined by theBoard of Directors, subject to Internal Revenue Code limitations. There was no matching
contribution for 2001, 2000 or 1999.

15. BUSINESS SEGMENTS

The Company has five reportable segments: local telephone, cellular, directory, Internet and interexchange. Beginning with thefirst quarter of
2001, the Company began reporting directory and interexchange as separate segments. Prior year amountshave been reclassified to conform
with the current presentation. Local tel ephone provides landline telecommunications services, and consists of local network service, network
access and deregulated and other revenues; cellular provides wirel ess telecommunications service; directory provides yellow page advertising
and other related products; Internet provides Internet service; and interexchange provides long distance and private network services. Each
reportable segment is a strategic business under separate management and offering different services than those offered by the other segments.
The Company also hasa wireless cable television service segment that does not currently meet the criteria for areportable segmentand is
therefore includedin “All Other” below.

The Company also incursinterest expense, interest income, equity in earnings of investments, goodwill amortization on the origina May14,
1999 purchases, and other operating and non operating income and expense at the corporate level which arenot alocated to the business
segments, nor arethey evaluated by the chief operating decision maker in analyzing the performance of the business segments. These non
operating income and expense items are provided in the accompanying table under the caption “All Other” in order to assist the users of these
financial statementsin reconciling the operating results and total assets of the business segmentsto the consolidated financial statements.
Common use assets areheld at either the Company or ACS Holdings and are allocated to the business segments based on operating revenues.
The accounting policies of the segments are the sameas those described in the summary of significant accounting policies.
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15. BUSINESS SEGMENTS (Continued)

The following table illustrates selected financial data for each segment as of and for the year ended December31, 2001:

Local Telephone Cellular Directory Internet Interexchange All Other Eliminations Total
Operating revenues $ 221411 $ 40427 $ 33870 $ 13,726 $ 30,795 $ 18,032 $ (26582) $ 331,679
Depreciationand 53,242 5,626 2 2,606 2,284 16,051 — 79,811
amortization
Operatingincome (l0ss) 34,794 5,084 19,349 (9,504 ) (1,752 ) (2,443 ) — 45,528
Interest expense (1,716 ) (36) — 97) (302) (58,132 ) — (60,283 )
Interestincome 13 14 — — — 1,963 — 1,990
Incometax provision 13,534 2,164 7,966 — — (23,859 ) — (195 )
(benefit)
Net income(l0ss) 19,560 2,966 11,383 (9,591 ) (2,049 ) (33,507 ) — (11,238 )
Total assets 678,599 111,620 49,671 5,241 32,390 23,993 — 901,514
Capita expenditures 45,243 5,786 413 16,319 19,787 34 — 87,582

Operating revenues disclosed above include intersegment operating revenuesof $21,677 for local telephone, $1,603 for cellular, $ 1,400 for
directory, $2 for Internet and $13,851 for interexchange. In accordance with SFAS No.71, intercompany revenues between local telephone and
non-local telephone operations are not eliminated above.

The following table illustrates selected financial datafor each segment as of and for the year ended December31, 2000:

Local Telephone Cellular Directory Internet Interexchange All Other Eliminations Total
Operating revenues $ 222,268 $ 39540 $ 29,156 $ 9172 $ 19,773 $ 17,740 $ (24,656 ) $ 312,993
Depreciationand 56,912 5,029 — 1,495 1,345 7,484 — 72,265
amortization
Operating income (10ss) 31,751 6,414 15,155 (8,760 ) (4,325 ) (10,304 ) — 32,931
Interest expense (1,046 ) 11) — (109 ) (312) (63,232 ) — (64,710 )
Interestincome 105 215 — — — 6,498 — 6,818
Incometax provision 7,913 2,703 6,214 — — (17,027 ) — (297 )
(benefit)
Net income(loss) 22,814 3,944 8,941 (8,863 ) (1631) (50,410 ) — (25,205 )
Total assets 660,928 111,705 33811 26,189 45,982 29,670 — 908,285
Capital expenditures 53974 11,505 — 3,252 3,030 492 — 72,253

Operating revenues disclosed above include intersegment operating revenuesof $9,840 for local telephone, $937 for cellular, $2 for Internet
and $13,208 for interexchange. In accordance with SFAS No.71, intercompany revenues between loca telephone and non-local telephone
operations are not eliminated above.

The following table illustrates selected financial data for each segment as of and for the year ended December31, 1999:

Local Telephone Cdlular Directory Internet Interexchange All Other Eliminations Total
Operating revenues $ 142,255 $ 24,882 $ 16,896 $ 2,853 $ 5946 $ 787 $ (474) $ 193145
Depreciation and amortization 32,881 2,159 — 219 666 4,381 — 40,306
Operating income (10ss) 10,491 6,801 9,293 (2,267 ) (3,905 ) (4,126 ) — 16,287
Interest expense (240) (10) — — — (39,374 ) — (39,624 )
Interestincome 682 88 — — — 851 — 1,621
Incometax provision (benefit) 3,983 2,890 3,810 — — (10,984 ) — (301)
Net income(loss) 6,447 4,056 5,483 (2,267 ) (3,905 ) (35,292 ) — (25478 )
'—mhﬂ!ﬁiﬁi 2002. EDGAR Online, Inc.




_ — — (3,267) — (3,267 )

Extraordinary item — —
934,443

Total assets 742,601 114,654 30,804 5,201 32,491 8,692 —

Capital expenditures 44,346 10,962 — — 19,520 — — 74,828

Operating revenues disclosed above include intersegment operating revenuesof $3,177 for local telephone, $479 for cellular, and $853 for
interexchange. Inaccordance with SFAS No.71, intercompany revenues between local telephone and non-local telephone operations are not

eliminated above.
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16. RELATED PARTY TRANSACTIONS

Fox Paine Company, ACSGroup’s majority stockholder, receives an annual management feein theamount of 1% of the Company’s net
income before interest expense, interestincome, income taxes, depreciation and amortization, and equity in loss of investments, calculated
without regard to the fee. The management fee expense for 2001, 2000 and 1999 was $1,285, $1,169 and $610, respectively. The management
fee payable at 2001 and 2000 was $1,303 and $1,145, respectively.

In addition, in 1999, Fox Paine Company received aggregate advisory fees in theamount of $14,200 upon consummation of the acquisitions of
CenturyTel’s Alaska Properties and ATU and was reimbursed for pre-closing costs of $9,941.

In connection with stock grants, the Company loaned officers of the Company $757 with an interest rate of thefederal fundsrate or 8%,
whichever wasgreater. The loans wassecured by shares of ACS Group’s common stock owned by theindividual officers. At December31,
1999 the balances of the officer loanswere $794. These loans were repaid in their entirety on January3, 2000.

On April17, 2001, the Company issued an interest bearing notereceivable to an officer totaling $328. The note bears interest at the Mid-Term
Applicable Federal Rate, which was3.90% as of December31, 2001, and isdue on April15, 2005. The note is secured by a pledge of 100
shares of the Company’s stock held in the officer’s name. The note balance, including accrued interest, was $339 asof December31, 2001.

17. ACCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

Commencing Januaryl, 2001, The Company adopted SFAS No.133, Accounting for Derivative Instruments and Hedging Activitiesand its
corresponding amendments under SFAS No.138, Accounting for Certain Derivative Instruments and Certain Hedging Activities. SFAS N0.133
requires that an entity recognize all derivatives aseither assetsor liabilities on the balance sheet and measurethose instrumentsat fair value.
The accounting for changes in fair value of a derivative depends on theintended use of the derivative, and its designation as a hedge.
Derivativesthat arenot hedges must be adjusted to fair value through earnings. If a derivative is a hedge, depending on the nature of the hedge,
changesin fair value of derivatives either offset the changein fair value of the hedged assets, liabilities, or firm commitments through earnings,
or are recognized in other comprehensive income until the hedged transaction isrecognized in earnings. The change in a derivative sfair value
related to the ineffective portion of a hedge, if any, isimmediately recognized in earnings.

Asaresult of adopting SFAS N0.133, The Company recognized as an asset at Januaryl, 2001, a cumulative transition adjustment of $1,243
related to marking to fair value a designated cash flow hedge in the form of a variable to fixed interest rate swap. The cumulative unrealized
gain fromthe transition adjustment was recorded as a credit to other comprehensiveincome withinthe Consolidated Statement’ s of
Stockholders' Equity. As of December31, 2001, thefair value of the swap hasdeclined to aliability of $11,437, whichisrecorded in other
deferred credits and long-termliabilities on the Company’s Consolidated Balance Sheets. The realized gainsand losses of the swap and its
associated hedged long-term debt are recorded netin interest expense on the Company’ s Consolidated Statements of Operations. For theyear
ended December 31, 2001, realized changes in the fair value of the cash flow hedge amounted to a charge of $3,653, of which theineffective
portion was $247. Both the redlized effective and ineffective components of the cash flow hedge were recorded as an increase to interest
expense. Assuming a weighted average variable rate based onimplied forward rates in the LIBOR yield curve asof December31, 2001, $8,301
would be charged to earnings asinterest expense as aresult of projected realized changesin fair value of the cash flow hedge expected to occur
in 2002. The swap agreement currently in place expires on June24, 2004, including extension termswhich the Company expectsto be exercised
based on current LIBOR rates.

The Company maintains an interest rate risk management strategy as a condition of its bank credit agreement that uses derivativesto minimize
significant, unanticipated earnings and cash flow fluctuations caused by interest rate volatility. The Company’ s specific goas are (1)to manage
interest rate sensitivity by modifying the repricing characteristics of certain of its debt and (2)to lower (wherepossible) the cost of borrowed
funds. The Company does not enter into derivative financial instrumentsfor speculative or trading purposes.

F-28

peres e SO irsssn 2002, EDGAR Online. I nc.




Table of Contents

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notesto Consolidated Financial Statements
Y ears Ended December 31, 2001, 2000 and 1999
(In Thousands Except Per Share Amounts)

17. ACCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES (Continued)

By using derivative financial instruments to hedge exposure to changes in interest rates, the Company exposes itself to credit risk and market
risk. The Company has minimizedits credit risk by entering into a transaction with a high-quality counterparty and monitoring the financial
condition of that counterparty. Market risk is managed through the setting and monitoring of parameters that limit the types and degree of
market risks that are acceptable.

18. FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair values of cash and short-term investments, accounts receivable and payable, and other short-term assets and liabilities approximate
carrying values due to their short-term nature.

The fair value for the Company’s senior subordinated notes wasestimated based on quoted market prices. The fair value of the Company’sterm
loan facilities approximates carrying values due to the variable interest rate nature of the debt. The fair value of the Company’s senior discount
debentures is estimated based on market interest rates currently available to the Company. The Company employs an interest rate swap
agreement to manage interest rate exposure. Amountspayable or receivable under the agreement are recognized asadjustments to interest
expense in the periods in which they accrue. The fair value of the Company’sinterest rate swap agreement represents the estimated amount the
Company would receive or pay to terminate the agreement, calculated based on the present value of expected paymentsor receipts based on
implied forward ratesin the LIBOR yield curveat theend of the year.

The following table summarizes the Company’s carrying valuesand fair valuesof the debt components of its financial instrumentsat
December31, 2001:

Carrying Fair
Value Value
Senior credit facility term debt — tranche A $ 150,000 $ 150,000
Senior credit facility term debt — tranche B 150,000 150,000
Senior credit facility term debt — tranche C 135,000 135,000
9 3/8% senior subordinated notes due 2009 150,000 148,500
13% senior discount debentures due 2011 14,647 21,212
Interest Rate Swap Agreement — 11,437
Capital leases and other long-term obligations 11,603 11,603

$ 611,250 $ 627,752

The following table summarizes the Company’s carrying valuesand fair valuesof the debt components of its financia instrumentsat
December31, 2000:

Carrying Fair
Vaue Vaue
Senior credit facility term debt — tranche A $ 150000 $ 150,000
Senior credit facility term debt — tranche B 150,000 150,000
Senior credit facility term debt— tranche C 135,000 135,000
9 3/8% senior subordinated notes due 2009 150,000 126,375
13% senior discount debentures due 2011 14,363 21,665
Interest Rate Swap Agreement — (1,243)
Capital leases and other long-term obligations 14,641 14,641

$ 614004 $ 596,438
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19. COMMITMENTS AND CONTINGENCIES

The Company isinvolved in variousclaims, legal actions and regulatory proceedings arising in the ordinary course of business. In the opinion
of management, the ultimate disposition of these matterswill not have a material adverse effect on the Company’s consolidated financial
position, results of operations or cash flows.

A classaction lawsuit was filed against the Company on March14, 2001. The litigation alleges various contract and tort claims concerning the
Company’ s decision to terminate its Infinite Minutes long distance plan. Although the Company believes this suit iswithout merit and intends
to vigorously defend its position, it isimpossibleto determine at thistime the actual number of plaintiffsor the claimsthat will actually
continue to be in dispute.

In December 2001, the Company entered into amaterial contract with the State of Alaskato provide it with comprehensive telecommunications
services for aperiod of five years. This contract obligates the Company to, among other things, provide on the state’ s behalf customer premise
equipment and other capital assets which the Company believes will range between $25,000 and $30,000 over theterm of the agreement,
including $20,000 to $25,000 during 2002. The Company intends to fund this commitment with cash on hand and cash flow from operations.

The Company has entered into an agreement with a third party to provide to that party a financing commitment for an amount ranging from
$10,000 to $15,000, contingent upon the third party achieving certain abjectives. Such financing would be provided in theform of an unsecured
loan. The Company believes such financing may occur during 2002 and it intends to fund it with cash on hand and cash flow from operations.

20. PARENT COMPANY FINANCIAL INFORMATION

The Company’ s senior credit facility containsa number of restrictive covenants and events of default, including covenants limiting the
Company’ s subsidiaries from making certain loans, advances and paymentsto ACS Group. Condensed financial information of Alaska
Communications Systems Group, Inc. asof December31, 2001 and 2000, and therelated consolidated statements of operations, and
stockholders' equity for each of the three yearsin the period ended December31, 2001 is presented and should be read in conjunction with the
consolidated financia statements and the notesthereto:

Balance Sheets 2001 2000
Assets:
Investments $ 222507 $ 231,153
Other assets 447 495
Total Assets $ 222954 $ 231,648
Liabilities:
Current ligbilities 2,507 1,622
Long-term debt, net of current portion 14,931 14,646
Total Liabilities 17,438 16,268
Shareholders' equity:
Common stock 332 330
Treasury stock (9,735) (9,735)
Paid in capital in excess of par value 276,840 275,468
Accumulated deficit (61,921 ) (50,683 )
Total Shareholders' equity 205,516 215,380
Total Liabilities and shareholders equity $ 222954 $ 231,648
F-30
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20. PARENT COMPANY FINANCIAL INFORMATION (CONTINUED)

2001 2000 1999
Statement of Operations
Equity in undistributed income of subsidiaries $ (8646) $ (25653)% (20,701)
Interest expense (2,592 ) (2,601 ) (2,207 )
Interest income — 3,049 597
Loss before extraordinary item (11,238 ) (25,205 ) (22,211 )
Extraordinary item — — (3,267 )
Net loss $ (11,238) $ (25205) $  (25478)
2001 2000 1999
Statement of Cash Flows
Net cash flowsfrom operating activities $ (1374)$ (95340) $ 94,115
Cash flows frominvesting activities -
Costs of acquisitions, net of cash received — — (281,097 )
Cash flows from financing activities:
Proceeds fromthe issuance of long-term debt — — 23,670
Repayments of long-term debt — — (9,321 )
I ssuance of common stock and warrants 1,374 2,352 266,507
Debt issuance costs — — (886 )
Dividends — 9,735 —
Repurchase of treasury stock — (9,735) —
Net cash flowsprovided (used)by financing activities 1,374 2,352 279,970
Increase (decrease)in cash — (92,988 ) 92,988
Cash and cash equivalents, beginning of year — 92,988 —
Cash and cash equivalents, end of year $ — 3 — 3 92,988

21. CONSOLIDATED QUARTERLY OPERATING INFORMATION (UNAUDITED)

Quarterly Financial Data

First Second Third Fourth

Quarter Quarter Quarter Quarter
2001
Operating revenues $ 81234 $ 81,743 $ 82820 $ 85882
Operating income 10,033 11,638 12,209 11,648
Net loss (4,869 ) (2,804 ) (1,399) (2,166 )
Loss per share — basic and diluted: (0.15) (0.09) (0.04) (0.07)
2000
Operating revenues $ 78226 $ 80,728 $ 74,866 $ 79173
Operating income 11,234 11,949 3,326 6,422
Net loss (3,138) (2,696 ) (10,876 ) (8,495 )
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L oss per share — basic and diluted: (0.10) (0.08) (0.33) (0.26 )
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21. CONSOLIDATED QUARTERLY OPERATING INFORMATION (UNAUDITED) (Continued)

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter
1999
Operating revenues $— $ 38282 $ 75540 $ 79323
Operating income — 2,374 10,602 3,311
Loss from continuing operations — (5,746 ) (4,914) (11,551 )
Extraordinary item — — — (3,267 )
Net loss — (5,746 ) (4,914) (14,818 )
Loss per share — basic and diluted:
Net loss before extraordinary  — (0.29) (0.23) (043)
item
Extraordinary item — — — (0.12)
Net loss — (0.29) (0.23) (0.55)

The Company had no operations prior to the acquisitions of Alaska Communications Systems Holdings, Inc., CenturyTel’s Alaska Properties,
and ATU on May14, 1999. Fourth quarter operating incomefor 1999 included stock based compensation expense of $6,145.
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Balance at Charged to Charged to Balance at
Beginning costs and other End
Description of Period expenses accounts (1) Deductions (2) of Period

2001 Allowancefor doubtful $ 9,831 $ 4,932 $ 1576 $ 11,395 $ 4,944
accounts
2000 Allowancefor doubtful $ 5,203 $ 7,839 $ 751 $ 3962 $ 9831
accounts
1999 Allowancefor doubtful $ — $ 1,130 $ 4,798 $ 725 $ 5,203
accounts

(1) Represents theallowance for doubtful accounts at the date of acquisition, and reserve for accounts receivable collected on thebehalf of
others.

(2) Represents credit losses written off during the period, less collection of amounts previously written off.
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COMPREHENSIVE TELECOMMUNICATIONS SERVICE AGREEMENT NUMBER 99-123-A

This COMPREHENSIVE TELECOMMUNICATIONS SERVICE AGREEMENT is entered into as of the Contract Signing Date, by and
between ALASKA COMMUNICATIONS SYSTEMS GROUP, INC., a Delaware corporation, with corporate offices at 510 L Street, Suite
500, Anchorage, Alaska 99501, and the STATE OF ALASKA.

1. BACKGROUND AND PURPOSE

WHEREAS, the State relies upon telecommunications as a key means to facilitate the delivery of basic government servicesto itswidely
dispersed citizenry; in a state where citiesand villages are isolated by foreboding terrain; whereonly 44 of the State's 277 communitiesare
connected by roadways, only 30 percent of which are paved; and where harsh winter weather conditions routinely cut off communitiesfrom air,
sea, and land transportation; reliable cost-effective telecommunications are not a convenience -- reliable cost-effective telecommunications are
anecessity; and

WHEREAS, the Stateis seeking to develop communications solutions utilizing new and existing technologies to increase the efficiency and
productivity of State business operations, and to improve access to State servicesfor the public; and

WHEREAS, the Stateis seeking to secure telecommunications services statewide through a single contract; and

WHEREAS, the Partiesrecognize that the State of Alaskaiscomprised of the executive, judicial, and legislative branchesof government as
well as other public entities, including the University of Alaska, that have been afforded, by state law, various attributes of a separate legal
existence from the State of Alaska and that certain branches of government and public entities, as identified in this Agreement, have agreed, in
whole or in part, to cooperatively participate in this Agreement to implement a Statewi de telecommunications partnering plan and that such
cooperative participation has been determined by each to be in their respective best interests; and

WHEREAS, ACS and its Affiliatesare major providers of telecommunications services in Alaska, withvast experience and a proven record of
providing telecommunications services to all Alaskans fromisolated rural communities to sophisticated world-wide organizations; and

WHEREAS, ACS is seeking to Partner with the State and be the primary provider of telecommunications services to the State; and

WHEREAS, ACS agrees that support and further deployment of high speed, advanced tel ecommunicationsisimportant to Alaskafor the
delivery of government services, especidly in rural communities; and
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WHEREAS, ACS agrees that local support isimportant to the delivery of the Services described herein and agrees to utilize local support when
feasible; and

WHEREAS, ACS shall deliver high-quality, value-added servicesthat assist the State in effectively utilizing telecommunicationsto increase the
efficiency and productivity of State business operations and to enhance the quality and value of the State's services to its citizens; and

WHEREAS, the Parties recognize theimportance of areliable mobile communication system to the State and the people of Alaska. ACS will

deliver, through this Agreement, an ever-increasing array of mobile, satellite and cellular/wireless voice and messaging systems to the State and
commitsto improving the quality and coverage of these Services as described herein; and

WHEREAS, ACS will deliver the Services described in thisAgreement over the State's existing microwave (SATS) and satellite facilities
wherever practical and feasible. The Parties consider the SATS and satellite infrastructure as critical parts of the State's Enterprise network and

will actively pursue waysto increase theuse, reliability and cost effectiveness of these important State assets, especially in under-served or
unserved areas of Alaska; and

WHEREAS, ACS is committed to training its employees and the employeesof the State to usethe Services and technology provided in the
most effective and efficient manner. ACS is committed to working with the State and institutions of higher learning in the State of Alaskato
deliver training in themost effective and efficient way possible; and

WHEREAS, ACS recognizes the nature of delivering Services for the State, where security, privacy, SoL, and property are serious and sobering
aspects to be mindful of when providing and delivering those Services. ACS is committed to working with the State to deal with these
conditions and others as described, using the most prudent and conscientious methods possible.

NOW, THEREFORE, for good and valuable consideration, the Parties agree asfollows:

2. SCOPE OF SERVICES

2.1 GENERAL DESCRIPTION OF SERVICES

Pursuant to theterms and conditions of this Agreement, Provider shall provide the Services as set forth in the following Service Bundles:

2
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BUNDLE 1-- WIRED TELEPHONY SERVICES
Provider shall provide the wired telephony services set forth in Schedule A.4.
BUNDLE 2-- DATANETWORK SERVICES

Provider shall provide the data network services set forth in Schedule
A.5.

BUNDLE 3 -- VIDEO CONFERENCING SERVICES

Provider shall provide the video conferencing services set forth in Schedule A.6.
BUNDLE 4-- PAGING SERVICES
Provider shall provide the paging services set forthin Schedule A.7.
BUNDLE 5-- CELLULAR TELECOMMUNICATIONS SERVICES

Provider shall provide the cellular telecommunications services set forthin Schedule A.8.

BUNDLE 6 -- SATELLITE BROADCAST SERVICES
Provider shall provide the satellite broadcast services set forth in Schedule A.9.

BUNDLE 7-- END-USER SUPPORT SERVICES
Provider shall provide the End-User support services set forth in Schedule A.10.
BUNDLE 8 -- SATSMICROWAVE MAINTENANCE AND REPAIR

Provider shall provide the SATS microwave maintenance and repair servicesset forthin Schedule A.11.

BUNDLE 9 -- SATELLITE TELEPHONY SERVICES
Provider shall provide the satellite telephony services set forth in Schedule A.12.

BUNDLE 10 -- SATELLITE EARTH-STATION MAINTENANCE AND REPAIR

Provider shall provide the satellite earth-station maintenance and repair services set forth in Schedule A.13.
2.1.1 GROUPINGS OF SERVICES
The Servicesto be provided by Provider under the termsof this Agreement are categorized by "Bundles’ "Elements' and "Units." By way of
example, wired telephony services have been grouped together in Service Bundle
1. Wired telephony service is made up of a number of Service Elements, including telephones, voice mail, long distance, and audio
teleconferencing. The Services provided in Service Bundle 1 can be further broken downinto each individual Service Unit (i.e., each telephone,

minute of long distance, and voice mailbox). The following chart illustrates the categorization of Services.

3
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[FLOW CHART ILLUSTRATING CATEGORIZATION OF SERVICES]
2.1.2 RESOURCE OPTIONS

In addition to the resources included in and specific to the Service Bundles described above, the Parties may agree to utilize certain other
telecommunications resources, subject to the limitations indicated in the specific resource option descriptions set forthin SchedulesA.14 -
A.16. The additional resources are made available on an optional basis. Provider or the Affiliates may utilize these resources, at Provider's
option, to provide Services to the State or, withinthe limitations set forth below and with the State's approval and concurrence, to provide
additional services to the State or other customers. The specific telecommunications resources are bundled as follows:

- RESOURCE OPTION A--SATELLITEEARTH-STATION ACCESS--Satellite Down-Link Receive Capacity.

- RESOURCE OPTION B--STATE OF ALASKA TELECOMMUNICATIONS SYSTEM (SATS)
MICROWAVE SITE ACCESS--Access to SATS Site Hardscape and Hotel Services.

- RESOURCE OPTION C--STATE OF ALASKA TELECOMMUNICATIONS SYSTEM (SATS)
MICROWAVE EXCESS BANDWIDTH ACCESS--Accessto Excess Transport Capacity onthe SATS Microwave Backbone.

2.1.3 PROVISION OF SERVICESTO THE DEPARTMENTS

Provider will supply Servicesto the Departments. Provider acknowledgesthat existing statutes permit the Department of Military and Veteran
Affairs, an executive branch agency, to independently supplement telecommunications services in the event of a Disaster. Other Departments
that are to receive Servicesin accordance withthe terms of this Agreement after the Contract Signing Date shall be identified and added to this
Agreement through a Work Order. A request by a Department to discontinue receiving Services under the termsof this Agreement as a
"Department” shall be made through an amendment pursuant to

Section 28.6. Notwithstanding the foregoing, the State shall give Provider reasonable advance notice of material changes in the number of
End-Users
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within each Department or expected volumes of Service as soon as practicable after the State becomes aware of such changes.

2.2 TIMETABLE FOR THE PROVISION OF SERVICES

The provision of Servicesby Provider shall be implemented in three (3) phases as set forth in the following timetable:
[FLOW CHART ILLUSTRATING TIMETABLE]

Attached as Schedule A.3 isatable listing Milestones and Deliverablesand the target start and completion dates for each Milestone and
Deliverable.

2.2.1 RAMP-UP PERIOD

During the Ramp-Up Period, no Services shall be provided by Provider to the State unless otherwise agreed hereunder. Commencing on the
Contract Signing Date, Provider shall undertake preparations for implementing the Transition Plan. During the Ramp-Up Period, the State shall
provide Provider with reasonable access to the Managed Assets, the Purchased Assets, and the Designated Employees, but solely for the
purpose of reasonably assisting and cooperating with Provider in the preparation of the Transition Plan.

2.2.1.1 TECHNOLOGY INITIATIVES AND CURRENT PROJECTS

Provider will assumeresponsibility for the Current Projects described in Schedule J.1 on the Effective Date or asotherwise agreed between the
Parties. A writtenimplementation plan, subject to the State's approval, for the completion of the Current Projects will be included in the
Transition Plan. Provider shall provide the continuing and uninterrupted development and implementation of all the Current Projects in
accordance withthe written implementation plan.

In addition to the Current Projects, certain Departments are pursuing the Technology Initiatives identified in Schedule J.2, which may require
Servicesthat areprovided under thisAgreement. Although Provider is not responsible for these Technology Initiatives, Provider agrees to
provide Services associated with the Technology Initiatives identified in Schedule J.2 in accordance with theterms of thisAgreement.

5
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2.2.2 TRANSITION

Commencing on the Effective Date, Provider shall implement the Transition Plan. The transition shall include the complete and timely
performance by Provider of all of the requirements set forth in the Transition Plan, and shall be accomplished by Provider in such a manner as
to have no material adverse effect upon the telecommuni cations services being utilized by any Department. Until suchtime as Provider has
completely transitioned the Services, Provider will support the State's current systemsand provide network management services. In this regard,
Provider isto (i) assume full management responsibility and provide all Services and support to the State; (ii) be responsible for the proper and
orderly functioning of all Managed Assets in accordance with the terms of this Agreement; (iii) meet the requirements of the SLAs by the
applicable Cutover Date in accordance with the terms of this Agreement, and (iv) develop the Transformation Plan.

2.2.3 TRANSFORMATION

Commencing on the Final Cutover Date, Provider shall implement the Transformation Plan after receiving State approval of the Plan. As
transformed, the Services will include a statewide network infrastructure that supports voice, data and video communications services, including
advanced voice and data network management capabilities and communications features, to achieve: (i) greater levels of performance, (ii)
statewide connectivity between and among all Departments, and (iii) optimum network resource and bandwidth management. Provider will
implement the transformed infrastructure such that it is consistent with and supports the State's business objectives, including the following:

RELIABILITY --protect and improvethe quality and dependability of both routineand critical SoL telecommunications.

PRODUCTIVITY/EFFICIENCIES--facilitate the development and/or delivery of Servicesthat will increase the productivity and effectiveness
of End-Users.

PUBLIC ACCESSIBILITY --facilitate the ability to deliver services at locations that are more convenient for the public, including their homes
or businesses via the internet. Such services may include permits, data retrieval, licensing, general information, etc.

BUSINESS PARTNERS--facilitate the ability to inter-work with the networks, data, and applications of community business partners.

COST MANAGEMENT--minimize the cost of delivering services both internally and externally to the public, as well as reduce State
administration costs.

IMPROVED RURAL COMMUNICATIONS--where possible, leverage investments in the infrastructure required to meet the State's needs to
also improve general access to quality telecommunications services throughout the State.

6
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UNIVERSAL AVAILABILITY --the infrastructure should facilitate connections to every Department and End-User. This should also include
remote accessibility for telecommuting and internet access.

OPEN PLATFORM--technical compatibility among equipment must be assured. The infrastructure must be standards based, and be capable of
being connected to other private and public networks and equipment.

FLEXIBLE BANDWIDTH ALLOCATION--available capacity beyond current demand, ensuring that access will not be denied for capacity
reasons. There should also be the ability to easily allocate the appropriate capacity to End-Users (i.e., bandwidth on demand). Furthermore, the
State should not bear undue cost burdens associated with unutilized capacity--bandwidth should expand and contract as required to meet the
State's needs.

EFFECTIVE NETWORK MANAGEMENT--provide monitoring tools and planning mechanismsto enable State telecommunications
professionals to proactively manage both the demand and supply sides of the telecommunications environment.

SECURITY --facilitate the necessary technologies and protocols that ensure the security and confidentiality of Stateinformation, including
personal information, personnel records, medical records, criminal records, public safety data, motor vehicle records, and proprietary
management reports.

2.3 CAPITAL INFUSION

Based on the State's long-term commitment to Provider, Provider will fund investments in the State's infrastructure in connection with the
Services. Such investments arelisted in the Pricing Matrices in Schedule B. Except as otherwise provided in this Agreement, all such
investments shall, for purposes of the State's rights upon Disentanglement, pursuant to Section 16, be capitalized, accounted for, and
depreciated by Provider, without regard to the actual method of acquisition (i.e., whether by purchase, lease, or other method of financing).

2.3.1 WIRING AND LAN INFRASTRUCTURE INVESTMENT

Provider shall make a capital investment for upgrades to wiring and LAN infrastructure in State Facilities that arerequired to support the
Transformed Services in the maximum amount of $3,420,000. Such investment will be alocated in a manner jointly agreed to by the Parties in
the Transformation Plan. Provider shall keep complete records of expenses that fall under thisinvestment to facilitate verification by the State
that the investment wasexpended in accordance with the approved Transformation Plan.

7
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2.3.2 SATSIMPROVEMENT INVESTMENT

Asmore fully described in Schedule A.11 (Service Bundle 8), Provider shall make a capital investment in the amount of $2,800,000 for SATS
microwave maintenance and repair work identified in Schedule C to thisAgreement during the Term. The work will be initially scheduled in
the Transition Plan and modified through the Change Management process described in Section 4 of this Agreement.

24 SLAs

Except as otherwise specified in thisAgreement, Provider shall performall Servicesin accordance withthe SLASs set forth in Schedule E.2 to
this Agreement.

2.4.1 NEW SLAs AND PROPOSED MODIFICATIONS TO EXISTING SLAs

Provider shall continuously evaluate ways to improve performance and shall recommend improvementsin the SLAs to the Management
Committee, along with any impact on cost. Recommendations for improvements to SLAs by Provider should be based upon advances in
available technology and methods that are suitable for usein performing the Services, the increased capabilities of any hardware or software
acquired for use by the State, changesin the operations and environment of the Departments, and other changes in circumstances. All new
SLAs, as well asproposed modifications to existing SLAS, shall be developed in thefollowing manner:

2.4.1.1 The service level requirements of specific Departments shall be determined by representatives of the Parties conducting periodic
meetings with the designated State representative for each Department. The means of gathering such Department data shall be detailed in the
Communications Plan, which shall be contained in the Standards and Procedures Manual.

2.4.1.2 The Account Manager and the Project Director shall meet at least once monthly during the Transition Period and Transformation
Period, and at least twice yearly thereafter, to address the SLASs.

2.4.1.3 Upon initiation by either or both the Account Manager and the Project Director, proposed new or modified SLAs shall be submitted to
the Management Committee at its next regularly scheduled meeting (except where the urgency of the request requires thecalling of a special
meeting) for review and approval.

2.4.1.4 The Management Committee shall review and discuss theexisting SLAs and proposed new SLAs from timeto time as set forth in
Section 11, but not less frequently than once during each Contract Y ear after the Transformation Period. After such review, the Management
Committee shall makeaformal recommendation asto whether a proposed SLA modification or new SLA istechnologically feasible. As to any
new or modified SLA that is determined to be technologically feasible by the Management Committee, either party may propose that such SLA
be adopted by the Parties through the Work Order process described in Section 10, provided however, that a

8
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new or modified SLA accepted through a Work Order shall be implemented in accordance with Section 28.6.
2.4.2 SLA MEASUREMENT AND REPORTING

Provider shall measure and report performance as reguired by Schedule E.2. Provider shall meet withthe Project Director according to the
schedule established by the Management Committee to review Provider's actual performance against the SLAS.

2.4.3 ROOT-CAUSE ANALYSIS

Promptly, and in no event later thanfive (5) days after Provider's discovery of, or, if earlier, Provider's receipt of a notice from the State
regarding a Failure, Provider shall: (A) perform aroot-cause anaysisto identify the cause of such Failure; (B) correct such Failure using best
efforts (regardless of whether caused by Provider); and (C) provide the State with a written report detailing the cause of, and procedure for
correcting, such Failure.

2.4.4 CORRECTION OR RESOLUTION OF SERVICE OR MISSION CRITICAL SLA FAILURE

Upon completion of theroot-cause analysis, the correction of a Failurerelating to a Service or Mission Critical Service shall be performed
entirely at Provider's expense, unlessit has been determined, by mutual agreement of the Parties or through the dispute-resolution process
specified in Section 25, that the State (or its subcontractor, agent, or athird-party provider provided by the State and not managed by Provider)
was the predominant contributing cause of the Failure and Provider could not have continued to provide Servicesin accordance with the
affected SLA without expending a material amount of additional time or cost. In such an event: (i) Provider shall be entitled to temporary relief
from its obligation to timely comply with the affected SLA, but only to the extent and for the duration so affected; and (ii) the State shall
reimburse Provider for Provider's expensesto correct such Failure. For purposes hereof, the preexisting condition of the State's properties and
systems shall not be deemed acontributing cause of any Failure.

2.5 SOLE PROVIDER OF SERVICES
Except to the extent set forth below, Provider shall be the sole provider of the Servicesto the State.

Nothing herein shall prevent the State from obtaining the following Services or services, from itself or any other provider during the Term, and
thereby relieving Provider of responsibility for providing such Services or services:

(a) any of the Servicesthat are required, pursuant to applicable federal or State law, rules, regulations, or policies in effect from timeto time, to
be provided by the State or performed by a provider other than, or in addition to, Provider;

9
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(b) any telecommunications services or Services procured as part of alarger effort that is not primarily for telecommunications services, or as
otherwise mutually agreed; and

(c) communications support to local entities, including the provision of EMS communications backbone systems, and assistance with purchase
of radios, mobile satellite telephones, or other essential SoL. communications services and equipment for the provision of essential life saving
emergency services. The Parties recognize that the State presently possesses and utilizes some number of Inmarsat terminalsor other

technol ogies for emergency and public safety purposes.

2.6 SERVICE COMPATIBILITY

Provider shall ensure that, asof the applicable Cutover Dates, the Resources areintegrated and interfaced and fully compatible withthe
Third-Party Resources that are being provided to the State asto functionality, speed, service levels, interconnectivity, reliability, availability,
performance, response times and other similar measures. Provider shall be responsible for developing or modifying interfacesin order for the
Resourcesto be successfully integrated and compatible with Third-Party Resources. The State shall use its best efforts to require the providers
of Third-Party Resourcesto cooperate with Provider in this effort.

2.6.1 COOPERATION WITH THIRD-PARTY SERVICE PROVIDERS

At all times during the Term, Provider shall cooperate with third-party service providers of the State to coordinate the provision of Services
with the services and systems of such third-party service providers. Such cooperation shall include, subject to confidentiality requirements set
forth in Section 21, providing reasonable assistance, information access, and support servicesto such third-party providers.

2.6.2 DISPUTES OVER SERVICE COMPATIBILITY

In theevent of any Dispute as to whether a particular Failure, defect, malfunction, or other difficulty wascaused by Provider Services and
Resources or by the services and Third-Party Resources provided by athird-party provider, Provider shall be responsible for correcting such
Failure, defect, malfunction, or difficulty, at itscost, except to the extent that Provider can demonstrate to the State's satisfaction, by means of a
root-cause analysis, that (i) the cause was not a Service or Resource, or (ii) the cause was a device connected to Provider's Network that was not
FCC type accepted. In such case, the responsible third-party service provider shall be responsible for the costs associated with correcting the
defect, malfunction, or difficulty. However, Provider will cooperate fully in determining the underlying cause and identifying a solution.

10
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2.6.3 SLA IMPACT DUE TO THIRD-PARTY PROVIDER SERVICESOR SYSTEMS

If, intheopinion of Provider, theservices and Third Party Resources of any third-party service provider has altereda SLA or will ater aSLA
or create conditions which will materially or substantially impair Provider's ability to performits duties under this Agreement, Provider shall
notify the Project Director in writing of the apparent conflict. The Project Director shall respond in writing withinten (10) days to any
document advising of a conflict provided under thisSection. The Project Director shall: (1) require such third-party serviceprovider to ater its
services or systems to eliminate the conflict; (2) propose to Provider an amendment or modification to this Agreement to eliminate the conflict;
or (3) if he/shedisagrees that a conflict exists, set forth the basisfor that conclusion. Any modifications to this Agreement must conform with
the procedures set forthin Section 28.6. Inthe event that Provider and State disagree on either the existence of a conflict or a methodology for
resolving a conflict, thematter shall be resolved pursuant to the dispute resolution procedures set forth in Section 25 of this Agreement.

3. THIRD-PARTY CONTRACTS
3.1 LEASES, CONTRACTS, AND SOFTWARE LICENSES ASSIGNED TO PROVIDER

Subject to the State obtaining any Required Consents, the Parties shall enter into assignment and assumption agreements as to the Assigned
Leases andthe Assigned Contracts. Provider shall assumeresponsibility for, and shall perform, all obligations of the State under the Assigned
Leases and Assigned Contracts, including payment of all related expenses and maintenancefees, to be performed after the effective dates of
such assignment and assumption agreements, and shall indemnify, defend, protect and hold harmless the State with respect to all such
obligations.

3.2 LEASES AND CONTRACTS MANAGED BY PROVIDER

Asof the Cutover Date for the applicable Service, subject to the State obtaining any Required Consents, Provider shall assumeresponsibility
for, and perform al managementand administrative obligationsfor the Managed Assetsto be performed on or after the Cutover Date. Provider
will not take any actionthat would cause the State to be in breach of any Managed Contract or Managed L ease. With respect to Managed
Contracts and Managed L eases, Provider will take over responsibility for al payment obligations, including all related fees, expenses, and
maintenance, and Provider shall invoice the State for such expensesin accordance with Section 9 of this Agreement.

3.2.1 TERMINATION OF MANAGED ASSETS

Provider may, from time to time, to the extent permitted by the applicable third-party contract or agreement, request that the State cooperatein
the termination of any Managed L ease or Managed Contract.

11
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4. SERVICE MANAGEMENT

Service Management processeswill be conducted fromthe Service Center, and shall include six integrated disciplines: Configuration
Management, Fault Management, Accounting, Performance Management, Security, and Planning. Activities undertaken within each of these
disciplines shall take into account the effects or potential effects on the other disciplines. The specific manner in which thisis done shall be
detailed in the Standards and Procedures Manual.

4.1 STANDARDS AND PROCEDURES MANUAL
4.1.1 DEVELOPMENT OF MANUAL

Prior to the Effective Date, Provider will deliver an outline of the Standards and Procedures Manual to the State for itsreview, comment, and
approval. Within ninety (90) days after the Effective Date, Provider shall deliver a draft Standards and Procedures Manual consistent with the
approved outline to the State for its review, comment, and approval. The State shall promptly respond to thedraft and Provider shall
incorporate al appropriate comments or suggestionsof the State and shall finalize the Standards and Procedures Manual within one hundred
eighty (180) days after the Effective Date. Provider shall periodically (but not less often than quarterly) update the Standardsand Procedures
Manual to reflect changes in the operations or procedures described therein. Updates of the Standards and Procedures Manual shall be provided
to the Management Committee for review and approval. The Standards and Procedures Manual will be available to the End-Users electronically
in amanner agreed to between the State and Provider.

4.1.2 CONTENT OF MANUAL

The Standards and Procedures Manual shall describe, with respect to the Services, the equipment and software being used and to be used and
the documentation (including, e.g., operations manuals, user guides, specifications) of thedetails of such activities. The Standards and
Procedures Manual shall describe the activities Provider shall undertake in order to provide the Services, including, where appropriate,
direction, supervision, monitoring, staffing, quality assurance, reporting, planning, oversight activities, acceptance test plans, and other matters
as described in this Agreement. The Standards and Procedures Manual shall describein detail the systems, processes, and technologies to be
used to fulfill Provider's Service Management obligations. The Standards and Procedures Manual shall in no event be interpreted so as to
relieve Provider of any of its performance obligations under this Agreement.

4.2 CONFIGURATION MANAGEMENT

The goal of Configuration Management shall be to exert control over the hardware and software configuration of the Network. Provider will, to
the greatest extent possible and with the cooperation of the State, inventory and sampleal Service Elements, for the purposes of optimal
Configuration Management across the Network. Provider will coordinate all Configuration Management activities through the centralized
Change Management system, as described in this Section, organized withinthe Service
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Center, including Service provisioning, MACs, and Network element configuration, archives, restoration, and hardware and firmwarerevision
maintenance. Proactive maintenance activitieswill be considered part of Configuration Management processes in the Service Center. Schedules
for current and anticipated Configuration Management activities will be provided to the State on a monthly basis. Configuration Management
processes and procedures will be described in detail in the Standards and Procedures Manual.

4.2.1 CHANGE MANAGEMENT

The mission of Change Management isto assist the Statein accomplishing technological change without disruption. Change Management is
provided through the Service Center. The Parties recognize that Change Management will take place in an atmosphere of Partnership. All
changeswill be implemented and coordinated with all other Service Management disciplines. Change Management will address both process
issues and technology (hardware/software) issues. As appropriate, changes will be managed along a spectrum of control points ranging from
automated approval to full project-level review. The Parties envision three basic categories of changeswith Change Management: routine,
project, and emergency. The Parties will work, as part of devel oping this Change Management procedure, to identify expectations with regard
to cycle time, and the degree of oversight the State wishesto exercise in each of these categories. Prior to the Effective Date, Provider shall
develop a Change Management procedure, subject to the State's review and approval. Such Change Management procedure shall be
incorporated into the Standards and Procedures Manual.

4.2.1.1 TECHNOLOGY REFRESH SERVICES

Provider shall provide the Technology Refresh Services throughout the Term. Infulfilling its obligation to perform Technology Refresh
Services, Provider shall provide the State with new assetsor factory-reconditioned assets that are of a quality equal to or better than theoriginal
equipment specifications. Provider shall also provide such upgrades and replacements in accordance with manufacturer'srecommendations at
no additional cost to the State in accordance with Change Management in Section 4.2.1.

Provider will implement technology refresh through the Service Center. With respect to Managed Assets, the Technology Refresh Services will
involve checking with each manufacturer regarding software, firmware, and hardware upgrades. Where upgrades are covered by existing
maintenance contracts or warranties, Provider will propose to the State that upgrades be implemented assoon as reasonably practicable. Where
upgrades involve new costs, not includedin Provider's pricing, then Provider will describe and the State will evaluate the upgrade features,
benefits, and risks and may issue a Work Order.

4.2.2 ASSET MANAGEMENT

No later then the Effective Date, Provider will establish and maintain an asset management and control function for the State, with Provider's
primary role being to determine what tel ecommunications resources are needed to satisfy the State's
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requirements and SLAS, acquire those Resources, and maintain an accurate inventory of the Resources and Managed Assets in the Service
Center. The initia inventory of Managed Assetsisidentified in Schedule C.

4.2.2.1 TRANSITION OF MANAGED ASSETS

On the applicable Cutover Dates, Provider shall assume management and control over al of the Managed Assets. Provider shall have primary
responsibility for al care and management, and shall ensure the maintenance, of the Managed Assetsin accordance with theterms of this
Agreement.

4.2.2.2 TRANSITION OF PURCHASED ASSETS

(a) Subject to the provisions of Service Bundles 1 and 4, if assets are to be purchased by Provider, the State shall sell to Provider, and Provider
shall buy from the State, "AS 1S, WHERE |S" and without any express or implied warrantiesof any kind other than awarranty of title, al of the
State'sright, title, and interest in and to the Purchased Assets. Notwithstanding the foregoing, the State will pass through to Provider, to the
extent permitted at no cost by each third-party from whom the State procured any Purchased Asset, or the manufacturer thereof, the distributor
or manufacturer warranties associated withthe Purchased Assets, if any. The State will enter into a bill of sale relating to Provider's purchase of
the Purchased Assets. The purchase price for the Purchased Assetswill be as agreed between the Parties, but in any case, the purchase price
will not be below fair market value.

(b) The Parties acknowledge that during the period between the Contract Signing Date and the Final Cutover Date, the State may acquire
Interim Assets. During such period, the State will advise Provider of all pertinent information with respect to al Interim Assets. For a ninety
(90) day period commencing on any applicable Cutover Date, Provider shall have the right to use and the option to purchase any or al of the
Interim Assets. If Provider electsto use an Interim Asset during such ninety (90) day period to provide the Services, such Interim Asset shall be
deemed to be a Managed Asset until the earliest of: (i) ninety (90) days after the applicable Cutover Date; (ii) the date that Provider specifies to
the State as the date on which it will no longer use such Interim Asset; or (iii) the date on which Provider purchases such Interim Asset.
Provider will have the option, exercisable fromtime to time within ninety (90) days of any applicable Cutover Date, to purchase at its then fair
market value any Interim Asset that Provider isusing to provide the Services, asmutually agreed by Provider and the State. An Interim Asset
purchased by Provider pursuant to this Section will thereafter be deemed to be a Purchased Asset.

4.2.2.3 PROVIDER RESPONSIBILITIES FOR ASSETS

Provider shall be liable for loss of or damageto the Managed Assets, the Purchased Assets, or any other assets used by Provider or its
Subcontractors in the performance of thisAgreement as aresult of Provider's negligence or willful misconduct or loss or damage from an event
covered by Provider'sinsurance required under Section 18. Provider shall ensure that the assetsused in providing the Services shall be properly
maintained and protected, normal wear and tear excepted, throughout the Term and shall
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be insured in accordance with the requirements of Section 18 of this Agreement. With respect to the Managed Assets, Provider will assist the
Statein the procurement thereof, and will install and implement the Managed Assets asrequired to provide the Services.

4.3 FAULT MANAGEMENT

Fault Management involves the process of monitoring trapsand alarms on all service providing elements and linksin order to allow for
sectionalization, identification, andresolution of aproblem with the delivery of Services. With respect to each of the Service Bundles, Fault
Management is described in Schedule A.

4.4 ACCOUNTING

Accounting functions are as described in Sections 9 and 19 of thisAgreement.

4.5 PERFORMANCE MANAGEMENT

Performance Management involves the process of ensuring that the Network is meeting the SLAS as described in Section 2.4 of this Agreement
and Schedule E to this Agreement.

4.6 SECURITY
Security is described in Section 13 of this Agreement and Schedule M.
4.7 PLANNING

Planning involves ensuring that adequate resources for further demand are anticipated and that plansare in place to address the resource needs
of thenetwork as it will be configured in the future.

5. HUMAN RESOURCES
5.1 TREATMENT OF DESIGNATED AND TRANSITIONED EMPLOYEES

Provider will comply with theterms of theletter of agreement contained in Schedule D.1. After the Contract Signing Date, Provider may make
offers of employmentto all Designated Employees. All offers will be made in writing and will consider individual employees then current job

duties, knowledge, skills and abilitiesin light of Provider business requirements. At a minimum, written offerswill include information on job

classification duties, compensation, benefits, and union affiliation requirements, if any. Designated Employeeswill have thirty (30) days from

the receipt of Provider's offer of employment to accept or reject the offer. Offers of employment, while pending, will
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not affect any Designated Employees status as an employee of the State. A Transitioned Employee's employment with Provider will become
effective on a date mutually agreed to among the State, Provider, and the Transitioned Employeeafter receipt by Provider of awritten
acceptance of the offer of employment. No Transitioned Employee will be required to sign a non-competition clause that requiresthe
Transitioned Employee to agree not to work for the State asan employee.

The State will provide to Designated Employeesthe option of transferring to a State position performing work outside of the scope of this
Agreement. If those Designated Employeeselect to participate in State-approved training programs related to the employees new duties,
Provider will be charged up to $5,000.00 for expensesrelated to the training for each such employee who successfully completes such training.
The State will provide sufficient documentation of the training expenses for which Provider isresponsible.

5.2 STATE EMPLOYEES

Provider will direct the work of State Employeesand the following provisions will apply to such State Employees:

5.2.1 The termsand conditions of a State Employee's employmentwill be determined by therelevant collective bargaining agreement in effect
on the Effective Date, as it may be amended thereafter, and by theterms of any successor collective bargaining agreement.

5.2.2 Management of State Employees by Provider will begin on the Effective Date.

5.2.3 Provider will be bound by all decisions applicable to State Employeesthat are made as a result of contractual dispute resolution
mechanisms, decisions by appropriate governmental agencies, and/or decisions by courts of competent jurisdiction.

5.2.4 All labor relation functions for State Employeeswill remain under the jurisdiction of the State as prescribed by theterms of theapplicable
collective bargaining agreements.

5.2.5 State Employees will continue to be governed by State or Federal laws, rules and/or regulations applicable to the employee in the same
manner as other State Employees.

5.2.6 Provider will immediately report all State Employee performance issues or suspected misconduct to the Director, Division of Personnel.
The State will inform Provider of any action taken against any State Employee as a result of this notification.
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5.2.7 State Employees will receive the same training opportunities as provided to Provider's employees with respect to the Services.

5.2.8 If aposition held by a State Employee becomes vacant, Provider may require the State to fill the vacancy or Provider may otherwise
contract for or provide theduties of such State Employee, including hiring a Provider employee.

5.2.9 Beginning on Effective Date, the State will withhold from the payment under the Agreement all State employer costs applicable to State
Employees. Employer costs are wages, fringe benefits, worker's compensation, and unemployment insurance. The State shall report to Provider
on amonthly basisthe amount withheld for each State Employee.

5.2.10 Inthose instances wherethe State incurs damages for violations of a State Employee's rights under therelevant collective bargaining
agreement, applicable law, rule, or regulation as aresult of willful, negligent, direct, independent actions taken or omitted to be taken by agents
of Provider, the damageswill be assessed against Provider.

5.3 PERSONNEL
5.3.1 PROVIDER KEY PERSONNEL

The State shall have the right to interview, as the State deems necessary, and participate in the selection of, Provider Key Personnel and the
Account Manager. Provider shall not designate or reassign any Provider Key Personnel or its Account Manager without the State's prior written
consent, which consent shall not be unreasonably withheld. The Parties acknowledge that certain Transitioned Employeeswill be designated as
Provider Key Personnel by mutual agreement of the Parties before or concurrently withthe Effective Date. Provider shall not reassign any
Provider Key Personnel without the State's prior written consent, prior to six (6) months after the completion and acceptance by the State of all
Transformation Services in which such Provider Key Personnel wereinvolved; except that, with respect to those Transitioned Employees
designated as Provider Key Personnel, Provider shall not reassign any such Provider Key Personnel prior to twelve (12) months after the
Effective Date. If any one of Provider Key Personnel becomes incapacitated, or ceases to be employed by Provider and, therefore, becomes
unable to perform thefunctions or responsibilities assigned to himor her, Provider shall, withinforty-eight (48) hours, name an interim
replacement, approved by the State, who is at |east as well quaified as the person whoinitially performed that person's functions. For purposes
of this Section, the movement of Provider Key Personnel fromthe employ of Provider to an Affiliate of Provider shall be considered a
reassignment requiring the State's consent but not a cessation of employment.

5.3.2 ACCOUNT MANAGER

Provider represents and warrantsthat its Account Manager hasat least 5 years experience managing services similar to those provided under
this Agreement and whois
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knowledgeable asto the State's activities and the Services. Notwithstanding anything else herein to the contrary, Provider shall not permanently
replace its Account Manager during the Term without the State'sprior written consent, which consent will not be unreasonably withheld. The
Account Manager shall act as the primary liaison between Provider and the State Project Director, shall have overall responsibility for directing
all of Provider's activities hereunder, and shall be vested by Provider with all necessary authority to fulfill that responsibility. Notwithstanding
the foregoing, the Account Manager may, in hisor her sole discretion, delegate any right or authority hereunder to other qualified Provider
employees, upon written notice to the State.

5.3.3 STATEKEY PERSONNEL AND STATE PROJECT DIRECTOR

The State Key Personnel shall provide advice and assistance to Provider in areas requiring particular technical or functional expertise or work
experience. If any one of the State Key Personnel is unable to perform the functions or responsibilities assigned to him or her in connection
with this Agreement, or if he or sheis no longer employed by the State, the State shall promptly replace such person or reassign the functions or
responsibilities to another person. The State Project Director shall act as the primary liaison between the State and the Account Manager and
shall have overall responsibility for day-to-day oversight of Provider's performance under thisAgreement and coordination of the State's
retained authorities. Notwithstanding the foregoing, the State Project Director may, in hisor her sole discretion, delegate any right or authority
hereunder to other qualified employeesof the State upon written notice to Provider.

5.3.3.1 AUTHORIZED STATE PERSONNEL

Unless otherwise instructed by the State in writing, Provider may assume that requests for Services made to the Service Center in accordance
with the procedures set forth in the Standards and Procedures Manual are being submitted by personnel of the State with authority to request
such Services.

5.3.4 ADDITIONAL PERSONNEL REQUIREMENTS

In addition to Provider Key Personnel, Provider shall make available such additional personnel asthe State deems necessary to competently
perform all of Provider's obligations under this Agreement.

5.4 MINIMUM PROFICIENCY LEVELS

Provider's Key Personnel, and al other personnel assigned by Provider or its Subcontractors to perform Provider's obligations under this
Agreement, shall have experience, training, and expertise at least equal to the highest commercia standards applicableto such personnel for
their responsibilities in the business of providing telecommunications services. Such personnel shall also have sufficient knowledge of the
relevant aspects of the Services and of the State's practices and areas of expertise to enable them to properly perform the duties and
responsibilities assigned to them in connection with this Agreement. In addition, the Services shall conform to the highest
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commercial standards applicableto such Services in the telecommunications services marketplace.
5.5 SPECIALIZED PERSONNEL

Provider agrees that, as part of itsprovision of Services, it shall ensure that all Provider personnel (and the personnel of any Subcontractors) are
trained, qualified, and available to perform all Servicesrequired in work areas requiring specific health, security, or safety precautions.

5.6 TRAINING
5.6.1 TRAINING FOR EMPLOY EES PROVIDING SERVICES COVERED UNDER THISAGREEMENT

Provider shall provide, and shall cause itsSubcontractors to provide, all such training to Provider and Subcontractor employees, including the
Transitioned Employees, as may be necessary for them to perform, on behalf of Provider, all of Provider's duties under this Agreement, and, in
any event, levels of training equal to or greater than the average levels of training givento all Provider employees holding corresponding
positions.

5.6.2 JOINT TRAINING PROGRAM

Provider will work withthe Stateto identify and develop training and certification programs for management, LAN administrators, and
End-Users to ensure Service Center callsare minimized and the State receives maximum value from the Services provided. Further, Provider
will encourage third-party hardware and software providers that arekey to the provision of Services under this Agreement to identify and
provide training and certification programs for the use of those products. Such programs will be coordinated with Alaska educational
institutions, where practicable.

In addition, Provider will work jointly with the Stateto provide atraining program for Provider employees and End-Users that features subjects
in applied telecommunications technology, tel ecommunications economics, telecommunications management, and training in the application of
I SO 9000 processes. Provider will provide an intensive training program for up to 50 State Employeesenrolled at any onetimeupto a
maximum of 250 training days per year. Sessions will be relatively short and organized in such a manner that employeeswho cannot attend a
particular class because of another commitment will wait only a short time to enter another classon the sametopic. The training sessionswill be
held in conference rooms, suites, hands-on in Provider or State equipment rooms, the NOCs, and the Service Center. Some of thetraining may
involve travel and tours of manufacturer facilitiesand inspections of the facilities of out-of-state carriers. Costsfor such travel will be at the
State's expense.

Thistraining isin addition to the training required in Section 5.6.1. Provider will involve the State in planning and providing course instructors,
as needed, for specialty curricula. The Service Center will provide central coordination and Provider will maintain atraining calendar. A phased
approach and timeline for implementing the joint
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training program will be devel oped by the Parties during the Ramp-Up and Transition Periods and documented in the Transition Plan.
5.7 UNSATISFACTORY PERFORMANCE AND RIGHTS OF REMOVAL

Notwithstanding this Section, if the State believes that the performance or conduct of any Person employed or retained by Provider to perform
Provider's obligationsunder thisAgreement is unsatisfactory for any reason or isnot in compliance with the provisions of this Agreement, the
State shall so notify Provider inwriting and Provider shall promptly address and rectify the performance or conduct of such person, or, at the
State's request, immediately replace such Person with another Person reasonably acceptable to the State and with sufficient knowledgeand
expertise to perform the Servicesin accordance with thisAgreement.

6. QUALITY ASSURANCE
6.1 END-USER SATISFACTION AND COMMUNICATION

Provider shall conduct End-User satisfaction surveyson an ongoing basis during the Term of this Agreement in accordance with Schedule
A.10.9. On or before the Effective Date, Provider shall submit an End-User Communication Plan to the State, for itsreview and approval. Such
plan shall include, at a minimum, quarterly updates to the End-Usersregarding the results of the satisfaction surveys. The End-User
Communication Plan shall be reviewed and modified by the Management Committee, as appropriate, not less frequently than once annually.

6.2 1SO 9000 COMPLIANCE

Provider will obtain 1SO certification of its Service Center not later than 500 days after the Effective Date. Until Provider obtains certification,
Provider agrees to develop itsprocesses and manageits activities withthe Statein accordance with 1SO 9000 quality standards as updated from
time to time and as reflected in the Standards and Procedures Manual. In the absence of 1SO certification, the requirements under this
Agreement will be met through SO 9000 compliant processes.

7. PROVISION OF RESOURCES BY STATE
7.1 STATE FACILITIES

The State shall make reasonably necessary State Facilities available, at fair market rates, to Provider's on-site personnel performing Services at
all Locations throughout the Term and shall maintain the State Facilities in areas and at alevel similar to that which the State maintainsfor its
own employees performing similar work. The State shall provide a schedule of applicable rates, terms, and conditions with respect to the use of
such State Facilities by Provider no later than the Final Cutover Date. State Facilities are provided "ASIS, WHERE IS," and areto be used
exclusively for performance of Servicesfor the State. The State shall provide access to State Facilities asis reasonably required for Provider to
provide the Services, including tel ephones and other appropriate office equipment. Any furnishings (other than basic office furnishings) and
office
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supplies for the use of Provider's (and its Subcontractors) personnel are the exclusive responsibility of Provider. Provider shall be entitled to
make improvements to any space where Provider's personnel are performing Services on-site at a Location, provided that: (i) such
improvements shall have been previously approved in writing by the State (which approval may not be unreasonably withheld); (ii) such
improvements shall be made at no cost to the State; (iii) any Subcontractors used by Provider to perform such improvements shall be approved
inwriting by the State; and (iv) the State shall be granted, without further consideration, al rights of ownership in suchimprovements. If any
State Facilities are leased and thelandlord's consent to Provider's use is required, the State's obligations under this Section are conditioned on
the State's receipt of such required consent and Provider's obligations that are dependent on such access at that affected Location are excused.
The State will use its best efforts to obtain such consent.

7.2 OTHER FACILITY-RELATED OBLIGATIONS

7.2.1 USE OF STATE FACILITIES

Provider, andits Subcontractors, employees, and agents, shall keep the State Facilities in good order, shall not commit or permit wasteor
damageto the State Facilities, and shall not use the State Facilities for any unlawful purpose or act. Provider shall comply with all applicable
laws and regulations, includingall of the State's standard policies and procedures that are provided to Provider in writing regarding access to
and use of the State Facilities, including procedures for the physical security of the State Facilities.

7.2.2 ACCESS TO PROVIDER FACILITIES BY THE STATE

Where the State, its employees, agents, and/or representatives arerequired under this Agreement to enter into Provider Facilities being utilized
to provide Services to the State, Provider shall permit entrance at reasonabl e times upon advance noticeto the Account Manager to perform
necessary activities. The State agrees to abide by Provider's security policies and procedures in accordance with Section 13 of this Agreement
and Schedule M.

7.2.3 ACCESSTO STATE FACILITIES OCCUPIED BY PROVIDER

Provided that the State adheres to any mutually agreed upon security procedures implemented by Provider at State Facilities, Provider shall
permit the State and its agents and representatives to enter into those portions of State Facilities occupied by Provider staff at reasonable times
with notice to the Account Manager to perform facilities-related services.

7.2.4 STATEFACILITIES LEASES

Provider shall not cause the breach of, and shall abide by, any lease agreements governing the use of the State Facilities.
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7.2.5 FACILITIES SERVICES

The State shall provide and maintain, or in the case of leased State Facilities use best effortsto cause thelandlord to provide and maintain,
heating, ventilation, and air conditioning, electrical connections (to the wall plate), safety and security equipment, and connections to any
facility-wide uninterruptible power supply as configured on the Contract Signing Date. Additional requirementsidentified by Provider during
the Term of the Agreement will be provided consistent with Change Management and the Standards and Procedures Manual. The State shall
provide Provider with reasonable notice of proposed changes to any of the foregoing that may adversely affect Provider's hardware located at
any State Facility. In the event such adverse condition, other than expiration of the State's right to occupy leased State facilities, requires that
Provider relocate such hardware, the State shall reimburse Provider for its actual costsincurred directly in connection therewith. To the extent
provided by the State, the State shall maintain any site-wide uninterruptible power supply that is dedicated to support any State Facility.
Provider shall provide and maintain any uninterruptible power supply dedicated to Provider's hardware and shall provide and maintain all
connections from thewall plate to the hardware used to provide the Services.

7.2.6 MODIFICATIONS OF STATE FACILITIES

Provider shall notify the State prior to adding or removing any hardware that will require modification of any State Facilitiesand shall provide
the Project Director, for the State's review and approval, detailed plans and specifications conforming to the hardware manufacturer's
requirements. Provider shall: review and comply with State changes to the plans and specifications for State Facilities; monitor theinstallation
of all approved changes; and promptly notify the Project Director of any nhonconformity with the approved plans and specifications.

7.2.7 ADDITIONAL STATE FACILITIES

For any Locations added by the State after the Effective Date, Provider shall provide the Project Director, for the State's review and approval,
detailed plans and specifications conforming to the hardware manufacturer's requirements that are necessary for Provider to provide the
Services to such Locations. Provider shall: review the State's changes; cooperate with the State during all phases of the construction or
modification of such Locations; and promptly notify the Project Director of any nonconformity with the approved plans and specifications.

7.2.8 STATEFACILITIES WITH ASBESTOS

Provider shall not be responsible for identification or abatement of asbestos-containing material in State-owned or controlled Facilities or
Locations. Provider shall cooperate with the State to establish procedures and protocols when performing activities that may disturb or cause
the disturbance of ashestos-containing material, including pulling cable, establishing cableruns, or removing floor coverings. All activitiesthat
involve special procedures or measures due to the presence of asbestos-containing material shall require a Work Order and shall be
compensated at rates to be negotiated between the Parties.
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8. STATE-RETAINED AUTHORITY
8.1 STRATEGIC PLANNING

The State shall retain primary responsibility for its technology strategic planning with assistance from Provider. Provider is expected to assist in
the: (i) development of goalsand objectives; (ii) assessment of the current environment; (iii) analysisof aternatives; (iv) development of
recommended directions and solutions; (v) development of technology standards; (vi) development of implementation plans; and (vii) other
areas as appropriate. The State shall also retain primary responsibility and authority (with assistance from Provider) over operationa planning
as it relatesto the development and approval of telecommunication-related projects that affect the Services, and/or strategic directions of the
State's technology environment and the Agreement with Provider. This includes the statewide coordination and approval of specific Department
requests for telecommunication-related services that directly modify the SLAsincluded in this Agreement.

8.2 LOCAL AREA NETWORK OPERATIONS AND MANAGEMENT

Each Department will continueto be responsible for managing and operating its own LANS unless otherwise negotiated with Provider in
accordance with Section 28.6 of thisAgreement. Department LAN administrators will continueto provide support to End-Users from the WAN
point-of-presence to the desktop. The Parties are expected to work closely with each other to resolve WAN/LAN configuration issues and to
resolve system performance issues in accordance with Change Management and Configuration Management.

8.3 TECHNOLOGY RETOOLING APPROVAL

The State retains theright to accept or reject any Provider proposed technology update plan that significantly changesthe State's service system
infrastructure. The State and Provider will work closely together in the evaluation of new technologies and the development of any plansto
upgrade or update the State's telecommunications systems. The State reserves the right to prohibit the use of any technology that the State
deems cost prohibitive or unproven and that the State legitimately fears may endanger thereliability of critical communications, particularly
critical SoL communications.

8.4 BUSINESS PROCESS REENGINEERING

The State will retain primary responsibility and authority over any business process reengineering efforts at the State asa result of technology
infrastructure changes proposed, initiated, and conducted by Provider with the State's prior approval. The State retains authority and
responsibility for: (1) approving these efforts, (2) coordinating/resolving labor-related issues concerning State employees, and (3) ensuring that
performance metrics (including before and after) are accurately and appropriately devel oped.
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8.5 CONTRACT MANAGEMENT

The State will be responsible for managing the Agreement and relationship with Provider. Provider will be responsible for managing all
contracts and relationships with its Subcontractors.

8.6 BUDGETING

The Departments will be responsible for the annual budget for their telecommunications operations. Provider will provide estimates as
necessary (on an annua and/or quarterly basis), for the Servicesincluded in this Agreement and for additional services planned or anticipated
by the State that arereasonably expected to be provided by Provider in subsequent years, beginning with the budget cycle calendar for FY
2004.

8.7 BILLING AND CHARGEBACK

The State will continue to provide billing and charge-back servicesfor those functions and services that ITG continues to provide to State
agencies and the Departments. Provider will assumeall other billing functions as delineated and defined per the requirements specific to each
Service Element and must provide all billing in an electronic format as specified in this Agreement. The State will coordinate its billing services
with Provider as specified in the Billing Transition and Transformation Plan.

8.8 VALIDATION AND VERIFICATION

In addition to the quality assurance efforts provided by Provider, the State may perform validation and verification activities over key projects
and operational processes. The functions designated above asretained authorities and primary responsibilities of the State will be performed by
State staff and/or independent consultants hired directly by the State as IV&V contractors. Subject to the confidentiality requirements set forth
in Section 21, Provider agrees to provide reasonable cooperation with State personnel and/or IV&V contractorsin conducting such quality
assurance reviews.

9. FINANCIAL TERMS

9.1 FEES

In consideration for the Services to be performed by Provider the State shall pay to Provider the Feesset forth in Schedule B, Pricing. With
respect to each Service Unit, Fees shall beginto accrue on the Cutover Date for such Service Unit. The Maximum Annual Contract Amount for
the first contract year is $21,500,000.00.

9.1.1 VOLUMES

Should theactual volumesof any Service Bundle purchased by the State in any Contract Y ear exceed by more than 10% or fall short by more
than 10% of the applicable projection of volume for that Service Bundle set forth in Schedule N, then either Party may request a price review or

revision to reflect such variance. Such pricing revisions

24

peres e SO irsssn 2002, EDGAR Online. I nc.




shall be made in accordance with the provisions of this Section 9. The Parties recognize that the anticipated volumes for Long Distance
Services and Cellular Usage are likely to fall outside these variance allowances, and will not be re-priced in accordance with this Section.

9.1.2 RAMP-UP PERIOD COSTS

Work performed by Provider during the Ramp-Up Period shall not obligate the Stateto makeany paymentsto Provider. If the Contract Signing
Date occurs but no Final Cutover Date occurs as aresult of afailure by the State to meet itsobligations hereunder, then Provider shall be
reimbursed by the State for Provider's reasonable and direct costs or expenses during the Ramp-Up Period associated with Exclusive Work
Product or any plans prepared exclusively in connection with the provision of Services. Such Exclusive Work Products and plansshall then
become property of the State. The State may elect to purchase hardware, software or other assets purchased by Provider solely to provision
Servicesto the State. Such costs will not include, and the State shall not be liable for, attorney'sfees or related litigation costs. If theFinal
Cutover Date does occur, no such costs or expenses shall be reimbursed by the State, except assuch costs or expenses have been included in
Provider's Fees, or as otherwise provided in Section 16. For purposes of this Section, an order of a court or regulatory agency prohibiting
performance of the Agreement will not be considered a failure by the State to meet its obligations.

9.1.3 INVOICES

A Billing and Reporting Services Plan will be jointly developed by the Parties during the Ramp-Up Period. Asto each Service Bundle,
Provider will provide billing services as described in the Sections entitled "Provide Account Billing and Reporting Services' and "Coordinate,
Reconcile, and Provide Detailed Billing" in Schedule A. Not later than the Effective Date, the State will provide written notice to appropriate
telecommuni cations vendors and third-party service providers that Provider isthe State's billing agent. Provider will begin billing for all
Services the month following the applicable Cutover Date but no later than ninety (90) days after the Effective Date. A phased approach for
migrating to a consolidated bill for al ITG servicesand integrating withthe State's accounting system will be specified in the Billing and
Reporting Services Plan. Provider's billing processes will include thefollowing:

- Process hilling and payment transactions - Incorporate State indirect costs as required - Provide data for budgetary and other purposes -
Accommodate federal requirements for government agencies

Invoices shall be generated electronically by Provider on a monthly basis commencing the first month following the Effective Date and shall be
accompanied by information and data that support theinvoiced Fees. Invoices are payable withinthirty (30) days after receipt of invoice correct
asto the formagreed by the Parties. The State may dispute any invoicein accordance with the provisions of Section 9.8. Invoices shall include,
at aminimum, thefollowing categories:
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(a) Servicesthat are payable monthly, calculated and payable in accordance with Schedule B herein, in sufficient detail to assign financia
responsibility to the End-User level.

(b) Work Orders consistent withthe requirements approved for each Work Order. Provider shall identify all Work Order related activity,
invoicing by Work Order and by State account code, appropriation number, or other code asidentified by the Statein writingfrom time to time.

(c) Early Termination Fees and Disentanglement costs in accordance withthe termsof this Agreement.

(d) Services provided by entities, including certain of the Affiliates, whose businesses are regulated by the State regulatory commission. The
fees charged for such Services shall be billed directly to the State by Provider at the allowed tariff rates, as approved fromtimeto time. The
State hereby appoints Provider as its billing agent for purposes of regulated Services.

9.2 SHARED SAVINGS

Provider shall use its best efforts to increase the economic benefit and/or cost savings accruing to the State associated with the Services, without
reduction in the SLAs and without increase in the overall costs to the State associated with the Services. Aspart of the annual meeting of the
Management Committee, as described in Section 11, the Parties shall review prior year Fees, operating costs, pricing assumptions, and
operating performance for the purpose of adjusting the upcoming year's Service Fees. The intent of this review isfor the Parties to seek and
share net cost savings associated with the Services rendered.

9.2.1 SHARED SAVINGSINITIATIVES

Provider and its Subcontractors will work withthe State to identify opportunities for savings and the beneficial applications of the Services.
From time to time, Provider will present to the State proposed shared savingsinitiatives, which shall describe a proposed business plan and the
return on investment. The amount of net cost savings from any initiativewill be mutually determined on a case by case basistaking into
consideration such factors aswhich Party invests any required capital, potential revenue and royaltiesfrom third parties, etc. Once such amount
is determined, the Parties shall share any such savings equally.

9.3 BENCHMARKING

Provider shall cooperate and make available to the State all necessary information to conduct Benchmarking studies. The Parties agree to
determine these Benchmarks cooperatively, and to agree upon their application with respect to the Services. The State may request a
Benchmarking for any particular Service Bundle at any time during the Term, and may request a Benchmarking for all Services, in the
aggregate, not more than once during any period of twelve(12) consecutive months during the Term. Provider
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shall cooperate with any benchmarking firm, subject to the non-disclosure provisions set forthin Section 21, that the State selects that isnot a
competitor of Provider or its Subcontractors. Each Party shall have the opportunity to advise the benchmarking firm of any information or
factors that it deems relevant to the conduct of the Benchmarking, so long as such information is disclosed to the other Party. The benchmarking
firmshall provide reports on the Benchmarking to both the State and Provider and the State shall pay the costs associated with any such
benchmarking firm. The State acknowledges and understands that the Fees may include, in part, amortization of transition and other costs,
infrastructure improvements, and carrying charges associated with the State's requirements regarding pricing. Accordingly, the Parties will
consider these factors when evaluating appropriate adjustmentsto therelevant Fees to meet industry best rates and practices identified through
Benchmarking.

9.4 FEE REDUCTIONS AND INCENTIVES

Incentives and Fee Reductions shall be implemented by the Partiesin accordance with the terms of Schedule F to this Agreement. Inthe event
that the Parties disagree as to the whether the events triggering an Incentive or a Fee Reduction have occurred, or the proposed amount of the
Incentive or Fee Reduction, the matter shall be resolved in accordance with the dispute resolution procedures set forth in Section 25 prior to the
awarding of any Incentive or the imposition of any Fee Reduction. The Parties acknowledge and agree that Incentives are intended to reflect, to
some extent, the enhanced value of the Services delivered above the target SLAs. The Parties further acknowledge and agree that Fee
Reductions are intended as stipulated partial damagesto reflect, to some extent, the diminished value of the Services as aresult of aFailure;
provided, however, that Fee Reductions are not intended to fully compensate the State for any Provider Default under this Agreement, nor to
congtitute penalties, liquidated damages, or other compensation for any such Provider Default. In no event shall Fee Reductions be the State's
sole and exclusiveremedy withrespect to any Failure of Provider. In the event the State recovers damages from Provider for any breach or
Provider Default with respect to a Failure, such damages shall be reduced to the extent of any Fee Reductions previously collected by the State
with respect to such Failure.

9.50NLY PAYMENTS

Except as otherwise expressly stated in this Agreement, the State shall not pay Provider any additional fees, assessments, or reimbursements,
other than the Fees and Provider shall be solely responsible for, and shall indemnify, defend, protect and hold harmless the State againgt, all
costs and expenses incurred by Provider in meeting Provider's obligations under this Agreement, including labor expenses, hardware and
software costs, and general business expenses (including travel, meals, and overhead expenses).

9.6 SET-OFF

The State may set off against any and all amounts otherwise payableto Provider pursuant to any of the provisions of thisAgreement: (i) any and
all amounts that are determined to be owed by Provider to the State under the provisions of Section 25, and (ii) State employee costsin
accordance with

Section 5.2.9.
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9.7 DISPUTED AMOUNTS

Subject to and in accordance with the provisions of thisSection 9.7, the State may withhold payment of any Provider invoice (or part thereof)
that it in good faith disputesis due or owing. In such case, the State shall, by the applicable due date of such invoice, pay any amounts then due
that are not disputed and provide to Provider a written explanation of the basisfor the dispute as to the disputed amounts. The failure of the
Stateto pay adisputed invoice, or to pay the disputed part of an invoice, shall not constitute aDefault by the State, so long as the State
complieswith the provisions of this

Section 9.7. To theextent Provider does not agree with the State's justification for withholding payment, the matter shall be resolved in
accordance withthe dispute resolution procedures set forthin Section 25. If and to the extent that the aggregate amount being disputed exceeds
One Hundred Thousand Dollars ($100,000.00), then, within ten (10) daysafter Provider's request, or such later date upon which any such
amount may become due, the State shall deposit any disputed amount in excess of One Hundred Thousand Dallars ($100,000.00) into an
interest-bearing escrow account in a nationally-recognized financial institution reasonably acceptable to Provider and shall furnish evidence of
such deposit to Provider; provided, however, that the aggregate amount withheld in respect of amounts being disputed by the State, including
amounts paid into escrow, shall in no event exceed the estimated annual Fees for the Contract Y ear in which the dispute arose, notwithstanding
any such dispute. Upon theresolution of any dispute as to which the State has deposited fundsinto escrow, the fundspaid into the escrow
account in respect of such dispute, together with any interest earned thereon shall be allocated between the Parties in accordance with the
resolution of the dispute.

9.8 MOST FAVORED CUSTOMER

Subject to restrictions, if any, imposed under applicable law, regulation, rule, or order, if Provider offers to any new or existing customer any
service similar to any of the Services described in this Agreement at a price lower or a discount greater than the price charged or thediscounts
offered to the State hereunder, or offers additional or a more comprehensive service similar to the Services described in thisAgreement at the
same or alower price (or greater discount), then, on aretroactive basis to the date such other prices were hilled to another customer by
Provider, Provider shall offer such lower price or greater discount to the Statein lieu of the price therefor (or discount related thereto) that is
reflected in the price set forth in this Agreement or shall offer to the State such additional or more comprehensive service at such same price. If
the price has aready been paid to Provider by the State, then Provider shall refund to the State an amount equal to the difference between the
price aready paid and the lower price. The State may offset any such overcharged amount against any amounts due to be paid to Provider under
this Agreement. Provider shall notify the State of the occurrence of the lower price or greater discount (or provision of additional or more
comprehensive service) asdescribed in thisSection 9.8 upon discovery and in no event later than thirty (30) daysafter itsimplementation of
such lower price or greater discount (or provision of additional or more comprehensive service). The State acknowledgesand understands that
Provider's pricingisbased in part upon the following factors: the technology base used by a customer, the combination of servicesrequired by a
customer, the SLAs or other service level standards required by a customer, the geographic location where the
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services areto be provided, the termsand conditions of the agreement to provide the services, and the overall revenue stream generated by a
customer. Provider shall submit an annual report and certification to the State containing the information required under this Section.

10. WORK ORDERS
10.1 WORK ORDER ISSUANCE AND RESPONSE

The State may from time to time deliver to the Account Manager a Work Order, which shall specify the proposed work with sufficient detail to
enable Provider to evaluate it, which may include designation of an SoL Service. For aWork Order to be vaid it must be executed by an
authorized representative from each Party. Unless the Parties mutually agree in writing to proceed otherwise after taking into account thesize
and scope of the Work Order, Provider shall, as soon as reasonably possible, but in no event later than ten (10) business days followingthe date
of receipt of aWork Order, respond to the Work Order with awritten proposal containing the following: a detailed description of the Services
to be performed; categories of personnel required (and number of personnel within each category), an implementation plan; the amount,
schedule, and method of payment; the timeframe for performance; and completion and acceptance criteria. The Parties acknowledge and agree
that the costs of Services requested through a Work Order are subject to the Maximum Annual Contract Amount.

Unless otherwise agreed to by the Parties, Work Orders shall be governed by the termsand conditions of this Agreement. Assoon asreasonably
possible, but in no event later than five (5) business daysfollowing receipt of Provider's proposal concerning the Work Order, the State shall
notify Provider in writing whether to proceed with the Work Order in which case, Provider shall proceed in accordance therewith. If, withinthe
response period, the State (i) notifies Provider in writingnot to proceed, or (ii) fails to notify Provider within thefive (5) business day period,
then theWork Order shall be deemed withdrawn and Provider shall take no further action withrespect to it. Any dispute regarding an approved
Work Order shall be resolved in accordance with

Section 25 of this Agreement.

10.1.1 PROVIDER SUBMITTED WORK ORDERS

In theevent Provider wishes to perform tasks that would otherwise be addressed through a Work Order, the Account Manager shall deliver to
the Project Director a Work Order containing Provider's written proposal. Thereafter, the procedure shall be asstated in Section 10.1.

10.2 SLA IMPACT

If, intheopinion of Provider, aWork Order islikely to ater a SLA or create conditions that will materially or substantially impair Provider's
ability to perform its duties under this Agreement, Provider shall notify the Project Director as part of its proposal regarding a Work Order. The
Project Director shall respond to the conflict
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within thetimeframe set forth in Section 10.1, or assoon thereafter as is reasonably practical, by: (1) revising the Work Order to eliminate the
conflict;

(2) proposing to Provider an amendment or modification to the affected SLA or this Agreement to eliminate the conflict; or (3) setting forth the
basisfor his/her conclusion that a conflict does not exist. Inthe event that Provider and State disagree on either the existence of an SLA conflict
or amethodology for resolving a conflict, the matter shall be resolved pursuant to the dispute resolution procedures set forthin Section 25 of
this Agreement.

10.3 EXTRAORDINARY EVENTS AND EMERGENCIES

Subject to Section 14.4 and Section 17.1, the State may, as aresult of an extraordinary event or emergency, excluding a Disaster: (i) direct
Provider to perform Servicesin an extraordinary manner for alimited duration (e.g., perform servicesat service levels above or below the
SLAsfor alimited duration); or (ii) direct Provider to temporarily cease the performance of certain Services; or (iii) obtain athird party to
perform certain Services for theduration of the extraordinary event or emergency. Such direction fromthe State shall be givenin awriting
signed by the Project Director or verbally with written confirmation within 24 hours signed by the Project Director. If the State's request causes
an increase or decrease in Provider's direct cost or expense of performance of the affected Services, the State shall pay Provider an amount
equal to any such increase or Provider shall credit to the State theamount of any such decrease. Any request by Provider for such an adjustment
must be asserted in writing to the Project Director within thirty (30) daysafter the date of receipt by Provider of the State's writing with respect
to the extraordinary event or emergency, or within such additional period of time asthe Project Director may agree in writing, and shall include
factual information and support for all purported increases and decreases in direct cost or expense. Pending the determination of any such
adjustment, Provider will diligently proceed with the requested Services. The State may require the submission of supporting cost and expense
documentation and inspection of Provider's pertinent books and records for the purpose of verifying Provider's request for increase or
evaluation of the State's requested decrease and determining the basisfor the adjustment.

11. RELATIONSHIP MANAGEMENT
11.1 STATE'S POLICIES

Provider agrees to use its best efforts to comply with all current and future State policies and procedures relevant to the provision of the
Services under this Agreement that are not otherwise addressed in this Agreement. Such existing policies and procedures shall be individually
identified in writing by the State prior to the Effective Date. Future policies and procedures relevant to the provision of Services under this
Agreement shall be individually identified in writing by the State as soon as is practicable. Notwithstanding the foregoing, the Parties agree to
cooperate in the adjustment, if necessary, of the Fees and SLAs in the event such policies and procedures positively or negatively impact
Provider's pricing of the Services and ability to meet existing SLAS.
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11.2 MANAGEMENT COMMITTEE

The Parties shall form a Management Committeeto: (i) review the effectiveness and value of the Services provided to the State by Provider; (ii)
provide guidanceto improve such effectiveness and value; and (iii) carry out the other functions set forth in this Agreement. The Management
Committee shall be comprised of four (4) representatives selected by the State and four (4) representatives selected by Provider. Theinitial
representatives of each Party shall be identified within ten (10) daysafter the Contract Signing Date, provided, however, that the Project
Director and the Account Manager shall be designated asone of the representatives for the State and Provider, respectively. The Management
Committee shall be chaired by the Project Director.

The Management Committee shall meet on a monthly basis (or as otherwise agreed by the Parties). The presence of at least two (2) voting
representatives from each of the Parties shall be required to establish aquorum. The Management Committee shall have the discretion to form
subcommittees for any purpose it deems appropriate. Matters affecting the governance of the Management Committee not otherwise set forth in
this Agreement shall be governed by the Bylaws adopted by the Management Committee at its organizational meeting.

Once annually, the Management Committee, in coordination with the TIC shall meetto: (i) discuss, with Provider and industry thought leaders,
innovative ideas and strategies for the more effective use of telecommunications and related business transformation services, and (i) facilitate
discussion on how these ideas and strategies can more effectively impact the enterprise transformation of the business of government for the
State. For each such annual meeting, Provider shall prepare a suggested agenda, in concert with the State Project Director. Further, the
Management Committee may invite industry thought leaders to participate in such annual meetingsto facilitate theinformation exchange and
increase the value of the strategies discussed. Recommendations and actionsthat may affect statewide telecommunications policy proposed by
the Management Committee may not proceed without thewritten approval of the TIC. In addition, the Management Committee shall, on a
quarterly basis, review in coordination with the SIPMG, the Satellite Services provided under Schedules A.9 and A.13.

11.3 COORDINATION OF JOINT OPERATIONS

The Parties agree that the intent of this Section isto ensure that interruptions to the Services are minimized and that Serviceis restored and
maintenance performed in themost cost-effective and efficient manner possible.

11.3.1 DISPATCH OF STATE AND PROVIDER EMPLOYEES FOR REPAIRS

In remote regions that are jointly serviced by Provider and the State, both Provider and State employees will be dispatched and coordinated via
the Service Center based upon thefollowing factors: (1) employee expertise, (2) employee availability, and (3) employee proximity. The goal
of the Service Center will be to efficiently service
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remote locations, with transparency as to who is performing the required activity. In thisregard, State employees may be requiredto assist in
providing Services and Provider employees and/or State Employees may be required to assist in providing services.

11.3.2 DISPATCH OF STATE AND PROVIDER EMPLOY EES FORPLANNED MAINTENANCE TRIPS

To theextent practical and as agreed to in the Joint Operations Plan, the Service Center may dispatch State employees along with Provider
employees to minimize operation and maintenance costs and to complete planned maintenance in the most efficient manner possible. In
addition, the State will notify Provider of planned maintenance trips for services to alow Provider the opportunity to provide Servicesin the
most economical manner possible.

11.3.3 JOINT OPERATIONS PLAN

Not later than ninety (90) daysafter the Effective Date, the Management Committee will finalize and approve a Joint Operations Plan to include
the processes, procedures, and system support required for joint response by Provider's and State employees and a schedule of fees and credits
for services performed as joint operations for the purpose of sharing the high costs of operation and maintenancein remote sites. Such plan will
be coordinated with and subject to the approval of the applicable collective bargaining units of Provider and the State.

12. PROPRIETARY RIGHTS
12.1 OWNERSHIP OF WORK PRODUCT
12.1.1 STATE AS SOLE OWNER OF EXCLUSIVE WORK PRODUCT

The State shall be the sole and exclusive owner of all Exclusive Work Product. All copyright, patent, trademark, trade secret, and other
proprietary rightsin Exclusive Work Products shall belongto the State. All copyright, patent, trademark, trade secret, and other proprietary
rightsin Provider Work Product shall remain the property of Provider.

12.1.2 LICENSE TO USE EXCLUSIVE WORK PRODUCT

During the Term, the State hereby grants to Provider (and any applicable Subcontractors) a non-transferable, non-exclusive, royalty-free, fully
paid-up, worldwidelicenseto useany Exclusive Work Product solely for the provision of Servicesto the State. Inthe case of Exclusive Work
Product that embodies patentable inventions as to which the State has patent rights, the State also hereby grantsto Provider (and the applicable
Subcontractors) a perpetual, irrevocable, non-exclusive, royalty-free, fully paid-up license under each said patent to make, have made, offer for
sale, sall, use and sublicense the patented inventionssolely for usein connection with provision of Services to the State. Upon termination of
the provision of Services, Provider shall immediately cease all use of the Exclusive Work Product and return all copies of documentation
evidencing the Exclusive Work Product to State.
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12.1.3 LICENSE TO USE PROVIDER WORK PRODUCT

During the Term, Provider hereby grants to the State a non-transferable, non-exclusive, royalty-free, fully paid-up, license to Provider Work
Product to the extent such Provider Work Product is necessary for the delivery of Servicesto the State under the terms of this Agreement.

12.2 RIGHTS AND LICENSES
12.2.1 RIGHTSAND LICENSES NECESSARY TO PROVIDE SERVICES

Provider shall obtain fromthird-parties all rights and licenses required to perform the Services. With respect to al technology used and to be
used by Provider to perform the Services hereunder, whether proprietary to Provider or knownto be proprietary to any other Person, Provider
hereby grantsand agrees to grant to the State, or shall use its best efforts to cause to be granted by thelicensor thereof, such licenses and
sublicenses as may be necessary for the delivery of Services to the State under this Agreement.

12.3 ADVERSE ACTIONS
12.3.1 INFRINGEMENT

Each of the Parties promisesto perform its responsibilities under this Agreement in a manner that does not infringe, or constitute infringement
or misappropriation of, any patent, trade secret, copyright, or other proprietary right of the other Party or any third-party, or aviolation of the
other Party's or any third-party's software license agreementsor intellectual property rights disclosed to or known by such Party.

12.3.2 PROVIDER'SUSE OF STATE CONFIDENTIAL INFORMATION

The State shall permit Provider to have access, subject to Section 21, to al State Confidential Information necessary for the delivery of Services
to the State under this Agreement. The granting of such access does not confer upon Provider any property interest in the State's Confidential
Information in accordance with Section 21.

12.3.3 COOPERATION BETWEEN THE PARTIES

The Parties will cooperate with each other and execute such other documents asmay be appropriate to achieve the objectives in this Section. If
at any time the State brings, or investigates the possibility of bringing, any claim against any third-party for infringement of any patent,
trademark, copyright, or similar proprietary right of the State, including misappropriation of trade secrets and misuse of Confidential
Information, then Provider, upon therequest and at the expense of the State, shall cooperate withand assist the Statein the investigation or
pursuit of such claim, and provide the State with any information in Provider's possession that may be of useto the State in theinvestigation or
pursuit of such claim.

13. SECURITY AND PROTECTION OF INFORMATION

The State considers its information and communication capabilities to be a valued and important resource. The State's systemsand databases
contain private and
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confidential information. Some of thisinformation is subject to special congtitutional and statutory protection including, but not limited to,
confidential data with respect to health and social servicesand public safety. At all times during the Term, Provider will ensurethe security,
protection and confidentiality of this information and communication resources in accordance with applicable Federal, State and local laws,
regulations and security requirements, including but not limited to the U.S. Department of Justice Criminal Justice Information Systems
Security Policy. Provider shall have no rightsto use or access any State Data or State Confidential Information, except as required to provide
the Services or where otherwise stated in this Agreement.

The Security goalsof this Agreement are, but not limited to:

- Prevent unauthorized access of the Network and Services. - Prevent data eavesdropping and theft of data. - Provide transported data integrity.
- Prevent denia of service to legitimate End-Users.

Thelevel of security provided by Provider is set forth in Schedule M, Security Procedures.

13.1 INFORMATION (ELECTRONIC) ACCESS

Provider will useindustry best practices (through the use of tools such as, but not limited to, private IP numbering, password field encryption,
approved access listsand external security authorization servers) to control electronic access to routers and switches. Provider will log, at the

Service Center, any unauthorized network entry attempts through authentication routines and SNMP traps.

Nothing in this Agreement prevents the State from deploying internal firewalls. Provider agrees to assist the State in designing and deploying
these devices, at therequest of any Department, in accordance with Section 10, Work Orders.

13.1.1 NETWORK LAYER SECURITY

Provider will ensurethe prevention and detection of fraud, abuse, or other inappropriate use or electronic access to systemson the network
layers as set forthin Schedule M, Security Procedures.

13.1.2 SECURITY INCIDENTS, VIRUSES, AND DISABLING DEVICES

The Parties shall work cooperatively to identify, minimizeand resolve all Security Incidents. At all timesduring the Term, Provider shall use
practices that are in the best interests of the State and Provider, to identify, screen, and prevent, and Provider shall not intentionally install, any
Disabling Device in resources utilized by Provider, the State, or any third-party, in connection with the Services, as described in Schedule M,
Security Procedures. Provider shall assist the Statein reducing the effects of any Disabling
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Device discovered in such resources, especialy if causingaloss of operating efficiency or data, in accordance with Network Availability and
Security Incident Response SLAS.

13.2 PERSONNEL ACCESS
13.2.1 GENERAL PERSONNEL PROVISIONS

Prior to performing any Services, Provider personnel (including personnel of any Subcontractors) who will access State Data and software shall
execute the Parties' agreements and forms concerning access protection and data/software security consistent withthe termsand conditions of
this Agreement. At al times during the Term, Provider, and its employees, agents, and Subcontractors, shall comply with al State policiesand
procedures regarding data access and security, including those prohibiting or restricting remote accessto State systems and State Data. The
State shall authorize, and Provider shall issue, any necessary information-access mechanisms, including access | Ds and passwords, and
Provider will require that the sameshall be used only by the personnel to whom they are issued. Provider shall provide to such personnel only
such level of access asisrequired to perform thetasks and functions for which such personnel are responsible. Provider shall, upon request
from the State, but at least quarterly, provide the State with an updated list of those Provider personnel having access to the State's systems,
software, and State Data. State Data and software provided by the State or accessed by Provider personnel shall be used by Provider personnel
only in connection with Provider's obligations hereunder, and shall not be commercially exploited by Provider in any manner whatsoever. In
addition, failure of Provider to comply with the provisions of thisSection 13.2 may result in the State restricting offending personnel from
access to State computer systems.

13.2.2 BACKGROUND CHECKS

If Provider assigns, as afull-time resource, Persons (whether employees, Subcontractors, independent providers, or agents), other than
Transitioned Employees performing similar duties, to perform work in connection with the provision of Services at any Location, Provider shall
conduct a background check in accordance with existing State procedures and as permitted by law, on all such Persons before the State will
grant access to such Location. Such background check shall be conducted during the employment-screening process but must, at a minimum,
have been performed withinthe preceding twelve(12) month period. The State shall furnish Provider within ten (10) daysafter the Contract
Signing Date the State's current background check procedures and shall give Provider written notice of any changesto such procedures during
the Term. Provider shall obtain all releases, waivers, or permissionsrequired for the release of such information to the State. On an annual
basis, Provider shall certify that the background check required by this Section 13.2.2 hasbeen conducted with respect to al Persons assigned
by Provider to perform work at any Location. In theevent an employee or prospective employee doesnot passsuch background check, that
employee or prospective employee may not be assigned to any position performing Services under this Agreement in which that employee
would or could have access to State Confidential Information.
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13.3 PHYSICAL ACCESS RESTRICTED

Provider Restricted Facilities will be fenced, locked, protected by key or magnetic passcard, and clearly labeled with signsadvising of restricted
access. The public will not be allowed unescorted access to Provider Restricted Facilities. Provider Restricted Facilities will be additionally
protected by electronic alarm systems that are triggered when they detect unauthorized access. Only those Provider employees, agents or
Subcontractors with a job-related need to bein arestricted areawill be allowed the use of keys, or given special access codes on their magnetic
passcard. Some sensitive Provider Restricted Facilities, as determined by Provider, will also protected by security cameras that record images
on a continuous loop videotape. Inaddition, as agreed upon by both Parties, Provider will lock cabinets of communications egquipment located
inside Provider Restricted Facilities that requirethe highest level of protection. Only avery limited set of employees with security clearance,
and with direct work responsibilities in the cabinets, will be granted access.

Provider equipment that is housed in State Facilities may be secured by Provider subject to State approval. Provider shall permit the State and
its agents and representatives to enter intothose portions of State Facilities secured by Provider in accordance with the Standards and
Procedures Manual to perform facilities-related services.

13.4 SECURITY POLICIES, PROCEDURES AND STANDARDS

13.4.1 SECURITY POLICIES AND PROCEDURES

Provider shall, and shall causeits Subcontractors and employeesto, abide by all applicable State security policies that may be established by
the State from time to time, and which are provided to Provider in writing.

The Parties agree that the security needs of the State, as well as those of other governmental agencies, may require changesto the security
policies and procedures that are implemented by Provider. Therefore, Provider and the State concur that a spirit of cooperation and
collaboration is needed throughout the Term of thisAgreement to develop provisions sufficient to meet these security needs. Provider will
actively participate withthe Statein the mutual development and implementation of these provisions to properly protect the security and
confidentiality of State Data and State Confidential |nformation.

13.4.2 MINIMUM SECURITY STANDARDS.

In no event shall Provider's actions or inaction result in any situation that is less secure than either: (i) the security the State provided as of the
Effective Date; or (ii) thesecurity provisions specified in thisAgreement.
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14. TERM
14.1 INITIAL TERM AND RENEWALS
14.1.1 INITIAL TERM

The Initial Term shall be subject (as to any period beyond the State's fiscal year ending on June 30, 2001) to appropriation by the State of funds
necessary for the paymentsrequired by the State under this Agreement for such period. To the extent necessary appropriations are not made for
the then-current fiscal year, the State's payment obligationsfor such fiscal year shall be deemed contingent liabilitiesonly, subject to
appropriation in thefollowing fiscal year. In the eventthat either no funds or insufficient funds are appropriated or made available for any fiscal
year for paymentsto be made under this Agreement, the State shall promptly notify Provider verbally and in writing of such occurrence and the
Term of this Agreement shall terminate on the earlier of the last day of thefiscal period for which sufficient appropriation was made or
whenever thefunds appropriated or made available for payments under this Agreement are exhausted. In no case, however, will Provider
receive notice of discontinuation of the Term in less than one hundred and twenty (120) days.

14.1.2 RENEWAL BY STATE

The State may, in its sole discretion, extend the Initial Term for up to two (2) successive renewal periods of one (1) year each by providing
written notice delivered to Provider at least one hundred eighty (180) days before the end of the then-current Term.

142 EARLY TERMINATION
14.2.1 FOR CONVENIENCE

The State shall have the right to terminate for its convenience one or more Service Bundles or this Agreement by deliveringto Provider a
Termination Notice at least one hundred eighty (180) daysbefore the Termination Date set forth therein, provided, however, that the State may
not terminate Service Bundles 1, 2, 3and 7 individually, but only asa group. Inthe event the State terminates thisAgreement solely for its
convenience, and Provider performsall of its obligations (including its Disentanglement obligations), the State shall pay to Provider, in addition
to any amounts payable pursuant to Sections 9 and 16, the Early Termination Fee on or before the earlier to occur of the sixtieth

(60th) day after the Termination Date, or the date Provider completes its Disentanglement obligationsin accordance with Section 16 hereof. In
the event the State electsto terminate one or more Service Bundles (but not al Services) pursuant to theterms hereof, and Provider performs all
its obligations (including its Disentanglement obligations hereunder to the extent applicable to the Service Bundle or Services Bundles being
terminated), the State shall pay to Provider an amount to be negotiated between the Parties.

14.2.2 CHANGE IN CONTROL OF PROVIDER

In theevent of a Change in Control of Provider resulting from asingle transaction or series of related transactions, the State shall have the right
to end the Term by sending
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a Termination Notice to Provider at least ninety (90) days prior to the Termination Date set forth therein, provided that the State shall have
delivered such notice to Provider not later than ninety (90) daysfollowing the later of

(a) theeffective date of such Change in Control, or (b) the date the State receives Provider's written notice of the Changein Control, and the
Commissioner of the Department of Administration authorizes such termination based on a determination that the continued providing of the
Services by Provider asaresult of such Change in Control isnot in thebest interestsof the State. Inthe event the State terminates the Services
pursuant to this Section, and Provider performsall of its obligations (including its Disentanglement obligations), the State shall pay to Provider,
in addition to any amounts payable pursuant to Sections 9 and 16, the Early Termination Fee on or before the earlier to occur of thesixtieth
(60th) day after the Termination Date, or the date Provider completes its Disentanglement obligationsin accordance with Section 16 hereof.
Solely for purposes of this Section 14.2.2, "Control" shall mean, with respect to any Person, the legal, beneficial, or equitable ownership, direct
or indirect, of more than fifty percent (50%) of the aggregate of al voting or equity interests in such Person; "Change in Control” shall mean
any changein the legal, beneficial, or equitable ownership, direct or indirect, such that Control of such Personis no longer with the same Person
or Persons ason the Contract Signing Date.

14.3 TERMINATION FOR MATERIAL DEFAULT

Subject to the provisions of Section 25, the State may terminate this Agreement or any Service Bundle or Bundles effective as of the
Termination Date specified in the Termination Notice, in theevent that Provider commitsa Material Default; provided, however, that (1) in the
event of aMaterial Default under item (vi) of the definition of Material Default, the State may terminate this Agreement only as to the particular
Service Bundle for whichthe Material Default occurred, (2) none of Bundles 1, 2, 3and 7 may be terminated without terminating all of Bundles
1, 2,3 and 7, and (3) Provider shall continue to be obligated to perform Disentanglement in accordance with theterms of Section 16. No
termination pursuant to this Section 14.3 shall be deemed a termination for convenience subject to Section 14.2.1 or otherwise requirethe State
to make any paymentsto Provider not otherwise required under Sections 9 and 16 hereof. Termination shall not constitute State'sexclusive
remedy for such Material Default, and State shall not be deemed to have waived any of its rights accruing hereunder prior to such Material
Defaullt.

14.4 TERMINATION FOR FORCE MAJEURE EVENT

Provider isnot responsible for the consequences of any failureto perform, or default in performing, any of its obligationsunder this Agreement,
if that failure or default is caused by any unforeseeable Force Majeure Event, beyond the control of and without thefault or negligence of
Provider. Notwithstanding the above, if adelay or interruption of performance by Provider resulting from its experiencing a Force Mgjeure
Event exceeds fifteen (15) days and during such period more than fifty (50) percent of the Services areunavailable, despite Provider's useof its
best efforts (that shall not involve the payment of funds that would not be commercially reasonable under the circumstances), the State may
terminate any Service Bundle (in wholeor in part), by deliveringto Provider a Termination Notice specifying the Termination Date; provided,
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however, that the State may not terminate Service Bundles 1, 2, 3 and 7 individually, but only as a group and provided further, however, that
Provider shall continue to perform its Disentanglement obligations in respect of suchterminated Services. In the event the State terminates the
Services pursuant to this Section, and Provider hasperformed all of its obligations (including its Disentanglement obligations), the State shall
pay to Provider, on or before the sixtieth (60th) day after the Termination Date, in addition to the amounts payable pursuant to Sections9 and
16, the amount set forth in Section 14.2.1.

14.5 EXTENSION OF TERMINATION DATE

The State may, at its sole option and discretion, upon at least one hundred twenty (120) days notice to Provider, extend the effective date of the
Termination of the Term for successive periods of not lessthan one hundred eighty (180) days each, with such extension periods not to exceed
two hundred

(200) days in the aggregate, provided, however, that this Section shall not apply to a termination resulting from the nonappropriation of funds as
set forthin Section 14.1.1. Each such extension shall be upon the same termsand conditions in effect immediately prior to such extension. Any
adjustments to the Fees applicable to any extension period shall be mutually agreed by the Parties, consistent with the pricing methodology set
forth in Schedule B herein. In the event the Parties are unable to agree on such applicable Fees, the Fees shall be the same Feesas were
applicable in theimmediately preceding Contract Y ear or extension period, as the case may be, subject to COLA plus demonstrable cost
increases incurred by Provider.

14.6 EFFECT OF ENDING OF TERM

The Termination of the Term shall not constitute a termination of thisAgreement or any provision hereof that by its nature shall continuein
force and effect, including Provider's obligations with respect to Disentanglement.

14.7 TERMINATION BY PROVIDER

Subject to the provisions of Section 25, Provider may terminate this Agreement, effective as of the Termination Date specified in the
Termination Notice, upon the occurrence of a State Default, provided, however, that Provider shall continueto be obligated to perform
Disentanglement in accordance with the termsof Section 16. In the case of a Termination under this Section 14.7, Provider shall be entitled to
receive, in addition to all other compensation provided for under Sections 9 and 16, the Early Termination Fee set forthin

Section 14.2.1. Termination shall not constitute Provider's exclusive remedy for such State Default, and Provider shall not be deemed to have
waived any of itsrights accruing hereunder prior to such State Default. Provider shall have noright to terminate this Agreement or any Service
for any other reason except as expressly provided elsewhere in this Agreement.

15. DISASTER RECOVERY

The State currently contracts out for Disaster recovery testing and planning for its central data processing and warehousing functions.
Additionally, each Department is
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currently responsible for its own Disaster recovery plan for distributed database and desktop computing resources. Provider agrees to cooperate
fully with the State as it devel ops an Enterprise Disaster Recovery Plan and with each of the Departments in connection with their
Department-specific plans.

Provider will provide to the State on or before the Effective Date, a copy of itsDisaster recovery planfor itsCentral Office facilities. Not later
than ninety (90) days after the Effective Date, Provider will provide to the State an outline of a Transformed Services Disaster Recovery Plan,
for the State's review and approval, designed to reasonably ensure the continuing availability of Services, as designated in this Agreement, in
the event of a Disaster. A fina Transformed Services Disaster Recovery Plan will be submitted by Provider to the State not later than one
hundred eighty (180) daysafter the Effective Date. Commencing not later than two hundred ten (210) days after the Effective Date, Provider
shall implement the Transformed Services Disaster Recovery Plan and provide the State Disaster recovery services so as to reasonably ensure
the continuing availability of all Services. Provider shall provide such Disaster recovery servicesat al timeswithout regard to any Force
Majeure Event. Such Disaster recovery servicesshall include the preparation and regular testing and updating of the Transformed Services
Disaster Recovery Plan (including plans for data, backups, storage management, contingency operations, and restoration of Servicesto key
State Locations), the reservation of capacity at alternate site facilities, and the coordination with Departments and third-party providers.
Provider shall update and test all Disaster recovery procedures not less frequently than twice annually.

Provider will actively coordinate with DMV A in the development of joint Disaster communications protocols, contingency plans and Disaster
recovery operations. Nothing in this Agreement shall be interpreted to reduce DMV A's statutory authority for coordinating, providing, or
supplementing communications services during aDisaster.

The Transformed Services Disaster Recovery Plan will contain, but not be limited to, the following elements:

1. Provider will support the DESinits AEMS planning effort.

2. Provider will acknowledge itsrole asan "essential service provider" (AEMS Draft, Part |, Section A, Subsection 5) in the AEMS, and
volunteers early cooperation.

3. Provider will adopt aterminology in the ACS Disaster Recovery Plan, consistent withthe multi-agency, multi-jurisdictional language used in
NIIMS/ICS, thereby enabling Provider to work rapidly and effectively with the State in a Disaster.

4. Provider will adopt an unambiguousrecognition of thecommand and control structure for the AEMS in the ACS Disaster Recovery Plan.
Thiswill enable Provider to work in concert with the NIIMS/ICS command and control.
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5. Provider will integrateits satellite telephone, cellular telephone, and satellite data systemsfacilities and expertise with the AEMS, in
cooperation with DES, in keeping withthe specia role of advanced technology in Disaster mitigation.

6. Provider will update the Transformed Services Disaster Recovery Plan as thetransformation occurs. The Transformed Services Disaster
Recovery Plan shall be reviewed and updated as necessary every ninety
(90) days.

7. Provider will make useof its Training Center in Anchorage in support of the ICS/NTC for State employees. Inthe spirit of Partnership,
Provider employees with responsibilities under the ACS Disaster Recovery Plan and the Transformed Services Disaster Recovery Plan will also
attend ICS/NTC training.

8. Provider will open its Service Center and NOC facilities to the DES for training, testing, andfield operations.

9. Provider will organize itssatellite telephone, cellular voice communications, and satellite data communications technologies to provide a
rapid response capability for recovery of State communications in the event of a Disaster. Based on currently unknown resource requirements,

this will be addressed through a Work Order.

10. Provider will support an on-scene response level generic rapid response capability for useby IC. Provider's objective isto directly support
ICin quickly establishing and maintaining acceptable communications. This task will be addressed through a Work Order.

11. Provider agreesto create a generic planning capability to assist LEPCsin addressing communications. This task will be addressed through a
Work Order.

12. Provider agreesto create a generic planning capability to assist the BERO in addressing communications. Thistask will be addressed
through a Work Order.

13. Provider agrees to create a generic planning capability to assist individual Departments in setting up communications for Agency
Operations Centers required by the AEMS. Thistask will be addressed through a Work Order.

14. Provider agreesto assist the DES in planning communicationsfor the SECC in order to create a SECC function that is facility-independent.
Thistask will be addressed through a Work Order.
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16. DISENTANGLEMENT
16.1 DISENTANGLEMENT PROCESS

Provider's Disentanglement obligations commence on the Disentanglement Commencement Date and terminate no later than one (1) year from
such date, unless otherwise extended by mutual agreement of the Parties. During Disentanglement, Provider shall continue to perform Services
until the applicable Disentanglement Cutover Date, provided, however that such Services shall be performed in compliance with thethen
existing SLAs. Notwithstanding theforegoing, nothing herein shall obligate Provider to continue to provide Services during Disentanglement or
perform itsDisentanglement obligations in the event the State fails to make any of the payments described in this Section

16. Provider and the State shall negotiate in good faith theterms of a Disentanglement Plan for determining the nature and extent of Provider's
Disentanglement obligationsand for the transition of the provision of Services by Provider to the State or its designated third-party provider.

During Disentanglement, Provider shall be compensated by the State for thefollowing: (i) Services performed by Provider until the
Disentanglement Cutover Date at the then current rates being charged to the State as set forth in Schedule B; (ii) direct costs incurred by
Provider in connection with the provision of support and other services to the State or its designated third-party replacement in connection with
Disentanglement on time-and-materialsbasis; and (iii) the reimbursement costs described in Section 16.1.5.

16.1.1 FULL COOPERATION AND INFORMATION

During Disentanglement, the Parties shall cooperate fully withone another to facilitate a smooth transition of the Services being terminated
from Provider to the State or the State's designated replacement provider. Such cooperation shall include the provision by Provider to the State,
subject to the provisions of Section 21 hereof, of full, complete, and detailed information, as well as sufficient documentation regarding the
Disentanglement Assets, the Managed Assets, and the information residing on the Network that pertains exclusively to, or is necessary for, the
provision of Services (including all information then being utilized by Provider) to enablethe State's personnel (or that of third-parties) to fully
assume the Disentangled Assets. Provider shall destroy all copies of such information and documentation not turned over to the State.
Notwithstanding the foregoing, Provider may retain one (1) copy of all data withinthe Network relating to the Services, for archival purposes or
warranty support, provided that it isheld in a secure and confidential manner.

16.1.2 NO INTERRUPTION OR ADVERSE IMPACT

Provider shall cooperate with the State and the State's other service providers to ensure a smooth transition of the Disentanglement Assets.
Provider shall cooperate with the State or itsdesignee and third-party providersin transitioning theinterfaces of the Third-Party Resourcesfrom
the Resources to the resources of the State or the State's designated replacement provider.
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16.1.3 THIRD-PARTY AUTHORIZATIONS

Provider shall, subject to the termsof such subcontracts, procure for the State any third-party authorizations necessary to grant the State the use
and benefit of any sub-contracts between Provider and any Subcontractors executed exclusively in connection with the provision of the
Services, pending their assignment to the State pursuant to Section 16.1.6.

16.1.4 EXCLUSIVEWORK PRODUCT

Provider shall provide the State with the Exclusive Work Product, in such Media as requested by the State, together with object code, source
code (to the extent available and in compliance with the applicable license agreement), and appropriate documentation. Provider shall also offer
to the State the right to receive maintenance (including al enhancementsand upgrades) and support with respect to Exclusive Work Product at
the best rates Provider is offering to other major customers for services of a similar nature and scope.

16.1.5 TRANSFER OF ASSETS

Provider shall convey the Disentanglement Assets to the State, or it's designated third-party provider. Provider shall timely remove from the
State's premises any Disentanglement Assetsthat the State, or its designated third-party provider, elect not to acquire, subject to not less than
ninety (90) days prior notice. Regardless of whether the State, or its designated third-party provider, electsto accept conveyance of such Assets,
the State shall compensate Provider for the Disentanglement Assets, in accordance withthe termsof Sections 16.1.5.1 and 16.1.5.2.

16.1.5.1 REIMBURSEMENT OF UNRECOVERED CAPITAL COSTS

The State will reimburse Provider not later thanthirty (30) daysafter the Termination Date for Provider's Unrecovered Capital Costsand the
unpaid portion of the purchase price for Purchased Assets. The Partiesagree that the $3,420,000 Category 5 wiring investment agreed to by
Provider under Service Bundle 2 -- Data Network Services, is considered aninvestment in the Disentanglement Assets and is subject to the
reimbursement provisions of this

Section 16.1.5.1. The Parties also agree that the $2,800,000 capital and maintenance investment, plus any additiona capita investment made
during the term of this Agreement, agreed to by Provider under Service Bundle 8 -- SATS Microwave Maintenance and Repair, to the extent
Provider expends such credit as capital investment, is considered an investment in the Disentanglement Assetsand is subject to the
reimbursement provisions of thisSection 16.1.5.1. Inorder to facilitate the calculation of Unrecovered Capital Costs, Provider shall maintain a
schedule of its capital investment in the Disentanglement Assets, including, without limitation, the network wiring and SATs microwave
equipment, in accordance withthe termsof Section 20.1. Such schedule will be subject to periodic audit by the State in accordance withthe
termsof Section 20.
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16.1.5.2 REIMBURSEMENT OF CERTAIN OTHER UNRECOVERED TRANSITION COSTS

During the Transition Period, Provider shall provide certain services and assume certain costs to facilitate the provision of the Servicesto the
State on a predictable pricing basis. These costsare priced under the assumption that they will be recovered by Provider over the Initial Term of
this Agreement. Inthe event that the State terminates any or al of the Services prior to the expiration of the Initial Term except termination
under Section 14.3, the State agrees to reimburse Provider for such other unrecovered costs based on afour (4) year amortization, or part
thereof, ending with the Term of this Agreement, not later than thirty (30) daysafter the Termination Date for the affected Services.
Specificaly, the costsidentified under this provision include reasonable, actua costsincurred by Provider during the Transition Period and
reasonable, actual costsincurred under the SATS Microwave credit to the extent they have not been expended as capital under Section 16.1.5.1.
Provider agrees to maintain adequate records to ascertain such other unrecovered costs. Such records will be subject to audit according to the
termsof Section 20 of this Agreement.

16.1.6 TRANSFER OF LEASES, LICENSES, AND CONTRACTS

Provider shall convey or assign to the State, or its designee, by written assignmentin aform approved by the State, such leases, licenses, and
other contracts used by Provider, the State, or any other Person in connection with those assets used exclusively for the provision of Servicesto
the State under this Agreement, including Assigned L eases and Assigned Contractsthat continuein effect.

16.1.6.1 ASSUMED LEASE FORTHE JUNEAU TELEPHONE SYSTEM

For the duration of the Term of this Agreement, Provider hasagreed to assume payments on the State's capital lease for the Juneau telephone
system, subject to the proration of the first lease payment to the Effective Date, andto assumetitle to the PBX and telephone sets under the
lease upon lease maturity, subject to thesuccessful transformation of the Services currently provided using this equipment. Additionally,
Provider has agreed to provide maintenance on the equipment through the Term of this Agreement. Provider hasconsidered and included the
cost of such lease payments and maintenance costs in its pricing and has averaged them over theInitial Term. In the event the State terminates
the Services provided under Service Bundle 1 -- Wired Telephony Services, the State agrees to reimburse Provider for the remaining lease
payments and any unamortized maintenance agreementswhich may be in place, prorated through the Termination Date, not later than thirty
(30) days after such Termination Date. In the event that such Termination occurs prior to thetransformation of Service Bundle 1, the State, at
its solediscretion, may elect to retain the leased equipment and assume the remaining lease payments fromthe Termination Date forward,
thereby relieving Provider of al rights and obligations with respect to such equipment.
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16.2 PREPARATION FOR DISENTANGLEMENT
16.2.1 COMPLETE DOCUMENTATION

Provider shall provide to the State complete information, including complete documentation, in accordance with the standards and

methodol ogies to be implemented by Provider, for al software (including applications developed as part of, and used exclusively in the
delivery of, the Services) and hardware used exclusively for the provision of Servicesto the State. Provider shall provide such documentation
for al upgradesto or replacements of such softwareor hardware, concurrently with theinstallation thereof.

16.2.2 MAINTENANCE OF ASSETS

Provider shall maintain al of the Managed Assetsutilized in providing Services to the Statein good condition and in such locations and
configurations as to be readily identifiable and transferable back to the State or its designees in accordance withthe provisions of this
Agreement.

16.2.3 ADVANCE WRITTEN CONSENTS

Provider shall use its best efforts to obtain advance written consents from all licensors and lessors of such assets used exclusively for the
provision of Servicesto the Stateto the conveyance or assignment of licenses and leasesto the State, or its designee, upon Disentanglement.
Provider shall also use itsbest effortsto obtain for the State the right, upon Disentanglement, to obtain maintenance (including all
enhancements and upgrades) and support with respect to the assets that are the subject of such leases and licenses at the price at which, andfor
so long as, such maintenance and support is made commercially available to other customers of such third-parties whose consent is being
procured hereunder.

16.2.4 ALL NECESSARY COOPERATION AND ACTIONS

Provider shall provide all cooperation, take such additional actions, and perform such additional tasks, as may be necessary to ensure atimely
Disentanglement in compliance with the provisions of this Section 16, provided, however, that Provider shall not be obligated to perform
Disentanglement-related services or Services beyond one (1) year after the Disentanglement Commencement Date, unless extended by mutual
agreement of the Parties.

17. LIMITATION OF LIABILITY AND DISCLAIMERS

Subject to the express provisions and limitations of this Section 17, the Parties intend that each Party shall be liable to the other Party for all
damagesincurred as aresult of the breaching Party's failure to perform itsobligations hereunder.

(8) EXCEPT ASOTHERWISE EXPRESSLY PROVIDED BELOW, THE AGGREGATE CUMULATIVE MONETARY LIABILITY OF
THE STATE HEREUNDER FORALL CLAIMS ARISING UNDER OR RELATING TO THIS AGREEMENT, NOTWITHSTANDING
THE FORM (e.g., CONTRACT, TORT, OR OTHERWISE) IN WHICH ANY ACTION ISBROUGHT, SHALL BELIMITED TO
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THE AMOUNT OF FEESOWED AND UNPAID, INCLUDING ANY AMOUNTS DUE UNDER SECTION 16. THE FOREGOING
LIMITATIONS UPON THE STATE'S LIABILITY SHALL NOT APPLY TO: (i) LOSSES SUBJECT TO INDEMNIFICATION BY THE
STATE; (ii) LOSSES ARISING FROM THE STATE'S FAILURE TO COMPLY WITH SECTION 21 (SUCH LOSSES BEING
EXPRESSLY LIMITED BY SECTION 17(c)); (iii) LOSSES ARISING FROM THE STATE'S REPUDIATION OF THIS AGREEMENT;
OR (iv) LOSSES ARISING OUT OF THE WILLFUL MISCONDUCT OR GROSSNEGLIGENCE OF THE STATE.

(b) EXCEPT ASOTHERWISE EXPRESSLY PROVIDED IN THIS SECTION 17, THE AGGREGATE CUMULATIVE MONETARY
LIABILITY OF PROVIDER HEREUNDER FOR ALL DAMAGESINCURRED IN ANY CONTRACT YEARARISING UNDER OR
RELATING TO THIS AGREEMENT, NOTWITHSTANDING THE FORM (e.g.,, CONTRACT, TORT, OR OTHERWISE) IN WHICH
ANY ACTION IS BROUGHT, SHALL BE LIMITED TO THE ESTIMATED ANNUAL FEE FOR THE CONTRACT YEAR IN WHICH
THE DAMAGE WAS INCURRED. THE FOREGOING LIMITATION UPON THE AMOUNTS OF PROVIDER'S LIABILITY SHALL
NOT APPLY TO: (A) LOSSES SUBJECT TO INDEMNIFICATION BY PROVIDER; (B) LOSSESARISING FROM PROVIDER'S
FAILURE TO COMPLY WITH THE PROVISIONS OF SECTION 21 (SUCH LOSSES BEING EXPRESSLY LIMITED BY

SECTION 17(c)); (C) LOSSES ARISING FROM PROVIDER'S REPUDIATION OF, OR UNEXCUSED REFUSAL TO PERFORM, THIS
AGREEMENT ORITS FAILURE OR REFUSAL TO CONTINUE SERVICESIN VIOLATION OF SECTIONS 22; AND (D) LOSSES
ARISING OUT OF THE WILLFUL MISCONDUCT OR GROSS NEGLIGENCE OF PROVIDER.

(c) THE AGGREGATE CUMULATIVE MONETARY LIABILITY OF EITHER PARTY HEREUNDER FOR LOSSES ARISING FROM
SUCH PARTY'S FAILURE TO COMPLY WITH THE PROVISIONS OF SECTIONS 21 NOTWITHSTANDING THE FORM (e.g.,
CONTRACT, TORT, OR OTHERWISE) IN WHICH ANY ACTION ISBROUGHT, SHALL NOT BE SUBJECT TO THE LIMITATION
SET FORTH IN SECTIONS 17(a) and (b), BUT SHALL INSTEAD BE LIMITED TO ONE MILLION DOLLARS ($1,000,000.00) ASA
SEPARATE AND DISTINCT LIMITATION. THE FOREGOING LIMITATION UPON THE AMOUNT OF EITHER PARTY'S
LIABILITY SHALL NOT APPLY TO: (A) LOSSES ARISINGOUT OF THE WILLFUL MISCONDUCT OR GROSSNEGLIGENCE OF
SUCH PARTY; AND, WITH RESPECT TO THE LIABILITY OF PROVIDER, (B) THE STATE'SCOSTS INCURRED TO OBTAIN
REPLACEMENT SERVICES COMPLYING WITH THE TERMS HEREOF (AS TO WHICH COSTS SECTION 17(b) SHALL APPLY).

(d) PROVIDER ACKNOWLEDGES AND AGREES THAT THE TYPES OF DAMAGES THAT THE STATE MAY RECOVER FROM
PROVIDER SHALL INCLUDE ALL ADDITIONAL COSTSAND EXPENSES PAID ORINCURRED BY THE STATE ASA DIRECT
RESULT OF ANY FAILURE BY PROVIDER TOPERFORM ITSOBLIGATIONS HEREUNDER, INCLUDING ANY ADDITIONAL

COSTS INCURRED BY THE STATE TO OBTAIN REPLACEMENT SERVICES COMPLYING WITH THE TERMSHEREOF.
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(6) EXCEPT TO THE EXTENT ANY OF THE LOSSES DESCRIBED IN CLAUSES (i),

(iii), and (iv) OF SUBSECTION (&), CLAUSES (A), (C), AND (D) OF SUBSECTION (b), SUBSECTION (c), OR SUBSECTION (d) MAY
BE DEEMED TO BE SUCH DAMAGES, NEITHER PARTY SHALL BE LIABLE FOR CONSEQUENTIAL, SPECIAL, INDIRECT, OR
INCIDENTAL DAMAGES, EVEN IF ADVISED OF THE POSSIBILITY OF SUCH DAMAGESAND REGARDLESS OF THE FORM IN
WHICH ANY ACTION ISBROUGHT. NEITHER PARTY SHALL BE LIABLE FOR EXEMPLARY OR PUNITIVE DAMAGES
REGARDLESS OF THE FORM IN WHICH ANY ACTION ISBROUGHT.

17.1 FORCE MAJEURE EVENTS

If a Force Mgjeure Event isthe material contributing cause of a Party'sfailureto perform any of its obligations hereunder, such obligations,
after notification by such Party to the other Party, shall be deemed suspended to the extent such obligations are directly affected by such Force
Majeure Event, until the Force Majeure Event has ended and a reasonable period of time for overcoming the effects thereof has passed;
provided, however, that if a Force Majeure Event results in Provider being unable to perform during any period any or all of the Servicesin
accordance withthe terms hereof, the State shall: (i) not be required to pay for any such Services that Provider is unable to perform; (ii) be
entitled to engage an alternate provider, on an interim basis, to perform the Servicesthat Provider isunable to perform as aresult of such Force
Majeure Event; and (iii) be entitled to a share of Provider's resources devoted to returning Provider to full performance of all Services
hereunder, that is equal to or greater than the share of such resources that Provider allocates to other of its customerswith whom it has
agreements that are similar to this Agreement. Inthe alternative to theremedies afforded above the State shall have the right to terminate this
Agreement in accordance with the termsof Section 14.4 hereof. Both Partiesshall usetheir best effortsto minimize delays that occur dueto a
Force Majeure Event. Notwithstanding the above, Provider shall in no event be excused fromthose obligations not directly affected by aForce
Majeure Event (including Disaster recovery services), andif the Force Mgjeure Event is caused by Provider's failureto comply with any of its
obligations under this Agreement or by Provider's negligence or omission, there shall be no relief fromany of its obligations under this
Agreement.

18. INSURANCE

Provider shall provide and maintain, during the Term and for such other period asmay be required herein, at its sole expense, insurancein the
amounts and form described below. The fact that Provider hasobtained the insurance required in this Section 18 shall in no manner lessen nor
effect Provider's other obligationsor liabilities set forth in this Agreement, including its obligations to defend, indemnify, and hold the State
harmless in accordance with

Section 24 hereof. Where specific limits are shown, it is understood that they shall be the minimum acceptable limits. If Provider's policy
contains higher limits, the State shall be entitled to coverage to the extent of such higher limits.
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18.1 REQUIRED GENERAL LIABILITY INSURANCE COVERAGE
Provider shall maintain commercial general liability insurancein the amounts and form set forth below:
18.1.1 COMMERCIAL GENERAL LIABILITY INSURANCE

A policy of commercial general liability insurance, or combination of commercial general liability and umbrellaliability policies, providing
limits of not lessthan:

(i) Per Occurrence: $2,000,000.00

(ii) Personal Injury Liability: $1,000,000.00

(iii) Products/Completed Operations In Aggregate: $5,000,000.00
(iv) General Aggregate: $5,000,000.00

Any deductible or self-insured retention must be declared to the State along with any changesthereto. Any deductible or self-insured retention
shall be the responsibility of Provider.

18.1.2 REQUIRED GENERAL LIABILITY POLICY COVERAGE

Any generadl liability policy(s) provided by Provider hereunder shall include the following coverage: (i) premises and operations; (ii)
products/completed operations; (iii) contractual liability; (iv) persona injury liability; (v) sub-contractors' liability; and (vi) severability of
interest clause.

18.1.3 ADDITIONAL INSUREDS

Any general liability policy provided by Provider hereunder shall name the State and the officers, agents, employees, and volunteers of the
State, individually and collectively, as additional insuredson a broad form additional insured endorsement acceptable to the State.

18.1.4 PRIMARY INSURANCE ENDORSEMENT

The coverage afforded to Provider and the State under the policy(s) described above shall apply as primary insurancefor covered claimsarising
from Provider's delivery of Servicesunder this Agreement, and any other insurance maintained by the State or its officers, agents, employees,
and volunteers, shall be excess only and not contributing with such coverage.

18.1.5 FORM OF GENERAL LIABILITY INSURANCE POLICIES

All general liability policies shall be writtento apply to bodily injury, including death, property damage, personal injury, and other covered
loss, occurring during the policy term, and shall specifically insure the performance by Provider of its obligations under Section 24 below, and
any other indemnification obligations of Provider under this Agreement.
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18.2 BUSINESS AUTOMOBILE LIABILITY INSURANCE

Provider shall procure business automobile liability insurance written for bodily injury and property damage occurring during the policy term,
in the amount of not lessthan one million dollars ($1,000,000.00), combined single limit per accident, applicableto all owned, non-owned, and
hired vehicles. Provider shall havein place an umbrellaliability policy providing not less than an additional one million dollars ($1,000,000.00)
per single accident.

18.3 WORKERS COMPENSATION AND EMPLOYERS LIABILITY INSURANCE

Provider shall maintain a policy or policies of workers compensation coverage in the statutory amount, and Employers Liability coverage for
not less than Five Hundred Thousand ($500,000.00) per occurrence for all employees of Provider engaged in the performance of Servicesor

operations under this Agreement. Coverage shall include awaiver of subrogation in favor of the State, a copy of which shall be provided to the
State.

18.4 PROFESSIONAL ERRORS AND OMISSIONS LIABILITY INSURANCE/ELECTRONIC ERRORS AND OMISSIONS

Thistype of coverageisdesired by both Parties but is recognized that this coverage in the telecommuni cations marketplace is unavailable at a
reasonable rate. When reasonable rates are available, the Parties agree to pursue placement of thistype of coveragethat will protect both
Parties. Any additional coststo the Parties for this coverage will be negotiated based upon the limitsof coverage and an assessment of risks of
each Party.

18.5 EMPLOYEE DISHONESTY AND COMPUTER FRAUD

Provider shall maintain employee dishonesty and computer fraud coverage in an amount not less than ten million dollars ($10,000,000.00) per
occurrence. Such insurance shall cover all of Provider's employees. Coverage shall includealoss payee endorsement to the State. Any
deductible or self-insured retention shall be the responsibility of Provider. The State shall pay a portion of the premium to reflect theincreased
coverage required under theterms of this Agreement over Provider's current policy of five million dollars ($5,000,000).

18.6 PROPERTY INSURANCE

Provider shall provide insurance on all property owned by Provider and provided under thisAgreement. Such policy shall provide "all risk"
perils, including flood, and shall be written on a basis of one hundred percent (100%) replacement value of the property. Coverage shall include
business personal property, tenant improvements, business interruption, property of others, in the care, custody, and control of the insured, and
transit. Provider shall maintain earthquake insurance with respect to its property used to provide Servicesin an amount not lessthanfive
hundred thousand dollars ($500,000.00). Provider shall be responsible for any deductible or self-insured retention.

49

peres e SO irsssn 2002, EDGAR Online. I nc.




18.7 General Provisions
18.7.1 EVIDENCE OF INSURANCE

Provider shall, as soon as practicable following the placement of insurance required hereunder, but in no event later than thirty (30) days after
the Contract Signing Date, deliver to the State certificates of insurance evidencing the same, together with appropriate separate endorsements,
evidencing that Provider has obtained such coverage. Inaddition, upon reasonable notice, Provider grants the State the right to examine and
receive copies of policies, solely for the purpose of confirming Provider's compliance withthe termsof this Section 18. Thereafter, copies of
certificates and appropriate separate endorsements shall be delivered to the State withinthirty (30) daysafter the expiration thereof. The
provisions of such policies shall constitute Provider Confidential Information; provided, however, such information may be disclosed by the
State to the extent necessary to enforce theterms of thisAgreement.

18.7.2 "CLAIMS-MADE COVERAGE"

Except for Professional Liability insurance, all policies shall be written on an occurrence basis unless otherwise approved in writing. If
coverage iswrittenon a"claims-made" basis, the certificate of insurance shall clearly so state. In addition to the coverage requirements
specified above, Provider will make all commercially reasonable effortsto provide that: (i) the policy's retroactive date shall coincide with or
precede Provider's commencement of the performance of Services (including subsequent policies purchased as renewalsor replacements); (i)
similar insuranceis maintained during the required extended period of coverage following Termination of the Agreement; (iii) if insuranceis
terminated for any reason, Provider shall purchase a replacement claims-made policy with the same or an earlier retroactive date or shall
purchase an extended reporting provision to report claims arising in connection with this Agreement for a minimum of two (2) years following
Termination or completion of the Services; and (iv) all claims-made policies shall allow thereporting of circumstances or incidents that might
give riseto future claimsis permissible.

18.7.3 NOTICE OF CANCELLATION OR CHANGE OF COVERAGE

All certificates of insurance provided by Provider must evidence that the insurance provider will give the State thirty (30) days written noticein
advance of any cancellation, lapse, reduction, or other adverse changein respect of such insurance.

18.7.4 QUALIFYING INSURERS

All policies of insurance required hereby shall be issued by companies that have been approved to do businessin the State and are licensed
under AS 21.09.010 et seqg.

19. REPORTS
19.1 GENERAL

Provider shall furnish the State with reports that the State may reasonably request from time to time in theform, and covering theinformation,
agreed to by theParties and
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expressed in the Billing and Reporting Transition and Transformation Plan (or such other formthat the State reasonably requests fromtimeto
time) and with the frequency set forth in such Plan, but in no event less frequently than monthly. The Plan will include but not be limited to the
following: Provider's performance of the Services; cost-management; Subcontractor relationships; End-User satisfaction; and human resources.
Provider shall inform the State of any deficiencies, omissions, or irregularitiesin the State's requirements or in Provider's performance of the
Servicesthat come to Provider's attention withinthe time periods required under theterms of thisAgreement. Provider shall furnishthe State
with all existing and future research and development resources, such as published materials, and industry studies conducted for or by Provider,
that come to its attention and pertain to the Services and that might assist the State in setting itstelecommunications policies or requirements.
The Account Manager shall also advise the State of all other matters of a material nature, that he or she believes would be helpful to the Statein
setting or revising its telecommunications policies or requirements.

19.2 MEDIA

Provider shall furnish the State with all reports in both hard copy and electronic form per the State's specifications in effect on the Effective
Date and as reasonably requested by the State from time to time thereafter.

20. RECORDKEEPING AND AUDIT RIGHTS
20.1 RECORDKEEPING

Provider shall maintain complete and accurate records and books of account withrespect to thisAgreement utilizing GAAP, consistently
applied, and complying in all respectswith all applicable local, State, or federal lawsor regulations. Such records and books, and the
accounting controls related thereto, shall be considered Provider Confidential Information and shall be sufficient to provide reasonable
assurance that: (a) transactions are recorded so as to permit the preparation of Provider'sfinancial statementsin accordance with GAAP and to
maintain accountability for its assets; and (b) the recorded accountability for assetsis compared with the existing assets at reasonable intervals
and appropriate action istaken with respect to any differences. Such records and books of account of Provider's business shall be maintained by
Provider at its principal business officein Anchorage, Alaska, and the State may examine and make extracts of information related to the
Services, and copy any part thereof at any reasonable time during normal business hours. Provider shall retain and maintain accurate records
and documentsrelating to performance of Services under this Agreement until the latest of: (i) six (6) years after the final payment by the State
to Provider hereunder; (ii) one (1) year following thefina resolution of al audits or the conclusion of any litigation with respect to this
Agreement; or (iii) suchlonger time period as may be required by applicablelaw or regulation.

20.1.1 RECORDKEEPING RELATED TO DISENTANGLEMENT

To theextent that Agreement termsrelated to the transfer of assetsto the State upon termination may require the calculation of net book value
on a basis other than that
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whichwould be calculated under GAAP, Provider agrees to maintain complete and accurate supplemental records and books necessary to
determine such net book value of the assets potentially transferable to the State upon termination on the basis contemplated under Section
16.1.5 of thisAgreement.

20.2 QUALITY SURVEILLANCE AND EXAMINATION OF RECORDS

The State, or its authorized representatives that are not competitors of Provider or its Subcontractors, and that are subject to the confidentiality
requirements set forth in Section 21, shall have theright, during regular business hours and with three (3) business days notice, to perform an
operational or security audit withrespect to Provider's performance hereunder. Provider shall grant the State and its representatives full and
compl ete access to Provider's books and records, facilitiesand equipment, and other documents of Provider and its Subcontractors, as they
relate to the provision of Services, or as they may be required in order for the State to ascertain any facts relative to Provider's performance
hereunder. Provider shall provide the State, or itsauthorized representatives, suchinformation and assistance as requested in order to perform
such audits; provided, however, that the Parties shall endeavor to arrange such assistance in such away that it doesnot interfere with the
performance of Provider's duties and obligations hereunder. Provider shall incorporate this paragraph verbatim into any Agreement into which
it enters with any Subcontractor providing Services under this Agreement.

20.3 PRICING AUDIT

Provider shall, at the State's request, provide auditors designated by the State, that are not competitors of Provider or its Subcontractors, and
that are subject to the confidentiality requirements set forth in Section 21, with access to Provider's books and records to the extent necessary to
fully audit and verify any amounts paid or payable by the State hereunder. Provider shall provide such auditors with full access to such
information relating to this Agreement and Provider's books and records as may be necessary to confirm the accuracy of Provider'sinvoices,
documents, and other information supporting such invoices, and any pricing adjustment computations. Provider shall provide such documents,
data, or information on such Media as the State might reasonably request, includinghard copy, optical or magneticdisk, or tape. All such audits
shall be conducted during business hours, with three (3) business days advance notice, and shall include access to Provider Confidential
Information to the extent necessary to comply with the provisions of this Section 20.3.

21. CONFIDENTIALITY

21.1 NONDISCLOSURE OF CONFIDENTIAL INFORMATION

21.1.1 STATE CONFIDENTIAL INFORMATION IS THE PROPERTY OF THE STATE

All State Confidential Information shall be deemed the sole property of the State or the Department furnishing the same, shall be deemed
confidential and proprietary to the State, shall be used solely by Provider or any of its Subcontractors for the purpose of performing its
obligations under this Agreement, and shall not be published, transmitted,
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released, or disclosed by Provider or its Subcontractors to any other Person without the prior written consent of the State, which consent the
State may withholdin its sole discretion.

21.1.2 PROVIDER PROCEDURES TO SAFEGUARD STATE CONFIDENTIAL INFORMATION

Provider shall implement and maintain appropriate policies and procedures to safeguard the confidentiality of the State Confidential

Information to the same extent as provider protects its own confidential and proprietary information of a similar nature, but in no event less than
areasonable degree of care in accordance with Section 21.1.1, above Further, Provider shall comply, and require its employeesto comply, with
the provisions of Alaskalaw that protect the confidentiality of State information including, without limitation, AS 09.25.100 et seq. Provider
shall require as a condition of any subcontract that the Subcontractor expressly acknowledges and agrees to be bound by the same
confidentiality requirements by which Provider is bound under this Agreement.

21.1.3 PERMITTED DISCLOSURE

Notwithstanding the above provisions of this Section, Provider may disclose State Confidential Information to itsemployees, agents, and
Subcontractors who have: (i) aneed to know such State Confidential Information in order to perform their duties under this Agreement, as
determined by anappropriate State official; and (ii) alegal duty to protect the State Confidential Information by agreeing to be bound by the
same confidentiality requirements by which Provider isbound under this Agreement.

21.1.4 PROVIDER CONFIDENTIAL INFORMATION

All Provider Confidential Information shall be deemed the sole property of Provider, shall be deemed confidential and proprietary to Provider,
shall be used by the State or any of its representatives or agentsfor the purpose of performing its obligations under this Agreement, and shall
not be published, transmitted, released or disclosed by the State or its employees, representatives, third-party service providers, replacement
service providers, or agents to any other Person without the prior written consent of Provider.

21.1.5 STATE PROCEDURES TO SAFEGUARD PROVIDER CONFIDENTIAL INFORMATION

The State shall usethe same care to prevent disclosure of Confidential Information, as it usesto prevent disclosure of its own information of a
similar nature, but in no event lessthan areasonable degree of care.

21.1.6 PERMITTED DISCLOSURE OF PROVIDER CONFIDENTIAL INFORMATION
Notwithstanding the above provisions of this Section, the State may disclose Provider Confidential Information to its employees, agents,
representatives, serviceproviders and replacement service providers who have:

(i) aneed to know such Provider Confidential Information in order to perform their dutiesin connection withthis
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Agreement, and (ii) assumed alegal duty to protect Provider Confidential Information by agreeing to be bound by the same confidentiality
requirements by whichthe Stateis bound under this Agreement.

21.2 REQUIRED DISCLOSURE AND REQUESTS FOR INFORMATION
21.2.1 REQUIRED DISCLOSURE

Either Party may disclose Confidential Information of the other Party to the extent disclosure is based on the good faith written opinion of such
Party'slegal counsel that disclosure isrequired by law or by order of acourt or governmental agency; provided, however, that such Party shall
give prompt notice of such requirement and use its best effortsto assist the owner of such Confidential Information if the owner wishesto
obtain a protective order or otherwise protect the confidentiality of such Confidentia Information. The owner of such Confidential Information
reserves the right to seek a protective order or otherwise protect the confidentiality of such Confidential Information. For purposes of this
Section 21.2, the State's Attorney General or his or her designee shall act as the State's legal counsel.

21.2.2 PUBLIC REQUESTS FORINFORMATION

Any and all requests, from whatever source, for copies of or access to, or other disclosure of any State Confidential Information or Provider
Confidential Information shall be promptly submitted to the State or Provider, as the case maybe, for disposition.

21.3 NOTIFICATION AND SUBPOENA
21.3.1 NOTIFICATION

In theevent of any disclosure, loss, or destruction of Confidential Information, thereceiving Party shall immediately notify the disclosing Party.

21.3.2 SUBPOENA

In theevent that either Party is served with a subpoena for Confidential Information with respect to the Services provided under this Agreement,
that Party shall immediately notify the other Party and provide the other Party an opportunity to object to the subpoena.

21.4 INJUNCTIVE RELIEF

Notwithstanding anything to the contrary set forth in Section 25, if either Party publishes, transmits, releases, or discloses any Confidential
Information of the other Party in violation of thisSection 21, or if either Party anticipates that the other Party shall violate or continue to violate
any restriction set forth in this Section 21, the first Party shall have the right to have the provisions of this Section 21 specifically enforced by
any court having equity jurisdiction, without being required to post bond or other security and without having to prove theinadequacy of
available remedies at law, it being acknowledged and agreed that any such violation shall causeirreparable injury to suchfirst Party and that
monetary damages shall not provide anadequate remedy toit. In addition, thefirst Party and any individuals that were the subject of such
Confidential
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Information may take all such other actions and shall have such other remedies available to it or them at law or in equity and shall be entitled to
such damages as it or they can show have been sustained by reason of such violation.

21.5 RETURN OF CONFIDENTIAL INFORMATION

Promptly upon the Termination of the Term (subject to the completion of Provider's Disentanglement obligations), and at any other time upon
written request by either Party to the other Party, the other Party shall promptly return to the sole custody of therequesting Party (or any
Department, as applicable), all Confidential Information of therequesting Party then in its possession or control, in whatever form, or, inthe
case of written request by therequesting Party, such Confidential Information specified in such request as then in the other Party's possession or
control, in whatever form. In addition, unlessthe requesting Party otherwise consents in writing, the other Party shall also deliver to the
requesting Party or, if requested by the requesting Party, shall delete or destroy, any copies, duplicates, summaries, abstracts, or other
representations of any such Confidential Information or any part thereof, in whatever form, then in the possession or control of theother Party.
Provider shall at all times comply in all respects with Alaska's Public Records statutes with regard to its return or destruction of any public data.
Notwithstanding the foregoing: (i) Provider may retain one (1) copy of all documentation within the Network relating to the Services, including
State Confidential Information, but excluding State Data, for archival purposes or warranty support; and (ii) the State may retain copies of
Provider Confidential Information to the extent required by law or regulation or to the extent otherwise permitted under this Agreement.

22. LEGAL COMPLIANCE
22.1 COMPLIANCE WITH ALL LAWSAND REGULATIONS

Both Provider, including the Subcontractors, and the State shall at all times perform their obligations hereunder in compliance with all
applicable federal, State and local lawsand regulations of all applicable jurisdictions, to include any rulesor orders issued by any court or
regulatory agency, and in such a manner as not to cause the others to be in violation of any such applicable laws, regulations, rules or orders.
Nothing in this Agreement shall be deemed to transfer to Provider any of the State'sresponsibilities or obligations related to the use,
management, or disbursement of any funds the State receives fromthe federal government. No provision of this Agreement, including any
Work Order, shall have any force or effect if it would causeaviolation of any federal or State law, ordinance, statute, rule, regulation, or order,
or would require any consent or approval to prevent any such violation.

In theevent that a subsequent federal or State law, ordinance, statute, rule, regulation, or order resultsin or requires a changein the termsof this
Agreement, the State and Provider shall, withinsixty (60) days or as required by law (which ever is shorter), make appropriate contractual
amendmentsto regain compliance including adjustments to pricing and the SLAs. To theextent such compliance isrequired solely as aresult of
the Services provided to the State, any changes will be made in accordance with Section 4, Change Management. In the event such compliance
isrequired for
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services provided to multiple customers of Provider, the costs shall be alocated to such customers on a pro-rata basisto be determined in
accordance with Section 4, Change Management.

22.2 PROVIDER PERMITSAND LICENSE

Provider shall obtain and maintain, and shall cause its Subcontractors to obtain and maintain all approvals, permissions, permits, licenses, and
other forms of documentation required in order to comply with all existing foreign or domestic statutes, ordinances, and regulations, or other
laws, that may be applicable to performance of Services hereunder. The State reserves the right to reasonably request and review al such
applications, permits, and licenses prior to the commencement of any Services hereunder. If requested, the State shall cooperate with Provider,
at Provider's cost and expense, to obtain any such approvals, permits, and licenses. With respect to the Affiliates, the provision of regulated
Services under this Agreement shall only be provided by the regulated Affiliates.

22.3 AMERICANS WITH DISABILITIESACT

Provider represents that it is familiar with, and that it isin compliance with, theterms of the ADA. Provider warrantsthat it shall defend,
indemnify, and hold the State harmlessfrom any liability or losses that may be imposed upon the State as a result of any failure of Provider to
be in compliance withthe ADA.

224 EQUAL EMPLOYMENT OPPORTUNITY

Provider may not discriminate against any employee or applicant for employment because of race, religion, color, national origin, or because of
age, physical handicap, sex, marital status, changesin marital status, pregnancy or parenthood when the reasonable demands of the positions(s)
do not require distinction on thebasis of age, physical handicap, sex, marital status, changesin marital status, pregnancy, or parenthood.
Provider shall take affirmative action to insure that the applicantsare considered for employment and that employees are treated during
employment without unlawful regard to their race, color, religion, national origin, ancestry, physical handicap, age, sex, marital status, changes
in marital status, pregnancy or parenthood. This action must include, but need not be limited to, the following: employment, upgrading,
demotion, transfer, recruitment or recruitment advertising, layoff or termination, rates of pay or other formsof compensation, and selection for
training including apprenticeship. Provider shall post in conspicuous places, available to employees and applicants for employment, notices
setting out the provisions of this Section.

Provider shall state, in al solicitations or advertisements for employees to work on State of Alaska contract jobs, that it isan equal opportunity
employer and that al qualified applicants will receive consideration for employment without regard to race, religion, color, national origin, age,
physical handicap, sex, marital status, changesin marital status, pregnancy or parenthood.

Provider shall send to each labor union or representative of workers with which Provider has a collective bargaining agreement or other
contract or understanding a
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notice advising the labor union or workers' compensation representative of Provider's commitments under this Section and post copies of the
notice in conspicuous places available to al employees and applicants for employment.

Provider shall include the provisions of this Section in every contract related to the provision of Services entered into by Provider after the
Contract Signing Date, and shall require theinclusion of these provisions in every contract entered into by any of its Subcontractors, so that
those provisions will be binding upon each Subcontractor. For the purpose of including those provisions in any contract or subcontract, as
required by this Agreement, "contractor" and "subcontractor" may be changed to reflect appropriately the name or designation of the parties of
the contract or subcontract.

Provider shall cooperate fully with State efforts which seek to deal withthe problem of unlawful discrimination, and with al other State efforts
to guarantee fair employment practices under this Agreement, and promptly comply with all requests and directionsfrom the State Commission
for Human Rightsor any of its officers or agents relating to prevention of discriminatory employment practices.

Full cooperation described above includes, but is not limited to, being awitnessin any proceeding involving questions of unlawful
discrimination if that is requested by any official or agency of the State of Alaska; permitting employees of Provider to be witnesses or
complainantsin any proceeding involving questions of unlawful discrimination, if that is requested by any official or agency of the State of
Alaska; participating in meetings; submitting periodic reports on the equal employment aspects of present and future employment; assisting
inspection of Provider's facilities; and promptly complying with all State directives considered essential by any office or agency of the State of
Alaskato insure compliance with all Federal and State laws, regulations, and policies pertaining to the prevention of discriminatory
employment practices.

22.5 NON-DISCRIMINATION

Provider shall comply with the provisions of Title VII of the Civil Rights Act of 1964 inthat it will not discriminate against any individual with
respect to his or her compensation, terms, conditions, or privileges of employment nor shall Provider discriminate in any way that would
deprive or intend to deprive any individual of employment opportunities or otherwise adversely affect his or her status as an employee because
of suchindividual's race, color, religion, sex, national origin, age, handicap, medical condition, or marital status.

22.6 PROVIDER CERTIFICATION

Provider represents and warrantsthat Provider has not been convicted of bribing or attempting to bribe an officer or employee of the State, nor
has Provider made an admission of guilt of such conduct that is a matter of record.
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23. REPRESENTATIONS AND WARRANTIES

23.1 PROVIDER'S REPRESENTATIONS, WARRANTIES, AND COVENANTS

23.1.1 PERFORMANCE OF THE SERVICES

Provider represents and warrantsthat it is capable in al respectsof providing and shall provide all Services in accordance with this Agreement.
Provider further representsand warrants that: (i) all Services provided under this Agreement shall be provided in atimely, professional, and
workman-like manner consistent with the highest standards of quality and integrity and shall meet the performance standards required under this
Agreement.

23.1.2 CONFLICT OF INTEREST AND ETHICAL BEHAVIOR

23.1.2.1 NO FINANCIAL INTEREST

Provider represents, warrants, and agrees that neither Provider or any of the Affiliates, nor any employee of either, has, shall have, or shall
acquire, any contractual, financial, business, or other interest, direct or indirect, that would conflict in any manner or degree with Provider's
performance of itsduties and responsibilitiesto the State under this Agreement or otherwise create an appearance of impropriety with respect to
the award or performance of this Agreement; and Provider shall promptly inform the State of any suchinterest that may be incompatible with
the interests of the State.

23.1.2.2 NO ABUSE OF AUTHORITY FOR FINANCIAL GAIN

Provider represents, warrants, and agrees that neither Provider or any of its Affiliates, nor any employee of either, has used or shall use the
authority provided or to be provided under this Agreement to obtain financial gainfor Provider, or any such Affiliate or employee, or a member
of theimmediate family of any such employee beyond the profit Provider and its employees are entitled to under this Agreement.

23.1.2.3 NO USE OF INFORMATION FOR FINANCIAL GAIN

Provider represents, warrants, and agrees that neither Provider or any of its Affiliates, nor any employee of either, has used or shall use any
State Confidential information acquired in the award or performance of the Agreement to obtain financial gainfor Provider, or any such
Affiliate or employee, or amember of the immediate family of any such employee.

23.1.2.4 INDEPENDENT JUDGMENT

Provider represents, warrantsand agrees that neither Provider nor any of itsAffiliates, nor any employee of either, hasaccepted or shall accept
another State contract that would impair the independent judgment of Provider in the performance of this Agreement.

23.1.2.5 NO INFLUENCE

Provider represents, warrants, and agrees that neither Provider nor any of its Affiliates, nor any employee of either, has accepted or shall accept
anything of value
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based on an understanding that the actions of Provider or any such Affiliate or employee on behalf of the State would be influenced; and
Provider shall not attempt to influence any State employee by thedirect or indirect offer of anything of value.

23.1.2.6 NO PAYMENT TIED TO AWARD

Provider represents, warrants, and agrees that neither Provider nor any of its Affiliates, nor any employee of either, has paid or agreed to pay
any Person, other than bona fide employees and consultants working solely for Provider or such Affiliate or its Subcontractors, any fee,
commission, percentage, brokerage fee, gift, or any other consideration, contingent upon or resulting from the award or making of this
Agreement.

23.1.2.7 INDEPENDENT PRICES

Provider represents, warrants, and agrees that the prices proposed by Provider werearrived at independently, without consultation,
communication, or agreement with any other proposer for the purpose of restricting competition; the prices quoted were not knowingly
disclosed by Provider to any other proposer; and no attempt was made by Provider to induce any other Person to submit or not submit a
proposal for the purpose of restricting competition. Nothing in this Agreement, however, restricts Provider from discussing with any other
proposer pricesfor the other proposer's services, which Provider may offer to resell to the State aspart of its Proposal.

23.1.2.8 COMPLIANCE WITH STATE ETHICS REQUIREMENTS
Provider must comply with all applicable Federal or State lawsregulating ethical conduct of public officers and employees.
23.1.3 BEST VALUE

Provider represents and warrantsthat it will useits best effortsto ensure that the State realizes the optimal combination of improved technology
at thelowest reasonable cost, as provided for in this Agreement.

23.1.4 FINANCIAL CONDITION

23.1.4.1 FINANCIAL CONDITION

Provider represents and warrantsthat it has, and promisesthat it shall maintain throughout the Term, afinancial condition commensurate with
the requirements of thisAgreement. If, during the Term, Provider experiences a change inits financia condition that may adversely affect its
ability to perform under this Agreement, then it shall immediately notify the State of such change.

Provider shall deliver to the State copies of its Forms10-Q, Quarterly Report, and Forms10-K, Annua Report, asfiled with the Securitiesand
Exchange Commission withinten (10) days of filing for all such reports prepared during the Term of thisAgreement. The Forms 10-Q shall
include the unaudited financia statements of Provider and its subsidiaries prepared in accordance with GAAP, consistently applied. The Forms

10-K provided to the State shall includethe audited consolidated financial statements of
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Provider and its subsidiaries prepared in accordance with GAAP, consistently applied, and including thereport of itsindependent auditors. The
delivery of such quarterly and annual reports to the State shall not be interpreted as relieving Provider of its obligationto separately
immediately notify the State of any change inits financial condition that may adversely affect its ability to perform under this Agreement as
soon as practical after Provider becomes aware of such change.

23.1.4.2 ACCURACY OF INFORMATION

Provider represents and warrantsthat all financial statements, reports, and other information furnished by Provider to the State as part of its
Proposal or otherwise in connection with theaward of this Agreement fairly and accurately represent the business, properties, financial
condition, and results of operations of Provider as of the respective dates, or for therespective periods, covered by such financial statements,
reports, or other information. Since the respective dates or periods covered by such financia statements, reports, or other information, there has
been no material adverse changein the business, properties, financial condition, or results of operations of Provider.

23.15 LITIGATION

Provider represents that there is no pending or anticipated civil or criminal litigation in any judicial forum that involves Provider or any of its
Affiliates or Subcontractors that may adversely affect Provider's ability to perform its obligations under this Agreement. Provider shall notify
the State, withinfifteen (15) daysof Provider's knowledge of its occurrence, of any such pending or anticipated civil or criminal litigation.
Provider shall notify the State within forty-eight (48) hoursin the event process is served on Provider in connection with this Agreement,
including any subpoena of Provider'srecords, and shall send awritten notice of the service together with a copy of the same to the State within
seventy-two (72) hoursof such service.

23.1.6 PROPRIETARY RIGHTSINFRINGEMENT

Provider promisesthat at no time during the Term shall the use of any services, techniques, or products provided or used by Provider infringe
upon any third party's patent, trademark, copyright, or other intellectual-property right, nor makeuse of any misappropriated trade secrets.

23.1.7 LEGAL AND CORPORATE AUTHORITY

Provider represents and warrantsthat: (i) it isa Delaware corporation, and is qualified and registered to transact businessin al locations where
the performance of its obligations hereunder would require such qualification; (ii) it has al necessary rights, powers, and authority to enter into
and perform this Agreement, and the execution, delivery, and performance of this Agreement by Provider have been duly authorized by all
necessary corporate action; and

(iii) the execution and performance of thisAgreement by Provider shall not violate any law, statute, or regulation and shall not breach any
agreement, covenant, court order, judgment, or decreeto which Provider isa party or by which it isbound, and (iv) it will cause the Affiliatesto
obtain, and maintain in effect during the Term of this Agreement, all government licenses and any permits necessary
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for such Affiliate to provide the Services contemplated by this Agreement; and

(v) it will causethe Affiliatesto own or lease, free and clear of all liensand encumbrances, other than lessors' interests, or security interests of
lenders, all right, title, and interest in and to the tangible property and technology and the like that such Affiliate intends to use or uses to
provide such Services and in and to the related patent, copyright, trademark, and other proprietary rights, or has received appropriate licenses,
leases, or other rights fromthird-parties to permit such use.

23.1.8 INFORMATION FURNISHED TO THE STATE

Provider represents and warrantsthat all written information furnished to the State prior to the Contract Signing Date by or on behalf of
Provider in connection with this Agreement, including its Proposal, istrue, accurate, and complete, and containsno untrue statement of a
material fact or omits any materia fact necessary to make such information not misleading.

23.1.9 PRIOR CONTRACTS

Provider represents and warrantsthat neither it, nor any of the Subcontractors, isin material default or breach of any other contract or
agreement related to telecommunication system facilities, equipment, or servicesthat it or they may have withthe State or any of its
departments (including the Departments), commissions, boards, or agencies. Provider further represents and warrantsthat neither it, nor any of
the Subcontractors, has been aparty to any contract for telecommunication systemfacilities, equipment, or services with the State or any of its
departments (including the Departments) that was finally terminated by the State or such department withinthe previous five (5) yearsfor the
reason that Provider or such Person failed to perform or otherwise breached an obligation of such contract. Provider promises that it shall notify
the State, withinfive (5) days of itsoccurrence, if it, or any of the Subcontractors, isa party to any contract for information system or
telecommuni cation system facilities, equipment, or services with any federal, State, or local governmental body, or any agency thereof, which
contract isfinally terminated by such body for the reason that Provider or such Person failed to perform or otherwise breached an obligation of
such contract. If thetermination of any such contract is being contested as of the Contract Signing Date in an arbitration or judicial proceeding,
the termination shall not be final until the conclusion of such arbitration or judicial proceeding.

23.2 STATE'S REPRESENTATIONS, WARRANTIES, AND COVENANTS

23.2.1 LEGAL AUTHORITY

The State representsand warrants that it has all necessary rights, powers, and authority to enter into and perform this Agreement; that the
execution, delivery, and performance of thisAgreement by the State have been duly authorized by all necessary action of the Governor and/or
the Alaska State Legidlature.

23.2.2 EXISTING AGREEMENTS

The State representsand warrants that it has al rights, licenses, and maintenance agreements necessary to make all hardware, software,
networks, and other
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telecommuni cations-related assets made available or conveyed by the State to Provider under this Agreement technically and legally functional
for the Term of thisAgreement.

23.3 WARRANTY DISCLAIMER

EXCEPT AS EXPRESSLY STATED IN THIS AGREEMENT, THERE ARE NO EXPRESS WARRANTIES BY EITHER PARTY. THERE
ARE NO IMPLIED WARRANTIES OR CONDITIONS, INCLUDING THE IMPLIED WARRANTIES OF MERCHANTABILITY OR
FITNESS FOR A PARTICULAR PURPOSE, OR OTHERWISE ARISING FROM A COURSE OF DEALING OR USAGE OF TRADE.

234 WAIVER

Effective upon delivery of the Transformation Plan to the State, having had reasonable access to pertinent State information and State
personnel, and a reasonable time within which to perform due diligence investigation, and having taken into account the possibility that the
information it has received might possibly be incorrect or incomplete, Provider hereby waives and releases any and all claimsthat it now has or
hereafter may have against the State based upon theinaccuracy or incompletenessof the information it has received from, or with regard to, the
State. Further, Provider consents and agrees that it shall not seek any judicia rescission, cancellation, termination, reformation, or modification
of this Agreement or any provision hereof, nor any adjustment in thefees to be paid for the Services, based upon any suchinaccuracy or
incompl eteness of information except where such information was intentionally withheld or intentionally misrepresented.

24. INDEMNIFICATION
24.1 BY PROVIDER
24.1.1 TECHNOLOGY

Provider shall indemnify, defend, and hold the State harmless fromand against any and all Lossesarising out of, any Infringement Claim
brought by any third-party against Provider and/or the State based upon technology used by Provider in providing the Services. Also,
notwithstanding the foregoing, Provider shall defend, indemnify, and hold harmless the State from and against all Lossesthat could have been
avoided by movingto a new release or version of theinfringing software and Provider was offered the new release or versionand did not move
to same, except where Provider was requested not to moveto sameby the State. In the event that the State'sright to use any such technology is
enjoined, Provider may, in its reasonable discretion and at Provider's sole expense, either procure alicense to enable the Stateto continueto use
such technology or develop or obtain a non-infringing substitute acceptable to the State. Provider shall have no obligation with respect to any
Lossto theextent that it is based solely upon: (i) modification of a program or machine by the State, any third-party contractor of the State, or
any agent of the State that was not approved by Provider; (ii) the State's combination, operation, or use with apparatus, data, or programs
neither furnished nor approved by Provider;

(iii) the use by the State of any software provided by any third-party other than in accordance with relevant softwarelicenses; or (iv) the use of
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software owned by or licensed to the State by a party other than Provider and supplied by the State to Provider. Provider shall have no
obligation with respect to any Infringement Claimor Lossto the extent that it is based upon any Assigned Contract, as it exists as of the
effective date of the assignment of such Assigned Contract to Provider.

24.1.2 INJURY OR PROPERTY DAMAGE

Without limiting Provider's obligations with respect to insurance asprovided in Section 18 hereof, Provider shall indemnify, defend, and hold
the State harmless from and against any and all Lossesrelated to any third-party claim aleging bodily injury or death, damage to tangible
personal or real property, or any other damage, notwithstanding the formin which any such action is brought (e.g., contract, tort, or otherwise),
to the extent suchinjuries or damages arise directly or indirectly from acts, errors, or omissions Provider or its personnel, agents, or
Subcontractors.

24.1.3 THIRD-PARTY CONTRACTS

Provider shall indemnify, defend, and hold the State harmless from and against any and all Lossesbased upon or related to third-party services
utilized by Provider in providing Services or based upon an alleged breach by Provider of any agreement with any third party, except for
third-party services retained at thedirect request of the State.

24.1.4 MISREPRESENTATION

Provider shall indemnify, defend, and hold the State harmless from and against any and all Lossesrelated to any third-party claim based upon
or resulting from any willful misrepresentation by Provider in thisAgreement.

24.1.5 TRANSITIONED EMPLOYEES

Provider shall indemnify, defend, and hold the State harmless from and against any and all Lossesrelated to or arising fromany claim by a
Transitioned Employee that is based upon or resulting from any act by Provider or its Subcontractors on or after the date such Transitioned
Employee became an employee of Provider, or any allegation that such Transitioned Employee was wrongfully terminated by Provider or was
denied any severance or termination payment upon leaving the employ of Provider. Provider shall indemnify, defend, and hold harmless the
State from and against any and all Lossessustained or incurred by the State, by any of Provider's employees (excluding Transitioned
Employees) based upon or resulting fromany act by Provider.

24.1.6 HAZARDOUSMATERIAL

Provider shall indemnify, defend, and hold the State harmless from and against any and &l third-party Lossesrelated to or arising from: (i)
Provider's failureto comply in al material respects with any applicable Environmental Laws; or (ii) the presence of any Hazardous Material
upon, above, or beneath Provider's Restricted Facilities or locations, except to the extent the Hazardous Material was present or was released
into the environment due to the act of the State or any of its employees, agents, representatives or third-party providers.
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24.2 BY THE STATE
24.2.1 TECHNOLOGY

The State shall indemnify, defend, and hold Provider and its Subcontractors harmlessfrom and against any and all Losses arising out of any
claim brought by any third party against any of them for actual or alleged infringement of any patent, trademark, copyright, or similar
proprietary right, including misappropriation of trade secrets, based upon software that is proprietary to the State and provided to Provider by
the State at any time while Provider is providing Servicesto the State. In theevent that Provider's or Subcontractor's right to usesuch software
isenjoined, the State may, in itsreasonable discretion and at the State's sole expense, either procure alicense to enable Provider to continue use
of such software or develop or obtain a non-infringing replacement. The State shall have no obligation with respect to any Lossto the extent it
is based solely upon: (i) modification of the software by Provider or any of its Affiliatesor Subcontractors; or (ii) Provider's combination,
operation, or useof such softwarewith Provider-approved apparatus, data, or programs.

24.2.2 THIRD-PARTY CONTRACTS

The State shall indemnify, defend, and hold Provider harmless from and against any and all Losses based upon, or related to, third-party claims
based upon an aleged breach by the State of any agreement withany third-party, includingan alleged breach by the State prior to the effective
date of the assignment of any Assigned Contract.

24.2.3 MISREPRESENTATION

The State shall indemnify, defend, and hold Provider harmless with respect to any and all Losses related to any third-party claim based upon or
resulting from any misrepresentation by the Statein this Agreement.

24.2.4 TRANSITIONED EMPLOYEES

The State shall indemnify, defend, and hold Provider harmless from and against any and all Losses related to a claim by any Transitioned
Employee based upon or resulting from any act by the State prior to thedate such Transitioned Employee became an employee of Provider, or
in connection with such Transitioned Employee'sleaving the employ of the State. The State shall indemnify, defend, and hold Provider
harmless fromand against any and all Lossesrelated to a claim by any State Employee, based upon or resulting from any act by the State.

24.2.5 HAZARDOUSMATERIALS

The State shall indemnify, defend, and hold Provider harmless from and against any and all third-party Losses resulting from: (i) the State's
failure or aleged failureto comply in any respects with any applicable Environmental Laws; or (ii) the presence of any Hazardous Material
upon, above, or beneath State Facilities or Locations, except to the extent the Hazardous Material was present or was released into the
environment due to theact of Provider or any of itsemployees, agents, Affiliates or Subcontractors, including Transitioned Employees.
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24.3 WAIVER OF SUBROGATION

Each Party hereby waivesits respective rights to subrogation against the other with respect to any claimsor defenses asto whichany
indemnification rel ates.

24.4 GENERAL PROCEDURES

Provider's indemnity obligations under this Agreement also extend to third-party claimsand associated Losses caused by the concurrent passive
or vicarious negligence of the State. Notwithstanding these indemnity provisions, however, Provider shall have no obligation to defend or
indemnify the State to the extent third party claimsand associated Losses are caused by the active negligence, sole negligence, or willful
misconduct of the State. If any legal action governed by this Section is commenced against the State or Provider, such Party shall givewritten
notice thereof to theindemnifying Party promptly after such legal action is commenced; provided, however, that failureto give prompt notice
shall not reduce theindemnifying Party's obligations under this Section, except to the extent the indemnifying Party is prejudiced thereby.

After such notice, if theindemnifying Party shall acknowledgein writingto the other Party that the right of indemnification under this
Agreement applies with respect to such claim, then the indemnifying Party shall be entitled, if it so electsin awritten noticedelivered to the
other Party not fewer thanten (10) days prior to the date on which aresponse to such claim is due, to take control of the defenseand
investigation of such claim andto employ and engage attorneys of its choice, that are reasonably satisfactory to the other Party, to handle and
defend same, at theindemnifying Party's expense. The other Party shall cooperate in al reasonable respects with theindemnifying Party and its
attorneys in the investigation, trial, and defense of such claim and any appea arising therefrom; provided, however, that the other Party may
participate, at its own expense, through itsattorneys or otherwise, in suchinvestigation, trial, and defense of such claim and any appeal arising
therefrom.

No settlement of a claimthat involves aremedy other than the payment of money by theindemnifying Party shall be entered into by the
indemnifying Party without the prior written consent of the other Party, which consent may be withheld in the other Party's sole discretion. If the
indemnifying Party does not assume the defense of a claim subject to such defense as provided in this Section, theindemnifying Party may
participate in such defense, at itsexpense, andthe other Party shall have the right to defend the claim in such manner asit may deem
appropriate, at the expense of the indemnifying Party.

25. DISPUTE RESOLUTION

25.1 RESOLUTION PROCESS

In theevent of any Dispute, the Parties shall use their best efforts to settle such Dispute. To this effect they shall consult and negotiate with each
other, in good faith and, recognizing their mutual interests, attempt to reach ajust and equitable solution satisfactory to both Parties. If a

Dispute arises it shall be resolved pursuant to the
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following procedures prior to the Parties exercising any other remedy provided for hereunder:
(a) A Dispute shall first be referred to the Parties' respective designated representatives responsible for the subject matter of the Dispute.

(b) If the Dispute cannot be resolved withinfifteen (15) days of its referral to the designated representatives it may be referred by either Party to
the State's Project Director and Provider's Account Manager. The Project Director andthe Account Manager shall endeavor to resolve the
Dispute. If the Disputeis resolved, the Project Director and Account Manager shall execute a problem resolution report and each Party shall
commence the resolution of the Disputein accordance therewith.

(c) Inthe event that the Project Director and the Account Manager fail to resolve the Dispute withinten (10) days after thereferral of the
Dispute to them, the Dispute may be referred by either Party to the Management Committee.

(d) The Management Committee's determination with respect to any Dispute shall be final and binding on the Parties. If the Disputeis resolved,
the Management Committee shall execute a problem resolution report and each Party shall commence the resolution of the Disputein
accordance therewith.

(e) Inthe event that the Management Committee failsto resolve the Dispute within the time frame established by the Management Committee
for resolution of such Dispute, the Dispute shall be treated as a controversy pursuant to AS 36.30.620(f) and the Parties shall immediately refer
the Dispute to the Commissioner of Administration for resolution in accordance withAS 36.30.630, et seg. The Management Committee may
request that the Commissioner of Administration appoint an independent third-party to act asthe hearing officer.

25.2 NO TERMINATION OR SUSPENSION OF SERVICES

Notwithstanding anything to the contrary contained herein, and even if any Dispute arises between the Parties and regardless of whether or not
it requires at any time the use of the dispute resolution procedures described above, in no event nor for any reason shall Provider interrupt the
provision of Servicesto the State or any obligations related to Disentanglement, disable any hardware or software used to provide Services, or
perform any other action that prevents, impedes, or reduces in any way the provision of Services or the State's ability to conduct its activities,
unless: (i) authority to do sois granted by the State or conferred by a court of competent jurisdiction; or (ii) in accordance with theterms of
Sections 14 and 16 of this Agreement.

26. PUBLICITY

Unless specifically authorized in writingor electronically by the Project Director on a case-by-case basis, which shall not be unreasonably
withheld, Provider shall have noright to use, and shall not use, the name of the State, the Departments, officials, or employees, or the seal of the
State:

(i) inany advertising, publicity, promotion; or (ii) to
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express or to imply any endorsement of Provider's products or services; or (iii) in any other manner (whether or not similar to uses prohibited
by subparagraphs
(i) and (ii) above), except only to deliver the Services in accordance with this Agreement.

27. USE OF AFFILIATES AND SUBCONTRACTORS
27.1 APPROVAL; KEY SUBCONTRACTORS AND HARDWARE/SOFTWARE PROVIDERS

Provider shall not perform the Services through the use of Provider-selected Subcontractors, including providers of hardware and software,
without the advance written consent of the Project Director as to the selection of the subcontractor, which consent may not be unreasonably
withheld, and the execution by such Subcontractor of a confidentiality agreement in accordance with Section 21 hereof; provided, however, that
Provider may subcontract, without the Project Director's advance written consent, for goods and services that are incidental to the performance
of the Services and do not involve the anticipated expenditure under this Agreement of more than two hundred fifty thousand dollars
($250,000.00) withinany ninety (90) day period. The Project Director will respond withinthree (3) business days of request from Provider for
approva under thisSection. In the event the Project Director does not respond within three (3) business days, Provider may interpret lack of a
response as consent. The Project Director hereby consents to the Subcontractors identified in Schedule G; provided, that each such
Subcontractor shall execute a confidentiality agreement in accordance with Section 21 hereof. Additionally, each Subcontractor shall be
properly licensed in the State to perform the Services for which such Subcontractor is responsible, whereapplicable. In no event shall Provider
be entitled to perform the Services through the use of any subcontractor who has been debarred from performing servicesfor the United States
government.

27.1.1 SUBCONTRACT WITH ACS INTERNET

The State recognizes that ACS will enter into a subcontract agreement with ACSInternet, as described in Schedule G, designating ACSInternet
to assume Provider's obligations under this Agreement in connection with the provision of Servicesto the State; provided, however, that in no
event shall Provider be relieved of its obligations under this Agreement including, without limitation, the obligations set forth in Sections 18
and 24.

27.2 SUBCONTRACTOR AND MAJOR HARDWARE/SOFTWARE PROVIDER AGREEMENTS

Provider will provide to the State copies of al agreementsbetween Provider, its Subcontractors, and major hardware and software vendors
related to the performance of this Agreement that are in excess of the two hundred fifty thousand dollars ($250,000.00) threshold described in
Section 27.1 withinthirty

(30) days after such contracts are executed, or in the case of existing agreements, not later than the Effective Date. Subcontracts for the
provision of Serviceswill contain materially the same termsand conditions as thisAgreement. Provider represents and warrants that the
agreements provided to the State will be true and complete copies thereof, excluding only relevant pricing information between Provider and its
Subcontractors.
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273 LIABILITY AND REPLACEMENT

In no event shall Provider be relieved of its obligationsunder thisAgreement as aresult of its useof any Subcontractors. Provider shall
supervise the activities and performance of each Subcontractor and shall be jointly and severally liable with each such Subcontractor for any act
or failureto act by such Subcontractor. If the State determines that the performance or conduct of any Subcontractor is unsatisfactory, the State
may notify Provider of its determination in writing, indicating the reasons therefor, in which event Provider shall promptly take all necessary
actions to remedy the performance or conduct of such Subcontractor or to replace such Subcontractor by another third-party or by Provider
personnel.

27.4 DIRECT AGREEMENTS

Upon Termination of the Term for any reason, the State shall have the right to enter into direct agreementswith any Subcontractors. Provider
represents, warrants, and agrees that its arrangementswith such Subcontractors shall not prohibit or restrict such Subcontractors from entering
into direct agreements with the State upon the Termination of the Term.

28. MISCELLANEOUS
28.1 ENTIRE AGREEMENT

This Agreement, including the schedules, and appendices referenced herein, constitutes the entire understanding and agreement between the
Parties with respect to the transactions contemplated herein and supersedesall prior or contemporaneous oral or written communications with
respect to the subject matter hereof, all of which aremerged herein. No usage of trade, or other regular practice or method of dealing between
the Partiesor others, may be used to modify, interpret, supplement, or ater in any manner the expresstermsof this Agreement.

28.2 CONFLICTS, ERRORS, OMISSIONS AND DISCREPANCIES
28.2.1 ORDER OF PRECEDENCE

In theevent of conflict in substance or impact between the termsand conditions contained in Sections 1 through 28 of this Agreement and any
termsand conditions contained in any schedule, attachment, appendix or exhibit hereto, theterms and conditions contained in such Sections
shall control. This Agreement takes precedence over the State RFP and proposal submitted by Provider on December 15, 2000, as amended and
supplemented by the BAFO submitted by Provider on April 30, 2001.

28.2.2 ERROR, OMISSIONS AND DISCREPANCIES

In theevent that thisAgreement containsinadvertent errors, omissions, or discrepancies, this Agreement shall be read as if those errors,
omissions, or discrepancies do not exist. Errors, omissions or discrepancies areinadvertent if they areobvious, technical, or clerical in nature
and failureto correct these errors, omissions or discrepancies would be contrary to theintent of the Parties. In the event of a dispute regarding
the meaning or interpretation of this Agreement, the State RFP and the

68

peres e SO irsssn 2002, EDGAR Online. I nc.




proposal submitted on December 15, 2000 by Provider, as amended and supplemented by the BAFO submitted by Provider on April 30, 2001,
will be usedto provide guidance in determining a resolution.

28.3 CAPTIONS AND SECTION NUMBERS

Captions, tables of contents, indices of definitions, and section, schedule, and exhibit numbersare used herein for convenience of reference only
and may not be used in the construction or interpretation of this Agreement. Any reference herein to a particular Section number (e.g., " Section
2"), shall be deemed areference to al Sections of thisAgreement that bear sub-numbers to the number of the referenced Section (e.g., Sections
2.1, 2.1.1, etc.). Any reference herein to a particular schedule or exhibit shall be deemed a reference to the schedule hereto that bears the same
number. As used herein, the word "including" shall mean "including, but not limited to", and the word "will" means "shall."

28.4 ASSIGNMENT

Except for subcontracting permitted under this Agreement, neither this Agreement, nor any interest therein, nor any of therights and obligations
of Provider hereunder, may be directly or indirectly assigned, sold, delegated, or otherwise disposed of by Provider, in wholeor in part, without
the prior written consent of the State, which may be withheld in its sole discretion.

285 NOTICES TO A PARTY

Except as expressy otherwise stated herein, all notices, requests, consents, approvals, or other communications provided for, or given under,
this Agreement, shall be inwriting and shall be deemed to have been duly given to a Party if delivered personally, or transmitted by facsimile or
electronic mail to such Party at its telecopier number or e-mail address set forth below (with the original sent by recognized overnight courier or
first-class mail to the Party at its address set forth below), or sent by first class mail or overnight courier to such Party at its address set forth
below, or at such other telecopier number or address, as the case may be, as shall have been communicatedin writingby such Party to the other
Party in accordance with this Section. All noticesshall be deemed given whenreceived in the case of personal delivery or delivery by mail or
overnight courier, or whensent in the case of transmission by facsimile or electronic mail with a confirmation, if confirmed by copy sent by
overnight courier within one (1) day of sending thefacsimile.

Notices to the State shall be addressed asfollows:
Project Director State of Alaska 333 Willoughby Avenue P.O. Box 110206 Juneau, Alaska 99811-0206 Telecopier No.: (907) 465-3450
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Notices to Provider shal be addressed asfollows:

President
Alaska Communications Systems Group, Inc.
510 L Street, Suite 500
Anchorage, Alaska 99501
Telecopier No.: (907) 297-3052

witha copy to the attention of Provider's general
counsd at:

Alaska Communications Systems Group, Inc.
Attention: General Counsel

510 L Street, Suite 500
Anchorage, Alaska 99501
Telecopier No.: (907) 297-3153

28.6 CONTRACT AMENDMENTS AND WAIVERS

Except as expresdy provided herein, this Agreement may not be modified, amended, or in any way altered except by a written document duly
executed by both of the Parties hereto. The Project Director istheonly State employee authorized to modify or amendthis Agreement. No
waiver of any provision of this Agreement, nor of any rights or obligationsof any Party hereunder, shall be effective unless in writing and
signed by the Party waiving compliance, and such waiver shall be effective only in the specific instance, and for the specific purpose, statedin
such writing. No waiver of breach of, or default under, any provision of thisAgreement shall be deemed awaiver of any other provision, or of
any subsequent breach or default of the same provision, of this Agreement.

28.7 LEGAL STATUS OF THE PARTIES

Except as specifically provided herein, this Agreement shall not be construed to deem either Party as a representative, agent, employee, partner,
or joint venturer of the other. Provider shall be an independent provider for the performance under thisAgreement. Provider shall not havethe
authority to enter into any agreement, nor to assumeany liability, on behalf of the State or any Department, nor to bind or commit the State or
any Department in any manner, except as provided hereunder. Provider's employees and the Transitioned Employeeswho provide Services or
who are located on the State's premisesshall remain employeesof Provider, and Provider shall have sole responsibility for such employees
including responsibility for payment of compensation to such personnel and for injury to them in the course of their employment. Provider shall
be responsible for all aspects of 1abor relations with such employees, including their hiring, supervision, evauation, discipline, firing, wages,
benefits, overtime and job and shift assignments, and all other terms and conditions of their employment, and the State shall have no
responsibility therefor. Both Parties shall defend, indemnify, and hold harmlesseach other from and against any and all Losses based upon or
related to aclaimthat either Party's employees are employees of the other Party.
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28.8 SEVERABILITY

If any provision of thisAgreement is determined to be invalid or unenforceable, that provision shall be deemed stricken and the remainder of
this Agreement shall continue in full force and effect insofar as it remains a workable instrument to accomplish the intent and purposes of the
Parties; the Parties shall replace the severed provision with the provision that will come closest to reflecting the intention of the Parties
underlying the severed provision but that will be valid, legal, and enforceable.

28.9 COUNTERPARTS

This Agreement may be executed in duplicate counterparts. Each such counterpart, if executed by both Parties, shall be an original and both
together shall constitute but one and the same document. This Agreement shall not be deemed executed unless and until at |east one counterpart
bears the signatures of both Parties designated signatories.

28.10 LAWS AND REGULATIONS

This Agreement shall be interpreted under, and governed by, thelaws and court decisions of the State of Alaska and the United States of
America

28.11 SOVEREIGN IMMUNITY

Notwithstanding any provisions to the contrary contained in this Agreement, it is agreed and understood that the State shall not be construed to
have waived any rights or defenses of governmental immunity that it may have withrespect to all matters arising out of this Agreement.

28.12 PROVIDER'S WAIVER OF GOVERNMENTAL IMMUNITY

Provider shall not be entitled to raise governmental or sovereign immunity as a defenseto any claim or in response to any action related to
Provider's obligationsunder thisAgreement brought against it by any party.

28.13 NO THIRD-PARTY BENEFICIARIES

This Agreement is an agreement between the Parties, and, except asprovided in this Section, this Agreement confersno rights upon any of the
Parties employees, agents, subcontractors, or upon any other Person.

28.14 EXPENSES

Each Party shall pay all expenses paid or incurred by it in connection with the planning, negotiation, and consummation of this Agreement.
28.15 VENUE AND JURISDICTION

All actions or proceedings arising out of, or related to, this Agreement shall be brought only in an appropriate state court in Juneau, Alaska, and
the Parties hereby consent to the jurisdiction of such courts over themselves and the subject matter of such actions or proceedings. Provider

hereby appoints Provider's General Counsel and his or
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her successors in office to be its agent upon whom any process, in any action or proceeding against it arising out of this Agreement, may be
served.

28.16 NEITHER PARTY CONSIDERED DRAFTER

Despite the possihility that one Party may have prepared the initial draft of this Agreement or played the greater role in the physical preparation
of subsequent drafts, the Parties agree that neither of them shall be deemed the drafter of this Agreement and that, in construing thisAgreement
in case of any claim that any provision hereof may be ambiguous, no such provision shall be construed in favor of one Party on theground that
such provision was drafted by the other.

28.17 NO ADDITIONAL WORK

Except as permitted in Section 10, no claimfor additional services, not specifically provided in this Agreement, performed or furnished by
Provider, will be allowed, nor may Provider do any work or furnish any material not covered by thisAgreement unless the work or material is
ordered in writing by the Project Director.

The Parties have executed this Agreement as of the Contract Signing Date.

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC. STATE OF ALASKA

By: /sl \Wesley E. Carson By: /'s/ Ji m Duncan
Title: Pr esi dent Title: Comm ssioner of Admi nistration
Date: Decenber 10, 2001 Dat e: Decenber 10, 2001

Approved asto form:

Bruce M. Botelho
Attorney Genera

By: [/s/ Marjorie L. Vandor
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APPENDICES

APPENDIX A -- ACRONYMS

The acronyms contained in this Appendix A includethe acronyms used throughout the Agreement as well asindustry and State-specific
acronyms that may be used by the Parties in connection with the performance of their respective obligations under the Agreement.

24x7x365
3DES
ACD
AEPP
AEMS
AHD

Al RRES
Servi ces
ALl
AMO
ANI
ANSI
APSI N
ARCS
AS
ATM
AWI D
BAFO
BER
BOD
CAT5
CDR

Ch Bk
ails
CLID
CLR

Conti nuous Year Long Coverage

Triple Data Encryption Standard

Automatic Call Distribution

Al aska El ectrical Pension Plan

Al aska Energency Management System

Advanced Hel p Desk

Al aska I nformati on Radi o Readi ng and Educati onal

Automatic Location ldentification

Asset Managenent Qption

Automati ¢ Nunber |dentification

Arerican National Standards Institute

Al aska Public Safety Information Network
Al aska Rural Communications System

Al aska Statute

Asynchronous Transport Mode

Advanced Voice, Video, and Integrated Data
Best and Final O fer

Bit Error Rate

Bandwi dt h on Demand

Category 5

Call Detail Record

Channel Bank

Crimnal Justice Information System
Calling Line ldentification

Crcuit Layout Records
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CNI D
CcO
CRC
CSM
CSR
CSU/ DSU
CTI
DACS
DES
DHCP
DI D
DIWA
DNS
DOA
DOD
DOT/ PF
DPS
DS1
DS3
DSL
DSO
EAS

EBI TDA
Anorti zation
ECD

El A

El RP
ESD
ESN
FBI
FCC
FEMA
GAAP

Calling Party Name ldentification

Central Ofice

Cyclic Redundancy Check

G sco Service Mnager

Cust oner Service Representatives

Channel Service Unit/Data Service Unit
Conput er Tel ephone Integration

Di gital Access Crossconnect System

Di vi sion of Emergency Services

Dynam ¢ Host Control Protocol

Direct Inward D aling

Departnent of MIlitary and Veteran Affairs
Dat a Networ k Services

Departnment of Admi nistration

Direct Qutward Dial

Departnent of Transportation/Public Facilities
Departnent of Public Safety

Digital Service Level 1

Digital Service Level 3

Digital Subscriber Line

Digital Service, Level Zero

Emergency Alert System

Earni ngs before Incone Taxes, Depreciation and

Esti mat ed Conpl etion Date

El ectronic Industries Association

Ef fective Isotrophic Radi ated Power
Estimated Start Date

El ectronic Serial Nunber

Federal Bureau of Investigations

Federal Communicati ons Conmi ssion

Federal Energency Managenent Agency
Generally Accepted Accounting Principles
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ITUT
Uni on- Tel ecomuni cati on
| V&V
| VR

| XC
JTAPI
LDESP
LAN
LD
LDAP
LEC
LEPC
LI O
LMR
LNB
MAC
MAN
MCU
M CB
MPER
MPLS

Heating, Ventilation, and Air Conditioning

I nternational Brotherhood of Electrical Wrkers
Institute of Electrical and El ectronic Engi neers
I nternet Protocol

Intelligent Peripheral Equi prment

Internet Protocol Security

I nt egrat ed Recei ver Descranbl er

International Services Digital Network

I nternational Standards Organization

Internet Service Provider

I nformati on Technol ogy

I nformati on Technol ogy G oup

I nternational Tel ecommuni cation

| ndependent Verification and Validation
Interactive Voice Response

I nterchange Carrier

JAVA Tel ephone Application Progranm ng Interface
Limted Deploynent Earth Station Project

Local Area Network

Long Distance

Li ghtwei ght Directory Access Protocol

Local Exchange Carrier

Local Energency Planning Committee

Legislative Information Ofice

Land Mobil e Radio

Li ve Number Bl ock or Low Noi se Bl ock

Installs, Myves, Adds, Changes, and Di sconnects
Muni ci pal Area Network

Mul ti point Control Units

Meri di an I ntegrated Conference Bridge

Movi ng Picture Experts Goup 2

Muti prot ocol Label Switching
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MIBF
MITR
NEBS
NI | VB

OCX
oPX
PBX
POP
POTS
PSAP
PSTN
QS
RAS
RFP
RPE
SATS
SECC
SG
SI P
SI PMG
SLA
SMIP
SNA
SNVP
SQA

SoL
SONET

SQ

Mai nt enance Repair

and Operati

Mean Tine Between Failure
Mean Tinme To Repair

Nati onal Earthquake Bracing Systens

Nati onal | nteragency I ncident
Net wor k Operations Center

Net wor k Numberi ng Exchange
Qperati ons and Mai nt enance
Optical Carrier
O f-Prem se Extension
Private Branch Exchange

Poi nt of Presence

Plain A d Tel ephone Service
Public Safety Answering Point

Public Switched Tel ephone Network
Quality of Service

Renot e Access Server
Pr oposal
Renot e Peri pheral

Request for

State of Al aska Tel econmuni cations System
St at e Energency Coordination Center
Super G oup

Equi prrent

Satellite Interconnect Project
Satellite Interconnect Project

Servi ce Level

Sinmpl e Mai l

Si npl e Network Managenent
State of Al aska (as defined under "State"

Agr eenent

Transport Protocol
Systens Network Architecture

Safety of Life

Synchronous Opti cal

Structured Query Language

EGAF

— Faalfdalia
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SS7
TCP
TCP/ | P
Pr ot ocol
TDM
TIA
TIC
UA
UAA
UAF
UAS
UPS
VAC
VBR
VDC
VF
VLAN
VO P
VoPN
VSAT
WAN

Signaling System?7
Transm ssion Control Protocol
Transm ssion Control Protocol/Internet

Time Division Miltiplexing

Tel ecomuni cati ons I ndustry Association
Tel ecommuni cati ons | nformation Council
University of Al aska

University of Al aska Anchorage

Uni versity of Al aska Fairbanks

Uni versity of Al aska Sout heast

Uni nterrupti bl e Power Supply

Volts Alternating Current

Variable Bit Rate

Volts Direct Current

Voi ce Frequency

Virtual Local Area Networks

Voi ce over Internet Protocol

Voi ce over Packet Network

Very Snall Aperture Term nal

Wde Area Network
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APPENDIX B -- DEFINITIONS

The following capitalized words, phrases or terms have the meanings set forth below. All technical words, phrases, or termsnot otherwise
defined in thisAppendix or in the Agreement shall have the meaning set forth in the latest edition of Newton's Telecom Dictionary. All
non-technical words, phrases or termsnot otherwise defined in this Appendix shall have their common and ordinary meaning.

ACCOUNT MANAGER -- Theindividual assigned by Provider to act as the primary contact between the State and Provider, with overall
responsibility for conducting the ordinary business of Provider under this Agreement.

ACS -- Alaska Communications Systems Group, Inc., a Delaware corporation.

ACS DISASTER RECOVERY PLAN -- A company-wide disaster recovery plan developed and implemented by ACS and its subsidiaries,
which plan shall be consistent withthe Transformed Services Disaster Plan.

ACSINTERNET -- ACSInternet, Inc.
ADA -- Americanswith Disabilities Act of 1990, as amended, and al regulations promulgated in connection therewith.

AFFILIATE(S) -- Callectively ACS Long Distance, Inc., ACS Wireless, Inc., ACS Internet, Inc., ACS of Anchorage, Inc., ACS of Fairbanks,
Inc., ACS of Alaska, Inc. and ACS of the Northland, Inc.

AGREEMENT -- This Comprehensive Telecommunications Service Agreement between the State and ACS, as amended from time to time,
including all attachments, exhibits, appendices and schedules.

ASSIGNED CONTRACTS-- The written agreements, including, without limitation, maintenance agreements, service contracts, software
license agreements, and subcontractor agreements under which the State receives third-party telecommunications-related services, which the
Statewill assignto Provider pursuant to thisAgreement.

ASSIGNED LEASES-- The leases, including, without limitation, equipment, persona property and real property leases with third parties
related to the provision of telecommunications services, which, subject to required consents, the State will assign to Provider pursuant to this
Agreement.

BENCHMARKING -- The method, to be mutually derived and agreed upon by the Parties, of identifying best practices in an industry or
discipline against which the capabilities of variousdevices and/or systemsare measured in termsof price and quality of service.
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CHANGE MANAGEMENT -- The processesfor accomplishing technological change asdescribed in Section 4 of the Agreement.
CLASS OF SERVICE (COS) -- Anidentified grouping of services and features.

CONFIDENTIAL INFORMATION -- "Confidential Information" shall meanthe Information that is obtained by the State or Provider, or any
of their respectiveemployees, Affiliates, agents, representatives or Subcontractors, in connection with the performance of this Agreement, orin
connection with the proposal and/or BAFO under AS 36.30.230(a), whether in tangible or intangible form, and whether in written form or
readable by machine, that haseither been designated "Confidentia” oris apparent on its face that it should be treated as confidential, including,
without limitation:

() dl financial information, personnel information, reports, documents, correspondence, plans, and specifications relating to either Party and,
inthe case of Provider, the Subcontractors, including the Affiliates;

(b) al technical information, materials, data, reports, programs, documentation, diagrams, ideas, concepts, techniques, processes, inventions,
knowledge, know-how, and trade secrets, developed or acquired by either Party andin the case of Provider, the Subcontractors, including the
Affiliates;

(c) any information that either Party and, in the case of Provider, the Subcontractors, including the Affiliates, identifies as confidential by a
stamp or other similar notice; and

(d) al other records, data, or information collected, received, stored, or transmitted in any manner connected with the provision of Services
hereunder.

Confidential Information shall not include Information that either Party can demonstrate as: (i) in the public domain at the time of disclosure;
(ii) published or otherwise made a part of the public domain through no fault of either Party; (iii) in the possession of thereceiving Party at the
time of disclosure toiit, if the receiving Party wasnot then under an obligation of confidentiality with respect thereto; (iv) received after
disclosure by either Party from athird-party who had alawful right to disclose suchinformation to thereceiving Party; or (v) independently
developed by a Party without reference to Confidential Information. Additionally, Confidential Information shall not include public records, or
the Information contained therein, to the extent disclosure of suchisrequired by Alaskalaw, asdetermined by the Statein its sole discretion.
For purposes of this provision, Information isin the public domain if it is generally known (through no fault of either Party) to third-parties who
are not subject to nondisclosure restrictions similar to thosein this Agreement. Where appropriate in interpreting thisAgreement, the term
"Confidential Information" shall includethe State Confidential Informationand Provider Confidential Information.

CONFIGURATION MANAGEMENT -- The processes and technologies described in
Section 4 of the Agreement.
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CONTRACT SIGNING DATE -- The last date on whichthis Agreement hasbeen executed by duly authorized representatives of the Parties
hereto, which date is December 10, 2001.

CONTRACT YEAR --Each successive twelve (12) month period, beginning withthe Effective Date, and continuing each year withthe
anniversary of the Effective Date.

CURRENT PROJECTS -- All telecommunications related projects at Departments that are in progress as of the Effective Date and as identified
in Schedule J.1 to the Agreement.

CUTOVER DATE(s) -- As to each Service Element, the date on which al of Provider's obligationsunder the Transition Plan have been
completed and accepted by the State. As used throughout this Agreement, the reference to the Cutover Date shall refer only to those Service
Elements and Service Bundles that are required to be transitioned as of such date, pursuant to the terms of the Transition Plan.

DAY'S -- Unless specified otherwise, days shall mean calendar days.

DELIVERABLE(S) -- The tasksthat must be implemented to perform the Transition Plan and the Transformation Plan.

DEPARTMENT OF ADMINISTRATION -- The executive branch unit of the State of Alaska government known by that name.
DEPARTMENT AND/OR DEPARTMENTS -- State executive branch agencies and al other entities as identified in Schedule H to the
Agreement that participate in receiving Services, or areauthorized by the Stateto participate in thefuturein accordance with theterms of this

Agreement.

DESIGNATED EMPLOYEES -- Those employees designated by the Statein Schedule D to the Agreement as individuals who Provider may
hire after the Contract Signing Date to provide Services to the State.

DISABLING DEVICE -- Any virus, timer, clock, counter, time lock, time bomb or other limited design, instruction or routine that could, if
triggered, erase data or programming or cause the resource to become inoperable or otherwise incapable of being used in the full manner for
which such resources were intended to be used.

DISASTER -- An event declared to be a "disaster" by the Governor.

DISENTANGLEMENT -- The obligations of Provider to assist in transitioning the provision of the Services from Provider to the State, or its
designated third-party provider, in accordance with theterms of Section 16 of the Agreement.
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DISENTANGLEMENT ASSETS -- The following assetsthat will be transitioned as part of the Disentanglement process described in Section
16 of the Agreement:

the Resources used exclusively in connection withthe provision of Servicesto the State; agreements with vendors and Subcontractors, the
subject matter of which relates exclusively to or is necessary for the provision of Servicesto the State; and any other assets, including
Enterprise configurationinformation, owned or held by Provider and used exclusively in connection the provision of Servicesto the State.

DISENTANGLEMENT COMMENCEMENT DATE -- The earlier to occur of thefollowing: (i) the date the State notifies Provider that no
fundsor insufficient funds have been appropriated so that the Term shall be terminated pursuant to Section 14.1.1; (ii) the date the State gives
notice to Provider prior to theend of thelnitia or any extended Term that the State has not elected to extend pursuant to Section 14.1.2; (iii)
the date the Termination Notice is delivered to Provider, if the State elects to terminate any or all of the Services pursuant to Sections 14.2,
14.3, or 14.4; or (iv) the date the Termination Notice is delivered to the State by Provider pursuant to Section 14.7.

DISENTANGLE CUTOVER DATE(s) -- The date upon whichthe provision of each Service Element istransitioned from Provider to the
State, or its designated third-party replacement provider, as part of Disentanglement.

DISPUTE -- Any claim, controversy, question, or disagreement whether founded in contract, tort, statutory or common law, equity or
otherwise, arising out of, pertaining to, or in connection with, thisAgreement or any related agreements, documents or instruments, including,
without limitation, disputes over the interpretation or the implementation of the Agreement.

EARLY TERMINATION FEE -- A pro rata amount to be determined in accordance with Schedule B of this Agreement and paid by the State
to Provider in accordance with the termsof Section 14 of the Agreement.

EFFECTIVE DATE (E-DAY) -- The date mutually agreed upon by the State and Provider, as the start date for the Transition Period for the
Services. Thisdate will be no later than one hundred eleven (111) daysfrom the Contract Signing Date.

END-USER -- The Persons or Departments that are the ultimate recipients of the Services used for official State business.

ENTERPRISE -- The combined State-wide telecommunications system.

ENTERPRISE DISASTER RECOVERY PLAN -- The plan developed by the Statefor Disaster recovery.

ENVIRONMENTAL LAWS -- "Environmental Laws" shall mean all applicable federal, state, or local statutes, laws, regulations, rules,
ordinances, codes, licenses, orders, or permits of any governmental entity relating to environmental mattersincluding, but not limited to: (i) the

Clean Air Act (42 U.S.C. 7401 et seq.); the Federal Water Pollution

81

peres e SO irsssn 2002, EDGAR Online. I nc.




Control Act (33 U.S.C. Section 1251); the Safe Drinking Water Act (42 U.S.C.

Section 5 300f et seq.); the Toxic Substances Control Act (15 U.S.C. 55 2601 et seq.); the Endangered Species Act (16 U.S.C. Section 1531 et
seg.); the Comprehensive Environmental Response, Compensation and Liability Act (42 U.S.C.

Section 9601, et seq.); the Hazardous Materials Transportation Act (49 U.S.C.

Section 1801, et seq.); the Resource Conservation and Recovery Act (42 U.S.C.

Section 6901 et seq.); the Emergency Planning and Community Right-to-Know Act of 1986 (42 U.S.C. 55110011 et seg.); and (ii) similar state
and local provisions.

EXCLUSIVE WORK PRODUCT -- Software and related enhancements, upgrades, and modifications produced by Provider and/or Affiliates
and used exclusively in connection with the delivery of Servicesto the State.

FAILURE -- Nonperformance by Provider of aService or Mission Critical Servicein accordance with anapplicable SLA.
FEE(s) -- Those payments by the Stateto Provider for the Services rendered under this Agreement.

FEE REDUCTION -- The reduction in the Fee otherwise payable to Provider in the event of a Failure. The methodology for calculating Fee
Reductionsis set forth in Schedule F to this Agreement.

FINAL CUTOVER DATE -- The date onwhich all of Provider's obligationsunder the Transition Plan asto all of the Service Bundles have
been completed and accepted by the State.

FORCE MAJEURE EVENT -- For the purposes of this Agreement, Force Majeure will mean war (whether declared or not); revolution;
invasion; insurrection; riot; civil commotion; terrorist acts; sabotage; military or usurped power; lightning; explosion; fire; storm; drought;
flood; tsunami, earthquake; epidemic; quaranting; strikes; acts or restraints of governmental authorities affecting the provision of Services or
directly or indirectly prohibiting or restricting the furnishing or use of materialsor labor required to provide the Services; inability to secure
machinery, materials, equipment, or labor because of priority, alocation, or other regulations of any governmental authorities.

GAAP -- Generally accepted accounting principles.

GOVERNOR -- Theincumbent Governor of the State of Alaska at the point intime at issue.

HAZARDOUS MATERIAL -- "Hazardous Materials' shall meanany substances the presence of which requires investigation or remediation
under any Environmental Law, or that isor becomes defined asa "hazardous waste," "hazardous substance,” pollutant, or contaminant under

any Environmental Law.
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INCENTIVE -- The additional compensation earned by Provider under the circumstances described in Schedule F.

INFORMATION -- All forms and types of financial, business, marketing, operations, scientific, technical, economic and engineering
information, whether tangible or intangible. Information includes, without limitation, patterns, plans, compilations, program devices, formulas,
designs, prototypes, methods, techniques, processes, procedures, programs, codes, know-how, computer software, databases, product names or
marks, marketing materialsor programs, plans, specifications, shop-practices, customer lists, supplier lists, engineering information, pricelists,
costing information, employee and consulting relationship information, accounting and financial data, profit margin, marketing and salesdata,
strategic plans, information concerning existing or planned products.

INFRINGEMENT CLAIM -- A claimfor actual or aleged infringement of any patent, trademark, copyright, or similar proprietary right,
including misappropriation of trade secrets.

INITIAL TERM -- The period commencing on the Effective Date and ending on the fifth (5th) anniversary of the Effective Date.
INTERIM ASSETS -- Additional assets acquired by the State that may be useful to Provider in performing the Services.
LOCATION -- The physical location of a Department.

LOSSES -- Claims, causes of action, suits, demands, judgments, awards, fines, penalties, mechanics' liensor other liens, obligations, liabilities,
injuries, losses, costs, damages, and expenses, including, without limitation, reasonable attorneys fees and disbursements and court costs.

MANAGED ASSETS -- Those contracts, materials, equipment and services which are to be managed or overseen by Provider duringthe Term
on behalf of the State, but not owned by Provider. (Also referred to as "Managed Contracts' and "Managed Leases').

MANAGEMENT COMMITTEE -- A joint body established by Provider and the State to manage the Agreement in accordance with theterms
of Section 11.2 of the Agreement.

MATERIAL DEFAULT -- The occurrence of any of the following:

(i) abreach by Provider of any obligation under Section 18 hereof which breach is not cured within five (5) business days after State deliversto
Provider written notice of such breach;

(ii) Provider'sfailure to provide communications connectivity for any of the following SoL Services in accordance with applicable SLAs and
other requirements of this Agreement which failureis not cured within five (5)
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calendar days after State deliversto Provider written notice of suchfailure:
1. PSAPs

2. Alaska Psychiatric Institute

3. Alaska Pioneer Homes

4. SATS

5. Alaska Correctional Facilities

6. Department of Law -- Prosecution of Criminals

7. Youth Detention Facilities

8. APSIN

9. Public Hedlth Labs

10. Emergency Medical Services

11. any other Servicethat State designates fromtimeto time as an SoL Service by written noticeto Provider in accordance with Section 10.1.

(iii) Provider's failureto complete thetransition of Servicesin accordance with the Transition Plan and applicable termsof this Agreement
where such failure continuesto exist nine (9) months after the Contract Signing Date;

(iv) Provider'sfailure to complete the transformation of Services in accordance with the Transformation Plan and applicable terms of this
Agreement where such failure continues to exist eighteen
(18) months after the Contract Signing Date;

(v) the persistent failure of Provider to deliver Servicesin one or more of Service Bundles 1, 2, 3or 7 in accordance with the applicable Critical
SLA's, which persistent failure shall be conclusively deemed to exist if the cumulative amount of gross Fee Reductions calculated under
Schedule F.1 withrespect to any or all of Service Bundles 1, 2, 3or 7 withinany consecutive six

(6) month period exceeds 50% of the six-month total of potential Fee Reductions for all Service Bundles 1, 2, 3, and 7 in Schedule F.1;

(vi) the persistent failure of Provider to deliver Servicesin Service Bundle 4, 8 or 10 in accordance withthe applicable Critical SLA's, which
persistent failure shall be conclusively deemedto exist if the cumulative amount of gross Fee Reductions calculated under Schedule F.1 with
respect to each Service Bundle 4, 8, or 10 within any consecutive six (6) month period exceeds 50% of the six-month total of potential Fee
Reductions listed for suchindividual Service Bundlein Schedule F.1;

(vii) ajudicial declaration of theinsolvency of Provider; the genera failure of Provider to pay its debtsin thenormal course of business; the
entrance of Provider into receivership or any arrangement or composition with creditors generally; thefiling of avoluntary or involuntary
petition that is
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not dismissed within sixty (60) days for the bankruptcy, reorganization, dissolution, or winding-up of Provider; a general assignmentfor the
benefit of creditors of Provider; or aseizure or asale of amaterial part of Provider's property by or for the benefit of any creditor or
governmental agency;

(viii) an assignment or attempted assignment by Provider in violation of
Section 28 of the Agreement; or

(ix) afailureby Provider to perform any of its other material obligations under thisAgreement and (A) the failure by Provider to cure such
breach within ninety (90) days after Provider receives written notice of such breach; or (B) if the failureis not one that could reasonably be
corrected withinninety (90) days, (1) the failure by Provider to adopt, within ninety (90) days after receiving notice of such breach, aplanto
cure such breach within atime period not longer than one hundred twenty

(120) days after Provider receives notice of thebreach, or (2) the failure by Provider to cure such breach within such one hundred twenty (120)
day period.

MAXIMUM ANNUAL CONTRACT AMOUNT -- The amount set by the State on the Contract Signing Date, as amended from timeto time.

MEDIUM AND/OR MEDIA -- Any communications or storage medium, regardless of method of storage, compilation or memorialization, if
any, including without limitation, physical storage or representation (including models and prototypes), electronic storage, graphical (including
designs and drawings) or photographic representation, or writings.

MILESTONE -- A point intime, mutually agreed to by the Parties, that defines successin completing a Deliverable.

MISSION CRITICAL SERVICE -- The communications services and/or telecommunications components that the State deems as "mission
critical" and as identified in Schedule E.3 to the Agreement.

NETWORK -- The term"Network" includesthe following: the ACS Converged Network, the ACS Long Distance Network, the Local Service
Network provided by ACSand other third-party providers, ACS Cellular Telephone Network, the State Paging Network, the combined
State/Alascom Satellite Broadcast Network, and the State's Microwave Network --SATS.

PARTIES -- Provider and the State.

PARTNER, PARTNERSHIP, OR PARTNERING -- A relationship of mutual cooperation and benefit between the State, ACS, and Provider.
However, nothing in this Agreement shall be construed to constitute the creation of a partnership or joint venture between the ACSand the
State. This Agreement doesnot create, except with the State as specifically provided in this Agreement, a contractual relationship with and shall
not be construed to
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benefit or bind ACS in any way with, or create any contractual dutiesby ACS to any contractor, subcontractor, materials provider, laborer, or
any other Person.

PARTY -- Provider or the State.

PERSON - One (as a human being, partnership, corporation, limited liability company, etc.) that is recognized by law as the subject of rights
and duties.

PROJECT DIRECTOR -- The Person assigned by the Stateto act asthe primary contact between the State and Provider withoverall
responsibility for conducting the business of the State under this Agreement.

PROVIDER - ACS.

PROVIDER CONFIDENTIAL INFORMATION -- All Information disclosed by Provider, or the Affiliates, to the State, itsagents and
representatives, in writing or by way of any other Media and marked as confidential, or orally or visually disclosed and confirmed as
confidential in a non-confidential summary writing sent by thedisclosing party to the receiving party within thirty (30) days of such disclosure,
or any other Informationthat fallswithin the definition of Confidential Information set forth in this Agreement, except any portion thereof that
the State can demonstrate by written records prepared and maintained in the ordinary course of itsbusiness or other reasonably sufficient
evidence: (a) was known to the State before receipt thereof under this Agreement; (b) is disclosed to the State by a third-party who has aright to
make such disclosure without any obligation of confidentiality to Provider or the Affiliates; (c) isor becomes generally known in thetrade
without violation of either this Agreement by the State or any confidentiality obligation owed to Provider or the Affiliates by any third party; (d)
isfurnished by Provider or the Affiliates to a third-party without restriction on subsequent disclosure; or

(e) isindependently developed by the State or its employees or contractors to whom Provider's or the Affiliate's Information was not disclosed;
provided, that only the particular Information that is specifically excluded, as set forth above, shall be excluded fromtreatment as Confidential
Information hereunder, and not any other Information that happens to appear in proximity to such excluded portion. For purposes of this
provision, Information is generally knownin the tradeif it is generally known (through no fault of the State) to third-parties who are not subject
to nondisclosure restrictions similar to those in this Agreement.

PROVIDER DEFAULT -
The occurrence of any of thefollowing:
(i) Provider's failureto provide the Services in accordance with the SLAsif Provider failsto useits best efforts (that shall not involve the
payment of funds that would be commercially unreasonable under the circumstances) to correct such failure for a period of six (6) monthsor

more, after notice of such default fromthe State;.
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(i) abreach by Provider of any obligation under Section 12 hereof, provided that such breach, if curable, isnot cured withinthirty (30) days
after Provider has received notice of such breach;

(iii) the discovery that a representation made in thisAgreement by Provider was false when made, if the nature and magnitude of the
misrepresentation is such as to have had a probable and material effect upon the State's decision to engage Provider or upon the negotiations as
to the material termsof this Agreement; or

(iv) debarment of Provider from performing services withrespect to all business with the federal government.

PROVIDER'S KEY PERSONNEL -- The Persons set forth on Schedule G to the Agreement, assuch list may be updated by Provider, in
accordance with Section
5.3.1 of the Agreement.

PROVIDER RESTRICTED FACILITIES -- Provider owned or leased facilities that house electronic Network elements and physical
connection devises used in the provision of Services to the State.

PROVIDER WORK PRODUCT --Softwareand related enhancements, upgrades, and modifications produced by Provider and/or Affiliates and
used in connection with the delivery of telecommunications servicesto any party other than the State, even if also used in connection with the
delivery of Servicesto the State, but excluding Exclusive Work Product.

PUBLIC RECORDS -- The documents and other records, and the information contained therein, as defined in AS09.25.100 et seq. and AS
11.81.900.

PURCHASED ASSETS -- Those materials, services, equipment and contractsthat Provider is acquiring fromthe State to be used in connection
with the provision of the Servicesto the State.

RAMP-UP PERIOD -- The timeframe beginning on the Contract Signing Date and ending on the Effective Date.

REQUIRED CONSENTS -- Third-party authorizations or consents required in connection with the Assigned Contracts, the Assigned L eases,
the Managed Assets and the Purchased Assets.

RESOURCES -- All Provider owned equipment, networks, Provider Work Product, and other assets that are utilized by Provider, or approved
by Provider for utilization by the State, in connection with the provision of Servicesto the State.
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SAFETY OF LIFE ("SoL") -- Communications with the highest available SLA, thefailure of which would directly jeopardize humanlife (i.e.,
PSAPs, emergency medical response services, search and rescue communications, etc.)

SATS -- The terrestrial microwave system presently used for delivering telecommunications connectivity over much of the State's current
service area known as the State of Alaska Telecommunication System.

SECURITY INCIDENT -- The act of violating the State's security policy and procedures or usual and customary security procedures,
including, but not limited to, the following: (i) attempts (either failed or successful) to gain unauthorized access to the State Data; (ii) unwanted
disruption or denia of service; and (iii) unauthorized useof a State systemfor the processing or storage of data changes to the system hardware,
firmware, or software characteristics without the State's knowledge, instruction, or consent.

SERVICE CENTER -- The point of contact maintained by Provider for coordinatingal of the Services.

SERVICE ELEMENT -- The service component groupsthat comprise aService Bundle.

SERVICES -- The telecommunications related tasks and obligations identified in Schedules A4 through A13 to the Agreement.

SERVICE BUNDLES -- The ten (10) categories of Services, which are more fully described in Schedules A4 through A13to the Agreement.
SERVICE UNIT -- A single unit of a particular Service Element.

SERVICE MANAGEMENT -- The integrated discipline consisting of Performance Management, Configuration Management, Fault
Management, Accounting, Security, and Planning that underlies theddlivery to the Services.

SLAs-- Minimum acceptable functional and operationa performancelevels for the Services as set forth in Schedule E of thisAgreement.

STANDARDS AND PROCEDURES MANUAL -- A document describing standard operating procedures for all Servicesin accordance with
Section 4.1 of the Agreement.

STATE -- The State of Alaska, includingthe Department of Administration and the Departments.
STATE CONFIDENTIAL INFORMATION -- Informationthat is owned, controlled, supplied or held by the State and that is generally
accepted asconfidential, defined as confidential pursuant to or otherwise falls withinthe definition of Confidential Information set forth in this

Agreement, or isdefined as confidential in Alaska Statutes and Regulations for specific departments and/or subject matter.
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STATE DATA -- Electronic information that is owned or controlled exclusively by the State that relates to the provision of State governmental
services.

STATE DEFAULT - The occurrence of any of the following:

(i) abreach by the Statein making payment of any amount payableto Provider under thisAgreement withinthirty

(30) days after the due date for such payment and thefailure by the State to cure such breach withinthirty

(30) days after the State hasreceived written notice of such breach; or

(ii) afailure by the Stateto perform any of its materia obligationsunder this Agreement and (A) thefailure by the State to cure such breach
within thirty (30) daysafter the State has received written notice of such breach; or (B) if the failureis not one that could reasonably be
corrected withinthirty (30) days, (1) thefailure by the Stateto adopt, withinthirty (30) days after receiving notice of such breach, a plan to cure

any continuing breach withinatime period not longer than ninety (90) days after the State received notice of the breach, or (2) the failure of the
Stateto cureany continuing breach within such ninety (90)-day period.

STATE EMPLOY EES -- Designated Employees who elect to remain employees of the State, but are managed by Provider.

STATE FACILITIES -- State owned office space, basic officefurnishings, furniture, equipment, and storage space installed or operated on
State owned or leased premises.

STATE'S KEY PERSONNEL -- State personnel key to the management of this Agreement, and identified in Schedule G to the Agreement.

STATE RFP-- The State of Alaska's Request for Proposal for Comprehensive Telecommunications Services (RFP #2001-0200-2036) dated
August 3, 2000, including all appendices and supplements, as amended and updated from timeto time.

SUBCONTRACTORS -- Those Persons, including the Affiliates, with whom Provider contracts with to provide some portion of the Services.
TECHNOLOGY INITIATIVE -- Those tasksidentified in Schedule J.2 to the Agreement.

TECHNOLOGY REFRESH SERVICES - Procurement, installation, implementation, and maintenance of upgraded and replacement assets for
all Purchased Assetsand all other assets, excluding Managed Assets, used in the provision of Services.

TERM -- The Initial Term and any extensions thereof in accordance with
Section 14 of the Agreement.
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TERMINATION -- An action or series of actions taken in accordance withthe terms of this Agreement by either Party which has the effect of
causing thediscontinuation or cancellation of this Agreement or one or more Services Bundles.

TERMINATION DATE -- The date on which a Termination becomes effective. The Termination shall take effect at 11:59 p.m. on the
Termination Date designated.

TERMINATION NOTICE -- Written notification of the Termination of this Agreement or one or more of the Services Bundles as provided
under this Agreement. The Termination Notice shall set forth the Termination Date in accordance withthe termsof this Agreement.

THIRD-PARTY RESOURCES -- All equipment, networks, software, enhancements, upgrades, modifications and other resources utilized by
third-party providersto provide servicesto the State.

TRANSFORMATION PERIOD -- The period of time commencing not later than the Final Cutover Date, during whichthe Services will be
migrated from current technologies to future technologies in accordance with the terms of the Transformation Plan.

TRANSFORMATION PLAN -- The actions required of Provider and the State necessary to accomplish the migration from the State's current
telecommuni cations network infrastructure to a new statewide network infrastructure that supports voice, data, and video communications
services, including advanced voice and data network management capabilities and features.

TRANSFORMED SERVICES -- Those Servicesthat have been migrated to the future technol ogies in accordance with the Transformation
Plan.

TRANSFORMED SERVICESDISASTER RECOVERY PLAN -- The plan developed by Provider for Disaster recovery as described in
Section 15 of the Agreement.

TRANSITION PERIOD -- The period of time beginning on the Effective Date and ending on the Final Cutover Date.
TRANSITION PLAN -- The actions required of Provider and the State necessary to accomplishthe transparent, seamless, orderly, and
uninterrupted transition of the provision of telecommunication servicesfrom the State to Provider in accordance with the terms of the

Agreement.

TRANSITIONED EMPLOY EES -- Those Designated Employees who have accepted employment with Provider in accordance with the terms
of the Agreement.

TRANSITIONED SERVICES -- Those Servicesfor which Provider has taken full responsibility for operations, maintenance, and repair in
accordance withthe termsof the Transition Plan.
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UNRECOVERED CAPITAL COSTS -- The cost of capital incurred by Provider in connection with Resources, which have not been recovered
through pricing, which for purposes of Section 16 of the Agreement, shall be equal to the unamortized capital investmentin the assets as

identified in Schedule B to the Agreement.

WORK ORDER --A written request by the Stateto Provider for the performance of specific tasksrelated to the provision of Services by
Provider that are: (i) not currently being performed by Provider; or (ii) not being charged to the State by Provider.
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SCHEDULES
SCHEDULE A. BUNDLES
A.1INTRODUCTION
The Service Bundles are defined as follows:
BUNDLE 1--WIRED TELEPHONY SERVICES --Voice Switching including PBX, RPE/IPE, Key Systems, and Centrex Services, Cabling;
Voice Mail and Enhanced Telephony Services; Local Telephone Services; Long Distance Services; Toll Free Services, Audio
Teleconferencing; Maintenance and Repair; MACs.
BUNDLE 2--DATA NETWORK SERVICES --WANSsincluding Routers, Hub Routers, Data Switches, CSU/DSUs, and Modem Pools; Frame
Relay including Frame Relay Services and Interface Equipment; Dedicated and Shared Line Connectivity; Internet Connectivity; Remote
Dial-Up Connectivity; Network Monitoring and Management, DNS Security; Maintenanceand Repair; MACs.

BUNDLE 3--VIDEO CONFERENCING SERVICES --Video Conferencing including Bridges; Video over Packet Network; MACs,
Operations, Maintenance and Repair.

BUNDLE 4--PAGING SERVICES --Statewide Paging System; Nationwide Paging Services,; Paging System/WAN and E-mail Interfaces and
Interface Equipment; Maintenance and Repair

BUNDLE 5--CELLULAR TELECOMMUNICATIONS SERVICES --Local Cellular Service; Nationwide Cellular Services.
BUNDLE 6--SATELLITE BROADCAST SERVICES --Satellite Up-link and Broadcast Transport Requirements; Support Services.
BUNDLE 7--END-USER SUPPORT SERVICES--Help Desk; System Administration; System Requests; Other Support Services.

BUNDLE 8--STATE OF ALASKA TELECOMMUNICATIONS MICROWAVE SYSTEM (SATS)
OPERATIONS, MAINTENANCE AND REPAIR --Operations of the SATS Microwave System; Maintenance and Repair of Site HVAC and
Power Systems, Shelters, Equipment Pads, Racksand Wiring; Transceiver Equipment, Towers and Antennae, and Associated Equipment.

BUNDLE 9--SATELLITE TELEPHONY SERVICES --Satellite Voice and Data Telephony.

BUNDLE 10--SATELLITE EARTH-STATION MAINTENANCE AND REPAIR --Repair and
maintenance of State-owned satellite earth stations.

Graphic depiction of the above Service Bundles, including demarcation points, are contained in Schedule , Bundle Diagrams. These Bundle
diagrams represent Transitioned Services and are provided for illustrative purposes only.

92

peres e SO irsssn 2002, EDGAR Online. I nc.




A.2DEFINITIONS
Asused throughout Schedule A, the following terms shall have the following meanings.

ACCESS NETWORK -- The "AccessNetwork" extends fromthe Data Cabinet to the End-User's desktop. The Access Network can be
configured to alow for either or both Parties to manage the State-owned LAN, cabling, computer workstations, video conferencing setsand
Provider supplied Vol P handsets and video conferencing sets. Configuration options are shown in Schedule A.17.

ACCOUNT BILLING AND REPORTING -- The process of collecting all data necessary to generate usage reports for all Services provided to
the State by Provider, including thearchival of account usage and billing data. Account Billing and Reporting includes within itsscope billing
systems, which compare usage with rates to generate monthly billings.

BANDWIDTH BASELINE -- For purposes of WAN POPs used in Service Bundles 1, 2, and 3, thetotal bandwidth required to support the
initial voice, video and data Services at each Location.

CALLMANAGER(TM) -- Hardware and software associated with the Cisco AVVID platform for call processing.

CORE NETWORK - That portion of the Network that consists of Provider's ATM+IP switches, routers, control equipment, and circuits using
the MPLS protocol for the transmission of data packets. The Core Network devices are present in Anchorage, Fairbanks, Juneau and Settle,
and may be expanded from time to time by Provider.

CRITICAL EVENTS -- Those items identified in Schedule E.4, as they may be amended from time to time by the Management Committee.
DATA CABINET -- The enclosed rack of equipment located at the State's premises that houses Provider supplied edge router, Provider
supplied LAN switch, servers, backup power, and network management modules. Cisco CallManager(TM) servers, or Cisco Routers withlOS
Software that forward call requests to the appropriate CallManager(TM) Server, will be located in the Data Cabinet.

EDGE NETWORK -- The "Edge Network" extends from the Core Network to thetrunk side of the Data Cabinet located on the State's

premises. The Edge Network isused for local transport of data, voice, and video to the State's premises. The Service Center manages the Edge
Network.

PERFORMANCE MANAGEMENT -- The process of ensuring that the Network is meeting performance and operational requirements as
specified inthe SLAs as defined in Schedule E.2, and allowsfor the maintenance of SLA parameters on an ongoing basis.
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QUALITY OF SERVICE -- The ahility of a network element to have a defined level of assurance that its traffic and servicerequirements are
satisfied.

SERVICE DEMARCATION -- The port onwhich serviceis presented to the State at the LAN switch in the Data Cabinet. Provider is
responsible for service presentation at the Service Demarcation. The State is responsible for the premise network and applications on the
customer side of the Service Demarcation except for Vol P handsets, whichwill be maintained by Provider.

TROUBLE/FAULT MANAGEMENT -- The process of monitoring traps and alarms on all service providing elements and links in order to
allow for sectionalization, identification, and resolution of a problem with Service delivery.

WAN POP -- Each State Location's customer edge device. The total number of WAN POPs are identified in Schedule C to the Agreement.
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A.3INFRASTRUCTURE TRANSFORMATION

The following table lists significant Milestones and Deliverables duefrom Provider under this Agreement. Also included are theintended Start
and Complete dates for each Déeliverable identified. The list isnot all-inclusive, but represents major tasks associated with these timeframes.
Deliverables must be approved in accordance with the Agreement. The dates established below are thetarget dates, but these dates may change
based on the Transition Plan and Transformation Plan.

TABLE OF M LESTONES AND DELI VERABLES

START COWPLETE
Ceneral Deliverables:
Qutline of Standards and Procedures Manual Contract Signing E Day
(Provider) Date (Contract)
Provi de Draft Standards and Procedures Manual E Day -- 30 days E Day + 90 days
(Provi der)
Provi de Final Standards and Procedures Manual E Day -- 30 days E Day + 180 days
(Provi der)
Provide Transition Plan Cont r act E Day
Provi de End User Satisfaction and E Day -- 45 days E Day
Conmuni cation Plan (Provider)
Identification of Relevant State Policies & E Day -- 45 days E Day
Procedures (State)
For m Managenent Conmittee (Provider & State) Contr act Contract + 10 days
Transformed Services Disaster Recovery Pl an Cont r act E Day + 180 days
(Provider & State)
Proof of I|nsurance (Provider) Cont r act Contract + 30 days
Provide Billing and Reporting Services Plan Cont r act E Day
(Provider and State)
I mpl erentation Plan for Current Projects Cont r act E Day
(Provi der)
Joint Operations Plan (Provider & State) Cont r act E Day + 90 days
Provi de Transformation Pl an Cont r act E Day + 90 days
Transformati on Conplete Cont r act E Day + 360 days
BUNDLE 1--W RED TELEPHONY SERVI CES
Establish Transition Team E Day -- 15 days E Day
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TABLE OF M LESTONES AND DELI VERABLES

Est ab

Switc

Switc

Bundl e

BUNDLE
Est ab

Est ab

WAN e

DNS T

nt er

lish Two Sub Projects
Swi t ched PSTN Service
Swi t ched Tel ephony Equi prent

hed PSTN

Identify circuits to be swtched
Pl ace circuit orders

Track circuit orders

Servi ce established

hed Tel ephony Equi prent
Verify inventory
Assune operation

1 Cutover

2- - DATA NETWORK SERVI CES
lish Transition Team

lish Four Sub Projects
WAN equi pnent
DNS transport
Internet connectivity
DNS security

qui prent
Verify inventory
Assune WAN operation

ransport

Identify circuits to be swing
Pl ace circuit orders

Track circuit orders

Servi ce established

Systens acceptance test

net Connectivity

Identify dial ups by location
Order and turn up additiona
bandwi dt h

Begi n service

i nt er net

DNS Security

Bundl

Identify and agree upon security
pr ocedur es
| mpl emrent  procedur es

e 2 Cutover Date
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TABLE OF M LESTONES AND DELI VERABLES

BUNDLE 3--VI DEO CONFERENCI NG SERVI CES

Establ i sh Transition Team

Establish Three Sub Projects
- Video conference bridges

- Video conferencing use equiprent
- Video conferencing facilities

Vi deo Conference Bridges (wll

previously install ed)

have been

Vi deo Conferencing Use Equi prent
- I nventory video service sites

- Order video user equipnent

- Recei ve equi prent

- Instal
- Servi ce acceptance test

Vi deo Conferencing Facilities
- Inventory video conferencing facilities
- Identify set

- Set

equi pnent

up tasks

up facilities

Bundl e 3 CUTOVER DATE

BUNDLE 4-- PAG NG SERVI CES

Establ i sh Transition Team

Establish Two Sub Projects

- Ter ni nal
- Pager s

Ter m na

- I nventory term na

- Order new equi pnent

and transmtters

and Transmitters
and transmtters

- Recei ve new equi prment

- | nst al

new equi pnent

- Test equi pnment
- Assume service

Pager s

- Revi ew pager
- O der

i nventory records

new pagers

- Begin transition to new pagers

Bundl e 4 Cutover

Dat e
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TABLE OF M LESTONES AND DELI VERABLES

BUNDLE 5-- CELLULAR SERVI CES

Establ i sh Transition Team

Establi sh Two Sub Projects E Day

- Cel | ul ar services

- Cel I ul ar phones

Cel | ul ar Servi ces

- Revi ew exi sting service contracts E Day

- Devel op plan for transition to new E Day + 1 day
master service contract

- Initiate phased transition over one year E Day + 14 day
peri od

Cel | ul ar Phones

- Revi ew cel | ul ar phone inventory records E Day + 1 day

- Begin to distribute cellular phones from
Provi der inventory in accordance with E Day + 30 days
transition plan above

Bundl e 5 Cutover Date E Day

BUNDLE 6-- SATELLI TE BROADCAST SERVI CES
Establ i sh Transition Team

Revi ew EXi sting Operation with AT&T
Al ascom

I nspect AT&T Uplink Facilities

O der Billing Changes with AT&T and
LECs

Bundl e 6 Cutover Date

BUNDLE 7--END USER SUPPORT SERVI CES
Establ i sh Transition Team

Centralized Hel p Desk begi ns operation
havi ng been previously established

Bundl e 7 Cutover Date

BUNDLE 8- - SATS M CROMVE SYSTEM
Establ i sh Transition Team
Revi ew exi sting operation with State

Perspnnel and review all records
Provi ded as part of RFP process

EGAF

— Faalfdalia

E Day -- 15 days

E Day + 5 days

E Day + 10 days

E Day -- 15 days

Contract

Contract

E Day -- 15 days
E Day
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TABLE OF M LESTONES AND DELI VERABLES

Devel op plan for operation and
Correction of deficiencies

Assume operation and begi n annual
Mai nt enance cycl e

Begin correction of deficiencies
List of State Tools and Test Equi prent

Equi prent Mai nt enance Manuals (I TG to
Provi der)

Bundl e 8 Cutover Date

BUNDLE 9--SATELLI TE TELEPHONY SERVI CES
Establish Transition Team

Establish Two Sub Projects
- Servi ces
- User Equi prent

Servi ces
- Revi ew State records on existing
satellite tel ephony users

- Devel op plan for transition to d obal star

- Initiate transition

User Equi prent

- Order user equi prent

- Recei ve user equi prent

- Begin distribution to users

Bundl e 9 Cutover Date

BUNDLE 10-- SATELLI TE EARTH- STATI ONS

Establ i sh Transition Team

Contact list for equipnent |ocations (State)

Review satellite earth station
Mai nt enance and operation with State
Per sonnel

Revi ew State records not provided as
part of RFP process

Devel op nai ntenance and repair plan
Begi n mai ntenance and repair activities

Bundl e 10 Cutover Date

EGAF

— Faalfdalia

E Day + 2 days

E Day + 30 days

E Day + 30 days
Contr act

Contract

E Day -- 15 days

E Day + 1 day
E Day + 2 days

E Day + 1 day
E Day + 2 days
E Day + 7 days

E Day -- 15 days
Contract

E Day

E Day + 1 day

E Day + 3 days
E Day + 30 days
E Day

EDGAR Online, Inc.

E Day + 15 days

E Day + 30 days

E Day + 7 days

E Day + 1 day

m

Day + 7 days

Day + 1 day
+ 7 days
Day + 7 days

m mmm

Day + 7 days

E Day + 1 day

E Day + 2 days

E Day + 8 days

E Day + 30 days
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TABLE OF M LESTONES AND DELI VERABLES

START COMPLETE
RESOURCE CPTIONS A, B & C
Establ i sh Transformati on Teans E Day -- 15 days E Day
Devel op Transformati on Pl ans and provi de Cost E Day E Day + 120 days
anal ysi s
Devel op | npl enentati on Pl ans E Day + 150 days E Day + 180 days
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A.4BUNDLE 1--WIRED TELEPHONY SERVICES

In accordance with the terms of this Agreement, Provider shall deliver wired telephony Services consisting of afully integrated voice system
supporting standardized user operations and capabilities with flexibility to meet the unique requirements of the Departments. Astransformed,
the Services will support the current numbering/dialing plan and enhanced voice applications such as ACD with specialized or custom report
management capabilities, IVR, CTI, audioteleconferencing and call center applications, as well as Statewide integrated voice mail. These
Services will be integrated into the existing Statewide voice, video, and data WAN.

The Services as transformed will al'so include a fully integrated voice mail system that will provide uniform and standardized operations to all
End-Users. This system will support voice menus, auto attendant, fax-on-demand, broadcast message, voice forms, time-of-day controls,
individual boxes per user, remote accessibility, call forward both on-net and off-net, Statewide message distribution capabilities, and other
advanced features, including, without limitation, unified messaging, as described in the Transformation Plan

1.0 Provide an Integrated V oice Switching System:

During the Transition Period, Provider will manage and operate the existing voice switching systems of the State, including PBX voice mail,
ACD, IVR, CTlI, audio teleconferencing and call center applications, and the maintenance of the current integrated environment. In addition, the
Parties will develop plansfor integrated voice switching services in the Transformation Plan described in the Agreement, whichwill include the

features described below.

During the Transformation Period and through the Term of this Agreement, Provider will provide an integrated voice switching system that will
be converged onto I P transport and managed by the Service Center. Provider will utilize an IP+ATM statewide network and will use the Cisco
AVVID architecture throughout. Cisco CallManager(TM) servers will be used to provide call-processing control and enhanced services for the

VolP systems. The integrated voice switching system will assign a priority and Quality of Serviceto each data packet containing voice
information. Provider will provide for specia requirements, such as special tunneling, or encryption routines, on a case-by-case basis in
accordance with Section 13 and Schedule M, and the Work Order process described in Section 10 of the Agreement.

Provider's Core Network will serve as the framework for the integrated voice switching system and is described in A.5 Bundle 2 -- Data
Network Services. The Core Network shall be used for Wide Area Network transport of data, voice, andvideo. The Core IP+tATM Data
Network shall use physically redundant links. All data, voice, and video traffic will be transported across the Core Network by means of MPLS
technology. The Service Center will manage the Core Network.
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Asthe State voice switching system is converged onto I P, the service demarcation will be the LAN switch port facing the Vol P telephone. The
Statewill own theinside-building LAN cabling, and the Vol P instruments. Where the Vol Pinstrument and the desktop computer are
co-located, they may share the samecable, as depicted in Schedule A.17. All Cisco telephone instruments to be installed for the State by
Provider are powered in-ling, on the(@) CAT5 LAN cable, from the LAN switch. A Provider-supplied UPSwill provide clean power and power
backup for each LAN switch.

The Cisco Vol P instruments will be configured for triple redundancy, meaning that theinstrument has a primary CallManager(TM), as well as
separate secondary and tertiary CallManager(TM) servers. If the primary CallManager(TM) is not able to provide call-processing service, then
the instrument automatically fallsback to the secondary, then the tertiary server. In some instances, Cisco CallManager(TM) servers will be
organized in "clusters,”" for scalability and redundancy. Provider will also provide geographic redundancy by useof H.323 gatekeeper servers.

The Service Center will use redundant paths to obtain network management telemetry. The primary path for network management will be
in-band. The secondary path for network management will be out-of-band, using modem-based access to network deviceslocated in the Data
Cabinet. The Service Center will serve asa single point of contact for all State telecommunication issues having to do with any Services,
including OAM on the older State switch voice services, and OAM on the new Vol P systems. Each Department will have, at minimum, one
backup phone line to the PSTN for purposes of problem reporting, and thecriteria for provisioning this backup service will be described in the
Standards and Procedures Manual. The Vol P system will support most PBX telephony features currently used by the State. In theevent that a
specific feature currently being used by and End-User is not available on the new integrated Vol P system, the Service Center will work with
authorized State personnel to provide afunctionally equivalent alternative to meet that End-User's requirement.

The ACD systemwill be networked so that different geographic locations can handle incoming calls based on availability and agent workload.
An ACD location that is busy or out of service will automatically reroute callson the Core Network to an alternate destination that may be in
another city. If an overflow condition exists, a"look ahead" feature will determineif it is possible to reroutethe call before overflow occurs.
IVR systemswill interface through either analog or T-1 type connections. For E911 calls, routing through the Vol P network will:

- Automatically route each call to the appropriate PSAP.
- Where E911 serviceis available, ddliver calling party identification to the PSAP.

For those local exchanges wherean Affiliate isthe regulated LEC, coordination for E911 acrossthe local exchange will be guaranteed. For
those local exchanges in Alaskawhere
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an Affiliate is not the regulated LEC, Service Center personnel will work with the LEC to implement, test, and maintain the local E911 solution.

Provider will develop the processesfor the Standards and Procedures Manual for providing E911/911 services. Provider will ensure an address
database link to the PSAP for retrieving ALI is provided. Provider will maintain and provide data to update the ALI database at the PSAP.

Provider's voice mail systemwill support standard fax store-and-forward over 1P, which may be used for incoming fax handling. Outbound fax
options include standard fax machine interface to the data network and standard fax machine connection to the PSTN through POTS lines.
Provider will also provide POTS linesfor modem users in accordance with Schedule A.5 Section 23.0, Provide Remote Access Connectivity,
and Section 13 of the Agreement.

Provider will work withauthorized State personnel during the Transition Period to determine how Vol P featureswill be deployed. Provider will
work with the State to develop alimited Vol Pimplementation prior to scheduling systemwide phased transformation. Transformation timelines
and deployment strategies will be detailed in the Transformation Plan.

2.0 Provide Telephone Cabling:

Subject to inventory identification and approval by the State, Provider will install or replace cabling asrequired to meet current EIA/TIA
structure cabling certification standards that meets Category 5 or better. All cabling will be done according to the Configuration Management
and Change Management processes described in Section 4 of the Agreement and in accordance with State, Local, and Federal Codes. Thisisto
include the management, installation and coordination with the appropriate authorities at State Facilities containing asbestos materials. Existing
cable infrastructure will remain in place unless otherwise requested by the State of Alaska. Cabling credits will be in accordance with

Section 2.3.1 of the Agreement.

3.0 Identify and Eliminate Unused Voice and Data Lines:

Provider will identify and eliminate any unused voice and data lines terminated in State Facilities (leased or owned) covered by this Agreement.
Provider will begin collection of inventory information on the Contract Signing Date. The survey and reconciliation procedure and
implementation schedule will be completed during the Transition Period. Provider will use the State's in-scope inventory in Schedule C to

devel op the reconciliation process.

After an accurate lineinventory is established, Provider will monitor and update theinventory on an ongoing basisto reflect MACs. Provider
will ensure costs billed to the State for lines accurately reflect the approved inventory. Any discrepancies will be reported to the State no later
than the next billing cycle. The State will notify Provider of
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its desired treatment of the discrepancy withinfifteen (15) calendar days of receipt of such report from Provider.
4.0 Support Designation of Class of Service:

Aspart of the Transformed Services, Provider provided voice system will support the capability to define and program End-Users for a COSas
designated by authorized State personnel. The Parties will define COS templates during the transformation planning process. The Partieswill
assign appropriate COS templates to each P telephone. Initial programming and future modifications to COS templates or a specific IP
telephone COS shall be coordinated by the Parties through the Service Center in accordance with the Standards and Procedures Manual.

New and/or revised features that become available as a result of software upgrades will be treated as a single change associated with each COS
offering and will be handled through the Work Order process described in Section 10 of the Agreement.

Until the Services aretransformed, Provider will continue to support existing COS feature sets. Future voice systemswill support at least the
existing features in use asof the Effective Date.

5.0 Provide Telephone Sets and Support Calling Features:

During the Transition Period, Provider will provide End-Userswith single line or multi-line telephone sets as specified and approved by
authorized state personnel. These setswill support, at a minimum, message waiting lamp and the calling features that are supported as of the
Contract Signing Date. Other features, as required by the State, will be coordinated using processes described in the Standards and Procedures
Manual.

Audioconferencing services will be provided to the State to meet non-scheduled teleconference requirements across the Enterprise, as well as
for external conference participants. Audioconferencing is provided: (1) withinthe feature set of the CallManager(TM) platform and, (2) by
reservation on a multimedia conference bridge operated in the Service Center. Within the CallManager(TM) platform, a maximum of six
simultaneous sites in a single conference is supported. Onthe conference bridge, the State will have the ability to have up to 144 simultaneous
ports in asingle or multipleteleconferences at any time. Up to 48 simultaneous conferences are supported withinthe 144 port limit. Additional
conference bridges can be added to expand thetotal capacity, asrequired. The Parties will handle the addition of capacity through the Work
Order process described in Section 10 of the Agreement.

Scheduling of the audioconference bridge in the Service Center will be accomplished by an authorized End-User via a web-enabled reservation
tool. Thetool will reserve thenumber of portsdesignated by the End-User and optionally assign a password for participant access to the
conference. Reporting and accounting for audioconference sessions will be provided in accordance with Sections 9 and 19 of the Agreement.
Fees for Audioconferencing are applied on a per-conference basis, asset forth in Schedule B.
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Pricing reflected in Schedule B for audioconference minutesis exclusive of long distance charges or charges for toll-free access to the
audioconference bridge.

6.0 Provide Local Telephone Services:

In areas wherean Affiliateisnot a LEC, Provider will act as the agent for the State, as described in Section 9.12 of the Agreement, to obtain
and implement required direct-dial local access and services.

All MACs required by the State will be processed and coordinated through the Service Center. Provider will assume responsibility for local
telephone services as stated in the Transition and Transformation Plans.

7.0 Provide Long Distance Services:

Provider will provide in-state, out-of-state, and international direct-dial long distance access and services from phones managed by Provider
under this Agreement. Cutover to Provider-managed long distance will occur during the Transition Period.

8.0 Provide Calling Card Services:

Provider will provide calling card services, including long distance U.S. and international access, for End-Users as required and designated by
authorized State personal. Where available, Provider will provide in-state and out-of-state access viatoll free numbers. Provider will provide
detail reports on calling card activity and billing through Provider/State consolidated monthly billing process. Provider will begin providing
calling card services beginning on the Effective Date.

9.0 Provide Redundant Voice Connectivity Services for Critical State Telecommunications:

To facilitate appropriate solutions for SoL. and Mission Critical Services specifically identified by the State in Schedule E.3, Provider will
utilize existing circuit switched technologiesthat incorporate redundant processing capabilities at mutually agreed upon Locations.

Provider and authorized State personnel will evaluate diverse physical cable pathsand ingress/egress pointsto mutually agreed upon State
L ocations to determine where redundant cable paths are necessary. Further action will be coordinated asset forth inthe Transition Plan.

Provider will provide the highest availability and most expeditious problem resolution times asdesignated in SLAsfor Priority 1 -- Mission
Critical Impact for the Critical Eventsidentified in Schedule E.4. Connectivity between PSAPs and LECs will be assured through the use of
diverse cable routes and/or radio systems.
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10.0 Provide an Integrated Voice Mail System:

Provider will provide an integrated voice mail system that will be managed by the Service Center. This system will provide at a minimum
voice-messaging capabilities and voice menus, auto attendant, fax-on-demand, voice forms, and time-of-day controls to all End-Users. This
system will be networked statewide and will be integrated with the voice switching system. It will support basic voice messaging capabilities as
well as advanced capabilities, as required by authorized state personnel. This system will support integration into a multimediaWAN. This
system will support user features such asremote accessibility, call forward anywhere, broadcast message, message distribution, remote
notification, and other features, as required by the State.

Provider will work withauthorized State personnel during the Transition Period to determine how features will be deployed. Provider will work
with the State to develop alimited integrated voice mail implementation, in conjunction with thelimited Vol P implementation, prior to
scheduling system wide phased transformation. Transformation timelines and deployment strategies will be detailed in the Transformation Plan.
Prior to Transformation, voice mail will be provided through voice mail systems currently in use by the State as of the Effective Date.

10.1 Basic and Advanced Telephony Services:

Provider will provide integrated voice mail service to all End-Users connected to the IP+ATM network. Anon-net IP voice call isunder control
of the CallManager(TM). CalManager(TM) routesthe call to the integrated voice mail system as needed. The integrated voice mail system
responds to the call, and provides voice mail service.

Voice mail integration with POTS is via the H.323 Gateways, and controlled by a combination of theH.323 CallManager(TM) and the
integrated voice mail system. Anincoming POTS call is routed by the serving LEC switch to the appropriate State H.323 Gateway, where the
call isencoded to Vol P and forwarded, under the control of CallManager(TM). CallManager(TM) routes the call to the integrated voice mail
system as needed. The integrated voice mail system responds to thecall, and provides voice mail service.

10.2 System Lifecycleand Upgrades:

Provider will install a new, integrated voice mail system, in conjunction with the I P telephony system. It will be fully functional and capable of
providing all described Servicesfor the Term of the Agreement. This system will be continuously monitored, and as capacity thresholds are
approached, the appropriate components will be proactively upgraded. The various "voice mail system components' operating systemimages
will be kept current, never lagging behind currently available images more than one general deployment release. This process will be donein
conjunction withthe Configuration Management process described in Section 4 of the Agreement.
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10.3 Identify VVoicemail Features:

The integrated voice mail systemprovided by Provider will support most voice mail features currently used by the State. Inthe event that a
specific feature currently being used by an End-User is not available on the new integrated voice mail system, the Service Center will work with
authorized State personnel to provide afunctionally equivalent aternative to meet that End-User's requirement.

10.4 Process for managing voicemail features:

The addition and removal of voice mail featuresis an administrator level function of theintegrated voice mail system. Authorized State
personnel will specify how service isto be provided in areguest to the Service Center. The Service Center will complete the changes as
requested. Processes for each phase will be identified in the Standards and Procedures Manual, the Transition Plan and the Transformation Plan
that will be jointly developed by Provider and the State. Processes and job instructions will be documented in accordance with SO 9000
standards. Following transition, the Service Center will ensure compliance with the established process.

11.0 Ensure Least Cost Routing:

Provider will ensurethat thevoice switching and transmission facilities are appropriately designed, configured and programmed to minimize
the overall cost to the State of all outbound calls.

Provider will apply no usage-sensitive charge for voice traffic carried on Provider'sIP+ATM network, therefore State call trafficwill be routed
on-net whenever possible. Provider will, whenon-net resources are available, use the CallManager(TM) to route al in-statecalls to the gateway
closest to the call'sdestination. All out-of-state calls will be routed to the Seattle gateway for least-cost routing.

All calls will be routed based on the dialed number and least-cost routing tables in accordance with any defined State requirements. A process
will be developed to review carrier or transmission facility cost effectiveness (including SATS) to update routing tables in the Standards and

Procedures Manual. In addition to thisrequirement, additional opportunities for shared savings will be sought pursuant to Section 9.2 of the
Agreement.

12.0 Provide Change Management:
Change Management will be accomplished in accordance with Section 4 of the Agreement.
13.0 Maintain Systemsand Equipment:

The Service Center will maintain, withinthe Configuration Management process, a system for proactive maintenance of systems and
equipment. A regular procedure of systemand equipment maintenancewill be followed based upon manufacturer's
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recommendation. The inventory kept for the State will be the underlying data source for the manufacturer's recommended upgrades and/or
maintenance. Web based access to the systemsand equipment maintenanceinformation will be provided by the Service Center. The Parties will
provide input to the systemsand equipment maintenance process as described in the Standards and Procedures Manual. Maintenance of systems
and equipment will be performed in accordance with the security policies described in Section 13, the Disaster recovery policies described in
Section 15, and/or the Standards and Procedures Manual. Systems and equipment maintenance will be provided throughout the Term of the
Agreement.

14.0 Provide Trouble/Fault Management:

Provider shall provide Trouble/Fault Management Services on a 24x7x365 basis throughout the Term of the Agreement. The Service Center
will maintain a Trouble/Fault Management process for Services provided to the State. Trouble/Fault Management operations will prioritize the
restoration of service by standard technical practice, including aternate and redundant paths. Web enabled access to the Trouble/Fault
Management process will be provided by the Service Center. The Standards and Procedures Manual will specify the types of traps and alarms
to be monitored. Security issueswill be treated as top priority withinthe Trouble/Fault Management process.

15.0 Provide Configuration Management:

Configuration Management will be accomplished in accordance with Section 4 of the Agreement.

16.0 Provide Fault Management:

The fault management function will be performed through Trouble/Fault Management described in Section 14.0 above.

17.0 Provide Account Management Services:

Account Billing and Reporting Services will be provided by Provider during the Term of the Agreement. The Service Center will maintain
Account Billing and Reporting for Services provided to the State and will provide electronic access to Account Billing and Reporting. Security
issues, and issues of hilling security will be treated as top priority withinthe Account Billing and Reporting process. Those aspects of Account
Billing and Reporting, which are important to continuous provision of Services, will be available on a 24x7x365 basis throughout the Term of
the Agreement.

The Service Center will use web-enabled hilling softwareto produce the Deliverables described in this Section. Provider will aggregate all
required State information technology billing data asdefined in the Standards and Procedures Manual. Customer billings will includeall
applicable payment details for each of the Service Bundles described in thisAgreement. Dates for implementing Account Billing and Reporting
Services will be identified inthe Transition Plan. Details, including data format, will be specified in the Standards and Procedures Manual.
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18.0 Coordinate, Reconcile and Provide Detailed Billing:

Provider will include al applicable payment detail and account balance detail on customer billings and reports. The billing statementsand
reportswill include, at a minimum, arecord of recurring charges, usage-sensitive charges, move, add and change activity, installation charges,
disconnection activity, and adjustments resulting from Service requests for the previous month. Billings will include third-party bills from LECs
and Subcontractors. All bills during the Transition Period will, a a minimum, includethe level of detail available as of the Effective Date.

The scope of coordination, reconciliation and detailed billing will be specified in the Billing and Reporting Transition and Transformation Plan
contained in the Standards and Procedures Manual. The Service Center will use billing software to produce the Deliverables described in this
Section. Web enabled access to detailed billing will be provided by the Service Center.

19.0 Project Tracking Billing:

Provider will track and allocate costs on a by-project basis for certain types of intergovernmental projects and will provide project code call
tracking and billing as required by individual Departments. The State may also provide billing on certain itemsto Departments and Provider
will cooperate with the State in providing consolidated billing for Departments.

20.0 Loca and Long Distance Billing Reports:

Provider will provide to the State alocal and long distance tel ephone service call detail billing and usage report by the tenth (10th) day after the
close of thehilling month. These reports will list call detail information including:

A summary level hilling report for management review purposes

Originating Department and telephone number

Telephone number dialed (including city/state)

Date and time of call

Length of call

Applicablerate or rate code

Total cost of call.

21.0 Manage System Performance and Operations:

Provider will provide Performance Management services on a 24x7x365 basis throughout the Term of the Agreement. The Service Center will
maintain a Performance Management processfor Services provided to the State. Performance Management operations will prioritize service

delivery and technical parametersidentified in the SLASs. Web enabled access to the Performance Management information will be
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provided by the Service Center. The Parties will provide inputto the Performance Management process in accordance with the security policies
described in Section 13 of the Agreement, the Disaster recovery policies described in Section 15 of the Agreement and/or the Standardsand
Procedures Manual.

22.0 Provide Capacity Management:

Provider will compile network and circuit (service) utilization data consisting of general statistical analyses necessary to appropriately plan and
recommend changes in the network requirements for the State's voice switching, voice mail and enhanced tel ephony services system, audio
teleconferencing system, etc. This planning process will be managed by the Service Center, and will be tailored to be compatible with the
State's planning process. Planning will be conducted in context with Service Management, and will be coordinated with the State to provide
orderly change and transition in any of the Services. The details of this process shall be contained in the Standards and Procedures Manual.

23.0 Provide Security Management:
Security Management will be accomplished in accordance with the termsof Section 13 of the Agreement.
24.0 Provide Competitive and Economically Favorable Services:

Provider agrees to provide Services to the State that are consistent with
Section 9.9, Most Favored Customer.

25.0 Provide Service Interruption Notice:

Service availability will be maintained by Provider in accordance with the SLAs. The Service Center will process|ocal, long distance, voice
mail or enhanced telephony servicesin atimely manner to all affected users. When possible, notices of Service interruptions must have prior
approva by designated State personnel. The list of State staff requiring notification will be kept current by the State and communicatedto the
Service Center. Notices of Serviceinterruptions for State approved scheduled downtime will be in accordance with Change Management
procedures outlined in the Standards and Procedures Manual.

26.0 Provide Move/Add/Change (MAC) Services:

MAC services will be performed in accordance with the Configuration Management process defined in Section 4 of the Agreement. MAC
services will include, without limitation, theinstallation, relocation, and/or disposal of the State's voice switching, voice mail and enhanced
telephony services system, audio tel econferencing system, components, and software and/or hardware changes necessary to add or remove
requested capabilities and features asrequested by authorized State personnel. MACs may result from building modifications and remodeling.
Any End-User and/or system downtime
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resulting from a MAC must be minimized and clearly communicatedin advance to the affected End-Users. Written notification of completion
of aMAC will be given to the affected End-Users withinthe time specified in the SLAs.

27.0 Manage Upgrades:

Upgrade Management Services will be performed in accordance with the Configuration Management process defined in Section 4 of the
Agreement.

28.0 Maintain Internal Numbering Plan:

Provider will implement a standardized five digit dialing plan unless otherwise agreed upon by the Parties using Configuration Management as
described in

Section 4 of the Agreement. Provider will implement a Uniform Dialing Plan mutually agreed upon by the Parties. Provider will maintain the
State's existing internal Uniform Dialing Plan inthelegacy PBX network and the proposed I P telephony network as required by the State during
the Transition Period and Transformation Period. The Partieswill develop an Enterprise-wide dialing plan that maintains the current End-User
phone numbersto the greatest extent possible. The dialing plan will be a component of the Standards and Procedures Manual .

29.0 Provide Directory Assistance Services:

Provider will provide access to directory assistance for information outside of the State voice network through Provider's existing directory
assistance service. 411 dialed from withinthe State's network will route to a directory assistance operator and be handled and billed asa normal
411 call. Enhanced directory assistance for the Transformed Services will be defined in the Transformation Plan.

30.0 Provide Call Blocking:

The Vol P system provided by Provider will provide identification blocking on a per set basisfor on-net and off-net calls. The feature will be
treated as defined in COS as described in Section 4.0, above. The Service Center will initiate this feature as described in the Standards and
Procedures Manual. Provider will also provide identification blocking or unblocking on a per call basis.

31.0 Provide Toll-Free Telephone Services:

Provider will provide toll-free telephone access and services as requested by the State on an as needed basis. Existing toll-free numbersand
services will be ported to or managed by Provider. Requestsfor additional toll free numbersplaced by authorized End-Userswill be processed
through the Service Center. Provider will be responsible for providing toll free service ninety (90) daysafter the Effective Date.

Rates for toll-freelong distance servicesshall be at the lower of 1) the State's best current rate for the equivalent service, or 2) Provider's best
current rate at the Cutover Date of the Service. Provider shall ensure the best available ratesfor the Service throughout the Term of this
Agreement.
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A.5BUNDLE 2--DATA NETWORK SERVICES

Provider will deliver to the State a transformed Network using MPL Stechnology to enable voice, video and data services over asingle Core
Network. The precise configuration of the converged Network will be described in detail in the Transformation Plan. Data Services will be
delivered for interconnection to the State LANsat the switch port in the WAN POP for each Location. The Bandwidth Baseline configuration

will be set upon completion of thedesign at each Location, and will be documented in the Transformation Plan. Adjustments to the Bandwidth
Baseline bandwidth will commence at each successive anniversary date of the Cutover for each WAN POP to allow additional bandwidth as
projected by the State. The projections for bandwidth growth are found in the Price/Cost Matrices in Schedule B.

Additional WAN POPs for new Locations, which may be requested by the State by meansof a Work Order, shall be priced at the WAN POP
rate. In addition to this rate, the State will pay Provider for additional bandwidth at the rates set forth in thisAgreement. Both the additional
WAN POP rate and the additional Bandwidth rate shall be paid in addition to the applicable rates for the Bandwidth Baseline.

Data Services shall be managed by the Service Center using the Service Management disciplines described in Section 4 of the Agreement.

Provider will provide to the Stateinternet connectivity that incorporates security provisions to protect the State's Data and tel ecommunications
assets fromimproper and unauthorized use. Intrusion detection systems will be deployed at each point of ingress fromthe Internet to monitor
data traffic. Security will be provided for as described in Section 13 of thisAgreement.

In addition to the State's WAN services, Provider will provide access to the State network via remote connectivity services. Both dialup and
broadband connectivity will be made available asdescribed in Section 22.0 below. Options for private network access and internet access will
be made available viathis service.

Provider agrees to establish private peering arrangements with any large ISP in the State for "in-state" Internet trafficto prevent traffic
degradation for users of State information using services provided by other | SP vendors that cannot be converted to Provider services.

1.0 Design and Implement Improved WAN Capability:
Provider IP + ATM network will provide afully integrated native IP transport to meet the State's WAN transport needs. In theimproved WAN,
prioritization and quality of service will be deployed to ensure specific performance targets, as defined in the SLAS, are achieved. The design of

the improved WAN environment will usea scalable, modular approach in theinterest of rapid, consistent deployment as well as cost savings
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and maintainability. Both wired and wirelesstechnologies will be considered in the design and implementation planning for data connectivity.

Specific risks and benefits analysis and techniques to enhance the benefits and mitigate the risks of theimproved WAN environment will be
addressed in the Transformation Plan. In the devel opment of the Transformation Plan, thedesign process for the improved WAN environment
will be open to observation and participation by the Parties. The Parties will provide input to the development and support of the WAN
environment in accordance with Section 4 of the Agreement.

Security issues will be treated as top priority withinthe multimediatransport network. Review of security issues and improved WAN
environment performance will be provided throughout the Term of the Agreement asdescribed in Section 13, Security.

The converged network will be monitored by Provider for security as well asperformance on a 24x7x365 basis. Specific improved WAN
environment monitoring parameters are defined in the SLAs. Monitoring data, important to continuous operation of Services, will be available
to designated parties in accordance with Section 19, Reports.

2.0 Develop an Implementation Strategy:

The Transformation Plan will provide for themigration of current State Servicesto the converged Provider IPFATM network platform with
minimal disruption to the State's day-to-day operations. The Transformation Plan will use a scalable, modular approach in the interest of arapid
and consistent deployment. The Parties will provide input into the development of the Transformation Plan. Security issueswill be treated with
top priority withinthe implementation strategy in accordance with Section 13, Security.

3.0 Provide Statewide Connectivity:

Provider IP + ATM network will provide afully integrated native IP transport to meet the State's connectivity needs. In providing statewide
connectivity, traffic prioritization and Quality of Servicewill be deployed by Provider to ensure acceptable levels of serviceare achieved. The
design of the State's statewide connectivity will be a scalable, modular approach in the interest of rapid, consistent deployment, while achieving
cost savings and maintainability. Specific performancetargets for the State's statewide connectivity are defined in the SLAs. The Parties will
provide regular input to the development and support of the State's statewide connectivity in accordance with the Standards and Procedures
Manual.

The State's statewide connectivity will be monitored for security as well asperformance on a 24x7x365 basis. Specific statewide connectivity
monitoring parameters will be defined inthe SLAs. The network and security data collected through monitoring will be availableto designated
representatives of the Partiesthroughout the Term of the Agreement.
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4.0 Support Multimedia Transport:

Provider IP + ATM network will provide afully integrated native IP transport to meet those needs of asingle, converged transport mechanism
for the State of Alaska's disparate voice, data, and video applications. In a multimediaenvironment, prioritization and quality of servicewill be
deployed by Provider asthe methods to ensure acceptable levelsof service areachieved. Specific performance targets for the multimedia
transport network will be defined in the SLAS.

Specific risks and benefits analysis aswell as techniquesto enhance the benefits and mitigate the risks of running a converged multimedia
network are addressed in the Standards and Procedures Manual. The Partieswill provide regular input to the development and support of the
State's multimediatransport network, in accordance with the Standards and Procedures Manual.

Security issues will be treated as top priority withinthe multimediatransport network. Review of security issues and multimediatransport
network performance will be provided throughout the Term of the Agreement as described in Section 13, Security.

The multimedia transport network will be monitored by Provider for security as well as performance on a 24x7x365 basis. Specific multimedia
transport network monitoring parameters will be defined in the SLAs. The network and security data collected through monitoring will be
available to designated representatives of the Parties throughout the Term of the Agreement.

5.0 Provide an Open Architecture:

Provider will support open architecture standards and interfaces.

6.0 Provide Bandwidth on Demand:

Provider will provide bandwidth on demand through Provider'sIP + ATM core network for the State's disparate voice, data, and video
applications. The provisioning of this bandwidth will utilize Quality of Service. Network traffic will be categorized and prioritized according to
direction provided by the State andincluded in the Standards and Procedures Manual. The Parties will provide input to the development and

support of the bandwidth on demand capacities and architecture.

7.0 Provide Virtual Private Networks:

The purpose of VPN architectureisto extend LAN environments for Departmentsin a private and secure manner. This architecture will support
secure access into the State'snetwork from the internet at large withappropriate clients. Provider will provide encryption on VPN service at the
customer edge device. Departments requiring VPN to the desktop may request this Service in accordance with Section 10, Work Orders, or
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deploy their own solutions subject to the State's security, change management and configuration management policies.

The Parties will work cooperatively to develop and offer aVPN service offering for Department that will include client encryption and support.
This service will be devel oped and managed in accordance with the Standards and Procedures Manual. Network security issues will be treated
as top priority withinthe VPN architecture. The VPN environment will be monitored for security as well asperformance.

8.0 Provide Change Management: Change Management will be accomplished in accordance with Section 4 of the Agreement.

9.0 Maintain Systems and Equipment:

The Service Center will maintain, withinthe Configuration Management process, a system for proactive maintenance of systems and
equipment. A regular procedure of systemand equipment maintenancewill be followed based upon manufacturer's recommendation. The
inventory kept for the State will be the underlying data source for the manufacturer's recommended upgrades and/or maintenance. Web based
access to the systems and equipment maintenanceinformation will be provided by the Service Center. The Parties will provide input to the
systems and equipment maintenance process as described in the Standards and Procedures Manual. Maintenance of systems and equipment will

be performed in accordance with the security policies described in Section 13, the Disaster recovery policies described in Section 15, and/or the
Standards and Procedures Manual. Systems and equipment maintenancewill be provided throughout the Term of the Agreement.

10.0 Provide Trouble/Fault Management:

Trouble/Fault Management Services will be provided on a 24x7x365 basisthroughout the Term of the Agreement. The Service Center will
maintain a Trouble/Fault Management process for Services provided to the State. Trouble/Fault Management operations will prioritize the
restoration of Serviceby standard technical practice, including alternate and redundant paths. Web based access to the Trouble/Fault
Management process will be provided by the Service Center. The Standards and Procedures Manual will specify the types of traps and alarms
to be monitored. Security issueswill be treated as top priority withinthe Trouble/Fault Management process.

11.0 Provide Configuration Management:

Configuration Management will be accomplished in accordance with Section 4 of the Agreement.

12.0 Provide Fault Management:

Fault Management services will be provided through Section 10.0 above, Trouble/Fault Management.

115

peres e SO irsssn 2002, EDGAR Online. I nc.




13.0 Provide Account Management Services.

Account Billing and Reporting Services will be provided by Provider during the Term of the Agreement. Provider will monitor and record all
data necessary to generate cost allocation reports for WAN and | SP usage; calculate, report, and charge-back all applicable taxes; provide
monthly billing per Department for current and past Services; andtrack paymentsand balances. The Service Center will maintain Account
Billing and Reporting for Services provided to the State and will provide electronic access to Account Billing and Reporting. Security issues,
and issues of hilling security will be treated as top priority withinthe Account Billing and Reporting process. Those aspects of Account Billing
and Reporting, which are important to continuous provision of Services, will be available on a 24x7x365 basis throughout the Term of the
Agreement.

The Service Center will use web-enabled billing softwareto produce the Deliverables described in this Section. Provider will aggregate all
required State information technology billing data asdefined in the Standards and Procedures Manual. Customer billings will includeall
applicable payment details for each of the Service Bundles described in thisAgreement. Dates for implementing Account Billing and Reporting
Services will be identified inthe Transition Plan. Details, including data format, will be specified in the Standards and Procedures Manual.

14.0 Manage WAN Systemand Internet Services Performance and Operations:

Provider will provide Performance Management services on a 24x7x365 basis throughout the Term of the Agreement. The Service Center will
maintain a Performance Management processfor Services provided to the State. Performance Management operations will prioritize Service
delivery and technical parametersidentified in the SLAs. Web enabled access to the Performance Management information will be provided by
the Service Center. The Partieswill provide input to the Performance Management process in accordance with the security policies described in
Section 13, the Disaster recovery policiesdescribed in

Section 15, and/or the Standards and Procedures Manual.

15.0 Provide Capacity Management:

Provider will compile network and circuit (service) utilization data consisting of general statistical analyses necessary to appropriately planand
recommend changes in the network requirements for the State's WAN systemsand internet connection services. This planning process will be
managed by the Service Center, and will be tailored to be compatible with the State's planning process. Planning will be conducted in context
with Service Management, and will be coordinated with the Stateto provide orderly change and transition in any of the Services. The details of
this process shall be contained in the Standardsand Procedures Manual.

16.0 Provide Security Management:

Security management will be accomplished in accordance with Section 13 of the Agreement.
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17.0 Provide Competitive and Economically Favorable Services:

Provider agrees to provide Services to the State that are consistent with
Section 9.9, Most Favored Customer.

18.0 Provide Service Interruption Notice:

Service availability will be maintained by Provider in accordance with the SLAS. The Service Center will process notices of Service
interruptions in atimely manner to al End-Users. When possible, notices of Service interruption must have prior approval by designated State
personnel. Thelist of State staff requiring notification will be kept current by the State and communicated to the Service Center.

Notices of Serviceinterruptionsfor State approved scheduled downtime will be in accordance with Change Management procedures outlined in
the Standardsand Procedures Manual.

19.0 Coordinate, Reconcile and Provide Detailed Billing:

Provider will include all applicable payment detail and account balance detail on customer billings and reports. The billing statements and
reports will include, at a minimum, arecord of recurring charges, usage-sensitive charges, move, add and change activity, installation charges,
disconnection activity, and adjustments resulting from Service requests for the previous month. Billings will include third-party bills from LECs
and Subcontractors. All bills during the Transition Period will, at a minimum, includethe level of detail available as of the Effective Date.

The scope of coordination, reconciliation and detailed billing will be specified in the Billing and Reporting Transition and Transformation Plan
contained in the Standards and Procedures Manual. The Service Center will use billing software to produce the deliverables described in this
Section. Web enabled access to detailed billing will be provided by the Service Center.

20.0 Provide Move/Add/Change (MAC) Services:

MAC Serviceswill be performed by Provider in accordance with the Configuration Management process defined in Section 4 of the
Agreement. MAC services will include, without limitation, theinstallation, relocation, and/or disposal of the State's data switching and WAN
components, and software and/or hardware changes necessary to add or remove requested capabilities and features, as requested by authorized
State personnel. MACs may result from building modifications and remodeling. Any End-User and/or system down time resulting froma MAC
must be minimized and clearly communicatedin advance to the affected End-Users. Written notification of completion of aMAC will be given
to the affected End-Userswithin thetime specified inthe SLASs.
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21.0 Manage Upgrades:

Upgrade Management Services will be performed by Provider in accordance with the Configuration Management process defined in Section 4
of the Agreement.

22.0 Provide Remote Access Connectivity:

22.1 Remote access connectivity will be provided to the State to meet the access service needs of the State. The technologies used by Provider
will vary depending on the location served and Network availability.

22.2 Standard dialup internet service includes single Provider domain authentication, email, and internet connectivity for general use or as a
diaup VPN access service (VPN software and authentication server not included). Usageis not limited or rate sensitive.

22.3 Remote dialup without internet connectivity, per End-User account isfor remote dial access to State domains, with interconnection to the
host domain for authentication against State servers. The Service includes backhaul bandwidth from the remote Provider POP to the
authentication server in Anchorage, Fairbanks, Juneau or Kenai/Soldotna.

22.4 Remote dialup without internet connectivity, per modem port is for remote End-Users served by existing network arrangements in the
community in which the POP is located. Authentication is achieved by virtual circuit from the access server (modem pool) to the host domain
locally situated. Authentication is achieved by query against a State-provided authentication server. The State will provide any backhaul
connectivity from the POP location, if required.

22.5 Remote access viaDSL telecommuter option provides End-Users with access to State domain withauthentication via the State's servers.
Such Service is suitable for telecommuting applications, and does not include internet access, email or web and file storage.

22.6 Remote access viaDSL telecommuter Internet add-on adds email and internet services for useby End-Usersto add thesefeaturesto a
service account as described in Section 22.5, above.

22.7 DSL internet access provides State End-Users with a broadband internet connection suitable for general use. This Service may be
combined with VPN client softwarefor secure accessto State or other private networks.

22.8 During the Term of this Agreement, Provider will support existing connectivity for Department access into their networks in accordance
with the security policies described in Section 13 of the Agreement. Provider aso agrees to supply secured access services through its internet
POPs or Provider's agreement with a third party access provider, in accordance with the appropriate SLAs. During the Ramp-Up Period, the
Parties agree to develop a plan to transition access authentication and expansion of the various POPs into unserved areas of Alaskawhere
possible.
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A.6 BUNDLE 3--VIDEO CONFERENCING SERVICES

Provider will provide videoconference and bridging services to the State with systems support and scheduling managed fromthe Service
Center. The followingthree types of videoconference support will be provided to meet different State needs: (1) fully managed service with
videoconference End-User and bridging equipment supplied, installed and maintained by Provider, and scheduling managed from the Service
Center via a web-enabled scheduling tool or by call-into a Service Center representative; (2) Quality of Service enhanced videoconference
bandwidth, scheduled through the bridge and monitored for network performance by the Service Center, to be used for State-provided and
maintained videoconference End-User units; and (3) "best effort" data connectivity for ad-hoc conferences from End-User supplied and
maintained desktop or room-based units, which does not provide Quality of Service enhanced service.

The replacement of the State's existing H.320 unitswith new H.323 units by Provider will be accomplished according to the scheduleidentified
inthe Schedule A.3, Table of Milestones and Deliverables. Certain units may be identified as requiring expedited replacement to meet the
State's requirements. Units installed on an expedited basiswill be integrated into the Network during the Transition Period. The video
coder-decoders to beinstalled at State L ocations shall be, at a minimum, Polycom ViewStation FX or VS4000 model, depending on the
specific location's equipment and applications. The ViewStation FX is a standalone unit with integrated camera; theVS4000 is a rack-mount
unit for those applications with external cameras or other input devices.

Videoconferences scheduled through the Service Center that are QOS enhanced will be operated at 384 Kbps per sitelink. Additional
bandwidth assigned to these links to meet higher quality requirements will be charged at the Additional Bandwidth rates set forth in Schedule B.
On the conference bridge, the State will have the ability to have up to 144 ssimultaneous portsin asingle or multiple teleconferences at any time.
Up to 48 simultaneous conferences are supported within the 144 port limit. Additional conference bridges can be added to expand thetotal
capacity, as required. The Parties will handle the addition of capacity through the Work Order process. Connectionsto external bridges, not
operated by Provider, are accomplished by a call into Provider's bridge. The rates for this external connection will be charged at the per-site,
per-minute rate, as set forth in Schedule B.

Provider shall provide trained staff to support videoconference setup, egquipment checks, and quality assurance in Anchorage, Fairbanks and
Juneau. One staff person per location isincluded in the Fees. The videoconference support staff will be present on-site at those conferences and
conference locations identified by the State at the time of scheduling. The scheduling of such staff membersshall be coordinated by Provider
and the State to ensure that staff resources are not scheduled in a manner that requires a single staff member to be present in two or more
locations at once. The videoconference staff will also provide End-User training to State employees to encourage use of the videoconference
service without requiring a staff member to be present at al videoconferences.
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1.0 Maintain Systems and Equipment:

The Service Center will maintain, withinthe Configuration Management process, a system for proactive maintenance of systems and
equipment. A regular procedure of systemand equipment maintenancewill be followed based upon manufacturer's recommendation. The
inventory kept for the State will be the underlying data source for the manufacturer's recommended upgrades and/or maintenance. Web based
access to the systems and equipment maintenanceinformation will be provided by the Service Center. The Parties will provide input to the
systems and eguipment maintenance process as described in the Standards and Procedures Manual. Maintenance of systems and equipment will
be performed in accordance with the security policies described in Section 13, the Disaster recovery policies described in Section 15, and/or the
Standards and Procedures Manual. Systems and equipment maintenancewill be provided throughout the Term of the Agreement.

2.0 Provide Trouble/Fault Management:

Trouble/Fault Management Services will be provided on a 24x7x365 basisthroughout the Term of the Agreement. The Service Center will
maintain a Trouble/Fault Management process for Services provided to the State. Trouble/Fault Management operations will prioritize the
restoral of Service by standard technical practice, including alternate and redundant paths. Web based access to the Trouble/Fault Management
process will be provided by the Service Center. The Standards and Procedures Manual will specify thetypes of traps and aarmsto be
monitored. Security issues will be treated as top priority within the Trouble/Fault Management process.

3.0 Provide Configuration Management:

Configuration Management will be accomplished in accordance with Section 4 of the Agreement.

4.0 Provide Fault Management:

Fault Management Services will be provided as described in Section 2.0, above, Trouble/Fault Management.

5.0 Provide Account Management Services:

Account Billing and Reporting Services will be provided by Provider during the Term of the Agreement. As part of the Account Billing and
Reporting Services, Provider will monitor and record al data, such ascall rating tables, video conference call usage detail and MAC orders,
necessary to generate cost allocation reports for video conference system usage as well as completed MAC orders. Provider will calculate,
report, and charge back all applicable taxes and provide monthly billing for current and past services as well as track payments and balances.

Itemized call detail records will includethe length of each call by videoconference unit and charge. The Service Center will maintain
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Account Billing and reporting for Services provided to the State and will provide electronic accessto Account Billing and Reporting. Security
issues, and issues of hilling security will be treated as top priority withinthe Account Billing and Reporting process. Those aspects of Account
Billing and Reporting, which are important to continuous provision of Services, will be available on a 24x7x365 basis throughout the Term of
the Agreement.

The Service Center will use web-enabled billing softwareto produce the Deliverables described in this Section. Provider will aggregate all
required State information technology billing data asdefined in the Standardsand Procedures Manual. State billingswill include all applicable
payment details for each of the Service Bundles described in this Agreement. Dates for implementing Account Billing and Reporting Services
will beidentifiedin the Transition Plan. Details including data format will be specified in the Standards and Procedures Manual.

6.0 Manage System Performance and Operations:

Provider will provide Performance Management Services on a 24x7x365 basis throughout the Term of the Agreement. The Service Center will
maintain a Performance Management processfor Services provided to the State. Performance Management operations will prioritize Service
delivery and technical parametersidentified in the SLAs. Web enabled access to the Performance Management information will be provided by
the Service Center. The Partieswill provide input to the Performance Management process in accordance with the security policies described in
Section 13, the Disaster recovery policies described in

Section 15, and/or the Standards and Procedures Manual .

7.0 Provide Capacity Management:

Provider will compile network and circuit (service) utilization data consisting of general statistical analyses necessary to appropriately plan and
recommend changes in the network requirements for the State's video conferencing systems. This planning process will be managed by the
Service Center, and will be tailored to be compatible with the State's planning process. Planning will be conducted in context with Service
Management, and will be coordinated with the State to provide orderly changeand transition in any of the Services. The details of this process
shall be contained in the Standards and Procedures Manual.

8.0 Provide Security Management:

Provider will provide appropriate security methodologies (e.g., encryption, firewalls, tunneling, etc.) at pointsof public and remote access for
the State's videoconferencing system. In addition, Provider will retain CDR records asrequired by the State. Security Management will be
accomplished in accordance with Section 13 of the Agreement.
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9.0 Provide Competitive and Economically Favorable Services:

Provider agrees to provide Services to the State that are consistent with
Section 9.9, Most Favored Customer.

10.0 Provide Service Interruption Notice:
Service availability will be maintained by Provider in accordance with the SLAS. The Service Center will process notices of Service
interruptions in atimely manner to all End-Users. When possible, notices of Service interruptions must have prior approva by designated State

personnel. Thelist of State staff requiring notification will be kept current by the State and communicated to the Service Center.

Notices of Serviceinterruptionsfor State approved scheduled downtime will be in accordance with Change Management procedures outlined in
the Standardsand Procedures Manual.

11.0 Coordinate, Reconcile and Provide Detailed Billing:

Provider will include all applicable payment detail and account balance detail on customer billings and reports. The billing statements and
reports will include, at a minimum, arecord of recurring charges, usage-sensitive charges, move, add and change activity, installation charges,
disconnection activity, and adjustments resulting from Service requests for the previous month. Billings will include third-party bills from LECs
and Subcontractors. All bills during the Transition Period will, at a minimum, includethe level of detail available as of the Effective Date.

The scope of coordination, reconciliation and detailed billing will be specified in the Billing and Reporting Transition and Transformation Plan
contained in the Standards and Procedures Manual. The Service Center will use billing software to produce the Ddliverables described in this
Section. Web enabled access to detailed billing will be provided by the Service Center.

12.0 Provide Move/Add/Change (MAC) Services:

MAC Serviceswill be performed in accordance with the Configuration Management process defined in Section 4 of the Agreement.

13.0 Manage Upgrades:

Upgrade Management Services will be performed in accordance with the Configuration Management process defined in Section 4 of the
Agreement.
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A.7BUNDLE 4--PAGING SERVICES

Provider will maintain and operate the paging system asdescribed in this Schedule A.7. Provider will makethe necessary capital improvements
outlined in

A.7.1. Title to the equipment listed in A.7.1 will passto the State at the end of the Term of the Agreement. Pricing will not changefrom what is
reflected for Bundle 4in the pricing matrix.

Subject to the Parties obtaining a commercial waiver that allows Provider to carry commercial traffic on the State's paging system, the State will
transfer all equipment associated with the paging system, which islisted in Schedule C, Asset Inventory, and asdescribed in Section 4.2.2.2,
Transition of Purchased Assets, and SchedulesA.15 and 16, Resource Options. In order for the State's paging assets to transfer to Provider,
there are a number of issues that must be resolved. These issuesinclude regulatory, land use, equipment ownership, current partnership
agreements, the private use of public facilities, valuation of Purchased Assets, and the renegotiation of price for thisService Bundle. The
Parties agree to work jointly on resolving these issues through a public process.

In order for Provider to carry commercia traffic on the paging system, the State will seek waiversfromthe FCC on both the SATS system and
the paging system. In the event these waivers have been granted, Provider will share revenue from commercial customers with the State using
the methodol ogy established in the Standards and Procedures Manual. Provider will make the upgrades described abovein A.7.1 aswell as

maintain and operate the entire paging system without regard to FCC waivers unless otherwise prohibited by applicable law, regulation or
order.

The State of Alaskawill provide coverage mapsfor existing sites. Provider will provide coverage mapsfor the new sites and for the national
service provider locations.

The paging systemwill accommodate routing of SMTP email messages to pagers usingaddressing asdescribed in the Standards and
Procedures Manual.

1.0 Paging System Upgrades:

On the Effective Date, Provider will take over operations and maintenance of the State's paging system. Provider will begin the paging
infrastructure upgrades thirty (30) daysafter the Effective Date. These upgradeswill include:

1.1 Phasing out the M45 terminal and upgrading terminal and controller to provide expanded capacity, new features and full manufacturers
support without the need to reassign pager numbers unless requested by the State.

1.2 Addition of new coverage areas to include: Takeetna, Healy, Portage, Nome, Kotzebue, Barrow, Dillingham, McGrath, Ketchikan and
Sitka. Network connectivity to the new sites connected by satellite will be included in the provision of the Services andin Provider's pricing.
The State will provide SATS connectivity to thoselocations that are currently served by SATS.
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1.3 The addition of network monitoring capabilities suchthat if any base station, inclusive of its antenna system, beginsto operate below a
certain threshold, an alarm will be sent to the Service Center and technicians will be dispatched in accordance withthe Standards and
Procedures Manual. The State will fund the addition of the hardware and software necessary for paging monitoring services subject to the Work
Order process described in Section 10 of the Agreement.

Provider will be responsible for the design of the paging system upgrades. Development of an implementation planfor the upgrades will be
presented to the Management Committee for approval. The Management Committeewill determine the roles of the Parties in implementing
such upgrades.

2.0 Nationwide Paging Services:

Provider will provide alphanumeric paging services, as required by End-Users, on a nationwide basisincluding both the area covered by the
State's statewide paging system and those citiesin the lower 48 most commonly visited by End-Users on State business including, in particular,
Sesttle, Portland, San Francisco, Los Angeles, Chicago, New Y ork City and Washington D.C.

The required coverage inside the State of Alaska will be provided via the upgraded State system. National coverage will be provided on a
separate pager using a national carrier. When using the nationwide pager system, page messages can be forwarded from the End-User's normal
pager number to the nationwide pager.

Pagers used for nationwide servicewill be the Advisor Gold pager or equivalent. The manufacturer's warranty on the pagers will be one year.
The nationwide paging services will include:

- Nationwide coverage (see coverage map in Schedule K)

- 100 al phanumeric pages per pager per month

- Each message up to 240 characters in length

- Senders can use email to send page

3.0 Replace Outdated Pagers.

Provider will replace old pagers starting thirty (30) days after the Effective Date. The State will be responsible for collecting the pagersto be
replaced. Provider will initially replace up to 124 pagerswith new Motorola Advisor Gold pagers or equivaent, and will replace 10% per year
every year thereafter. The State will prioritize replacements based on age and functionality. The State also expects, to the extent possible, that

End-Users will retain their current pager numbers.
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4.0 Provide Pager Benchwork:

Provider will provide pager configuration and repair benchwork as required by individual State paging system End-Users. Provider will repair
or replace pagers in any of three depot locations: Anchorage, Juneau or Fairbanks. State Departmentsin other areas will send pagers to the
nearest depot asdescribed in the Standards and Procedures Manual for any necessary repair or programming.

Motorola-authorized paging deslers will provide on the spot replacement for damaged pagers. First echelon repair will be attempted initially
(battery, belt clip, battery covers, etc.), and if that does not resolve the problem, reprogramming of a new pager on the spot using the same
End-User phone number will be done, and the End-User will be back in servicewithin afew minutes. Items outside the scope of warranty (lost,
stolen, or intentionally or unintentionally damaged beyond normal use) will be charged to the State or End-User Department on apre-negotiated
flat rate per unitfor such occurrences.

5.0 Support WAN and Alarm System Integration to the Paging System:

Provider will provide access to the paging system via telephone, analog modem, or WAN connectivity for individual or group paging. This
includes toll free access to enable End-Users to initiate voice or numeric pages from a phone or email access and direct dial numbersto initiate
voice or numeric pages.

6.0 Provide Account Management Services:

Account Billing and Reporting Services will be provided by Provider throughout the Term of the Agreement. The Service Center will maintain
Account Billing and Reporting for Services provided to the State of Alaska. Electronic access to Account Billing and Reporting will be
provided by the Service Center. Security issues, and issues of billing security will be treated astop priority within the Account Billing and
Reporting process. Those aspects of Account Billing and Reporting, which are important to continuous provision of Services, will be available
on a 24x7x365 basisthroughout the Term of the Agreement.

The Service Center will use web-enabled billing softwareto produce the Deliverables described in this Section. Provider will aggregate all
required State Information Technology billing data asdefined in the Standards and Procedures Manual. Customer billingswill includeall
applicable payment details for each of the Service Bundles described in thisAgreement. Dates for implementing Account Billing and Reporting
Serviceswill be identified inthe Transition Plan. Detailsincluding data format will be specified in the Standards and Procedures Manual.

7.0 Coordinate, Reconcile and Provide Detailed Billing:

Provider will include all applicable payment detail and account balance detail on customer billings and reports. The billing statements and
reports will include, at a minimum, arecord of recurring charges, usage-sensitive charges, move, add and change
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activity, installation charges, disconnection activity, and adjustments resulting from Service requests for the previous month. Billings will
include third-party billsfrom LECs and Subcontractors. All bills during the Transition Period will, at a minimum, includethe level of detall
available asof the Effective Date.

The scope of coordination, reconciliation and detailed billing will be specified in the Billing and Reporting Transition and Transformation Plan
contained in the Standards and Procedures Manual. The Service Center will use billing software to produce the Deliverables described in this
Section. Web enabled access to detailed billing will be provided by the Service Center.

8.0 Provide Security Management:

Security Management will be accomplished in accordance with Section 13 of the Agreement.

9.0 Provide Competitive and Economically Favorable Services:

Provider agrees to provide Services to the State that are consistent with
Section 9.9, Most Favored Customer.

10.0 Provide Service Interruption Notice:

Service availability will be maintained in accordance with the SLA. The Service Center will process notices of Serviceinterruptionsin atimely
manner to all affected End-Users. When possible, noticesof Serviceinterruptions must have prior approval by designated State personnel. The
list of State staff requiring notification will be kept current by the State and communicated to the Service Center. Notices of Service
interruptions for State approved scheduled downtime will be in accordance with Change Management procedures outlined in the Standards and
Procedures Manual.
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A.8 BUNDLE 5--CELLULAR TELECOMMUNICATIONS SERVICES

Subject to applicable lawsand regulations, Provider will offer a continuum of service packages to meet the needs of State cellular users as
described below. At the Cutover Date(s) for cellular service, all new cellular services procured by Departmentswill be obtained through this
Agreement. The State agrees that Departments will migratecurrent cell phone End-Usersto this Agreement upon the expiration of the
End-User's current service, unlessthe current serviceis with Provider and then the current service will be converted to this Agreement in
accordance withprocedures that will be described in the Standards and Procedures Manual. If there are unique and unusua circumstances of
the State End-User that cannot be met by Provider, the State may obtain services elsewhere. All State userswill transition to this Agreement
within twelve(12) monthsof the Effective Date, where possible. Provider agrees, wherever possible, to retain the State's current cellular
telephone numbers.

1.0 Locd, Intrastate, and Interstate User Services.
The Parties agree to the following Cellular Service Plans:

Nationwide Plan -- No roaming or long distance charges nationwide. Four plansare available, varyingin number of free minutes of use per
month. These optionsare: 300, 500, 800 and 1400 minutes.

Statewide Plan -- No roaming or long distance charges in Alaska. Four plans areavailable, varying in number of free minutes of use per month.
The options are: 300, 500, 800 and 1400 minutes.

Local Plan -- One plan available with 2000 minutes of air time per month.

Corporate Plan -- Multiple phoneswithin one plan. No roaming or long distance charges within region. Charge for each phone, which includes
caler 1D, voice mail, and 25 free minutes each month.

Government Plan -- Same as Corporate Plan except no charge per phone andno caller 1D, voice mail and 25 free minutes.

The featuresincluded in al five plans listed above are call forwarding, three-way calling, and call waiting. Depending on the plan selected,
additional features available may include caller 1D, voice mail, incoming call records and text messaging.

State of Alaska Plan -- The purchase of ablock of time to be used by the State rather thanindividual service policies, similar to reseller
packages. The features of this plan include:

- Thisservice isfor digital cellular service only.

127

swneet ox SO asim 2002, EDGAR Onl i ne, I nc.




- Initial programming for each phone will includethe capability to roam or place long distance call statewide and nationwide. All phoneswill
have call forward busy and call forward no answer. Phones and chargers will be provided to the State at vendor's cost, plus shipping and
applicable taxes.

- Accessories will be provided at a 10% discount off regular price.
- Provider will waive activation fees.
- There will be no charges for nightsand weekends for local service.

- Ratescharged for local, roaming and long distance arebased on Provider's best reseller's rate for reseller customers of similar volume. Rates
may be revised throughout the Term of this Agreement according to Section 9 of the Agreement.

- Additional service features can be added at 10% discount off of list price.

- Taxes will be aggregated and invoiced at the account level, in an amount equal to any tariff, duty, levy, tax or withholding tax, including but
not limited to, sales, property, ad valorem and usetaxes, or any tax in lieu thereof, imposed by any local, state or federal government or
governmental agency with respect to the sale of service.

- Account levels will be established prior to the conversion of the serviceto thisPlan.

1.1 Models of cell phones and warrantees:

Provider will provide analog and digital PCS products from Motorola, Ericsson, and Nokia. Prices will vary depending on the model. Discounts
on phones are extended for service contracts. Discounts vary with the phone models and contract lengths. Provider currently provides two
models of "bag" phones manufactured by Motorola. The "Attache” and model LNCHBX are current stocked models. These models transmit

with 3 watts of output power. Provider will provide other models that the State requests in accordance with the terms of the Agreement, subject
to availability from manufacturers.

1.2 Coverage Aress.

Provider understands the importance of cellular communications to the State and its citizens and is committed to a program to continually work
to improve coverage, quality and capacity of cellular communicationswithin Alaska. See Schedule L for atable and map of the current
coverage area. The Parties agree to work through the processes described in this Agreement to seek waysto improve and build-out, or
encourage other providers to build-out cost-effective cellular service in Alaska whenever possible.

Aspart of this Agreement, and in order to improve cellular coverage at the Alaska Railroad location on Ship Creek, Provider will commit to
taking one or more of thefollowing actions no later than ninety (90) days after the Effective Date:

- Re-position the antenna onthe AT& T Government Hill site.
- Move oneof the downtown cell sitesin order to improve coverage at the Railroad.
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- Install amicrocell site at the Railroad location on Ship Creek. This option requires that the Alaska Railroad provide space and power for the
equipment.

Provider agrees that cellular capacity and coverage in Juneau, both in the area of the State Office Building and at the University of Alaska
Southeast campus at AukeBay, isnot currently sufficient to meet the SLAs. Provider will commit to maintaining sufficient capacity/coverage to
meet the SLAS at these specific Juneau locations and to further enhance the service in the Juneau area wherever possible.

Subject to applicable law or regulation, and if requested by the State, Provider will provide priority servicefor certain SoL End-Users, not to
exceed 100 End-Usersto be identified by the State.

1.0 Provide Cdllular Telephone Benchwork:

For cell phones still under warranty, Provider will repair or replace broken phonesin three depot |ocations: Anchorage, Juneau or Fairbanks.
Phones from other areas must be shipped at State expense, to one of these locations for repairs.

2.0 Provide Account Management Services:

Account Billing and Reporting Services for al Provider cellular Service will be provided throughout the Term of the Agreement. Account
Billing and Reporting Services for cellular services provided by other providers will be evaluated and determined by the Parties during
Ramp-Up. The Service Center will maintain Account Billing and Reporting for Services provided to the State. Electronic access to Account
Billing and Reporting will be provided by the Service Center. Security issues, and issues of billing security will be treated as top priority within
the Account Billing and Reporting process. Those aspects of Account Billing and Reporting, which are important to continuous provision of
Services will be available on a 24x7x365 basis throughout the Term of the Agreement.

The Service Center will use web-enabled billing softwareto produce the Deliverables described in this Section. Provider will aggregate all
required State information technology billing data asdefined in the Standardsand Procedures Manual. Customer billings will includeall
applicable payment details for each of the Service Bundles described in thisAgreement. Dates for implementing Account Billing and Reporting
Services will be identified inthe Transition Plan. Detailsincluding data format will be specified in the Standards and Procedures Manual.

4.0 Wireless Call Detail Billing Reports:

Provide a cellular telephone service call detail billing and usage report by the 10th day after closing of each billing month. This report will list
call detail information including:

- Originating cellular telephone number
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- User name, department and account number assigned to the cellular tel ephone number

- Telephone number dialed

- Timeof cal (year, month, day and time of day)

- Length of call

- Applicable rate or rate code

- Total cost of call

- Y ear-to-date call summary.

5.0 Provide Competitive and Economically Favorable Services:

Provider agreesto provide cellular Servicesto the State that are consistent with Section 9.9, Most Favored Customer.
6.0 Provide Service Interruption Notice:

Notices of Serviceinterruptionsfor State approved scheduled downtime will be in accordance with Change Management procedures outlined in
the Standardsand Procedures Manual .

7.0 Coordinate, Reconcile and Provide Detail Billing:

Provider will include al applicable payment detail and account balance detail on customer billings and reports. The billing statementsand
reports will include, at a minimum, arecord of recurring charges, usage-sensitive charges, move, add and change activity, installation charges,
disconnection activity, and adjustments resulting from Service regquests for the previous month. Billings will include third-party bills from LECs
and Subcontractors. All bills during the Transition Period will, a a minimum, includethe level of detail available as of the Effective Date.

Account levels will be established prior to the Transition of the Service. The scope of coordination, reconciliation and detailed billing will be
specified intheBilling and Reporting Transition and Transformation Plan contained in the Standards and Procedures Manual. The Service
Center will usebilling softwareto produce the Deliverables described in this Section. Web enabled access to detailed billing will be provided
by the and Service Center.
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A.9BUNDLE 6--SATELLITE BROADCAST SERVICES

The Parties recognize the importance of Satellite Services to the State, particularly rural Alaska, and agree to seek the integration of this
technology intothe State's Enterprise through the Management Committee described in
Section 11.2 of the Agreement and as described below.

1.0 Manage Statewide Satellite Broadcast System:
Provider will manage satellite broadcast services of the Satellite Interconnect Project (SIP) as described below.

The Parties recognize that the State's statewide satellite broadcast system consists of all delivery components from content origination to its
consumption by the End-User. The Service Center isintegral to the success of this delivery and will work cooperatively with third-party service
providers and the SIP in the resolution of problems on those systems. For the purposes of this Agreement, the statewide satellite broadcast
system, through the SIP, is defined as the followingfour parts:

1. The SIP satellite broadcast coreregion consists of encoders, uplinks, space segment, the down links for monitoring services at the Service
Center, network operations, and customer services.

2. The SIP downlink edge region consists of downlink equipment such asearth stations, antennaand IRDs and various community distribution
systems.

3. The SIP End-User region consists of CPE.

4. The SIP uplink edge region consists of the link between content provider and the encoder.

Item 1 above describes the components of the statewide satellite br oadcast

services that Provider isresponsible for under this Schedule. Item 2 above describes the earth station maintenance and repair services under
Service Bundle 10 of this Agreement. Items 3 and 4 are included herefor descriptive purposes only. Under this Agreement, Provider is
responsible for operations and maintenance of the SIP satellite broadcast coreregion.

The encoders are included in Provider's maintenance responsibilities. On the Effective Date, the demarcation point for Provider provided uplink
services will be the audio and video baseband signal points of theencoders at the various L ocations as defined in Schedule C. The Parties will
develop, on or before ninety (90) daysafter the Effective Date, an Operations and Maintenance Plan of this equipment for inclusion in the
Standards and Procedures Manual.

Prior to the Effective Date, the State will present alist of all tools, spare equipment, and test equipment in accordance with Schedule A.3, Table
of Milestones and Deliverables,
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that are used for the satellite broadcast services. The appropriate tools and equipment will be made available to Provider in continuing the
maintenance and operations of satellite broadcast services, in accordance withthis Agreement. To the extent that the maintenance and
operational manualsare readily available, the SOA will also provide Provider with a set of maintenance manualsfor al equipment items
associated withsatellite broadcast serviceson or before the Effective Date.

During the Transition Period, satellite broadcast service alarms monitored by the current provider will be identified and procedures will be
established for immediate notification, in accordance with the Standards and Procedure Manual, of any alarm condition or other abnormality
observed inthesignal transmission system. Provider will work with designated State staff to review network monitoring and control activities
and develop a mutually agreeable monitoring and control solution to be included in the Operations and Maintenance Plan described in this
Section.

All customer service functions, including trouble reporting, help response, performance monitoring, and accounting activitieswill be provided
by the Service Center as defined in the Standards and Procedures Manual and as described in the Transition and Transformation Plans. The
Service Center will be the initial point of contact between the Parties for issues that involve Serviceinquiries or problem resolution.

The Service Center will establish and maintain direct voice and/or datalink with the satellite service provider and designated State
representatives for monitoring the network and dealing with problemsrelating to the signal transmission system. The Service Center will be
available 24x7x365 for response to Service related issues and problems.

2.0 Transformation of Satellite Service:

The Parties agree to form, on or before thirty (30) days after the Effective Date, a working group, including representation from the SIPMG, to
develop a Transformation Plan for the next generation of satellite services. Aspart of this planning process, the group will identify projects to
explore new technologies and architectures for the satellite servicesoutlined in this

Section as well asnew services. The parties agree to jointly share theresponsibility for identifying and obtaining resources to cover the costs of
these projects. Onor before one hundred eighty (180) daysafter the Effective Date, this group will produce a draft transformation plan for the
next generation of satellite services.

3.0 Operations:

Broadcasts are categorized by service grades and those grades are described in SLA Numbers 53, 54, and 55 in Schedule E.2. Provider will
proactively test and verify to insurethat broadcast servicesare available prior to al Grade 1 and 2 program eventsand notify the SIP program
providers before the scheduled broadcast time according to the Standards and Procedures Manual. In the event that the Service Center observes
adegradation of either thevideo or audio signals at the monitoring downlink at the Service Center, the content provider will be contacted to
identify the observed problem,
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according to the response times identified in the Problem Resolution definitions of the SLAs.

Any changes, for example, to transponder assignments or polarities, or any operating parameters of the carriers or existing services, must follow
the established Change Management and Configuration Management Procedures asoutlined in Section 4 of this Agreement.

Representatives fromthe SIPMG will assist the Service Center withthe creation, adoption, and updating of a decision-tree for out-of-scope
broadcast service issues and a knowledge database for Service functionsthat will be accessible to designated State employees. In particular, the
fault escalation process will be reviewed and updated at |least quarterly and at timesof network upgrades.

3.0 End-User Satisfaction:

End-User satisfactionwill be measured in accordance with Section 6.1 of the Agreement, and Schedule A.10, Service Center Quarterly
Surveys. A report will be made available to the SIPMG and other designated State representatives.

4.0 Provide Capacity Management:

Provider will compile network and circuit (service) utilization datato appropriately plan and recommend changes in the network requirements
for the satellite broadcast services. This planning process will be managed in the Service Center, and will be tailored to be compatible with the
State's planning process asdefined in Section 8 of the Agreement. Planning will be coordinated with the State and details of this process shall
be contained in the Standards and Procedures Manual.

Satellite transponder utilization requiresalink analysisfor each carrier operated on the satellite and an accounting of the bandwidth and power
utilized. Provider will keep records of thetransponder utilization that include both the bandwidth and power utilized whichwill be provided to
designated State and SIPMG representatives on an on-going basis. Provider will provide atemplate for computing the most important operating
parameters and the State will provide the most complete database information available. This database mustinclude, at a minimum, the station
name, latitude, longitude, antennasize, LNB noisetemperature, and the G/T for each downlink earth station, to the extent that thisinformation
isavailable. Provider will develop the utilization records within ninety (90) days of receipt of the earth station database and will keep the
records current following initial development. Detailsand processes to accomplish this link analysiswill be contained in the Standardsand
Procedures manual .

5.0 Provide Security Management:

Security management will be accomplished in accordance with Section 13 of the Agreement. It is noted that any satellite network is vulnerable
to extraneous carriers, either mistakenly or purposely broadcast to the same uplink carrier frequencies on the
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transponder. Technical personnel at the uplink earth stations, the Service Center and the NOCs will work with the satellite operator, and with
the satellite operator(s) of adjacent orbital positions, to pinpoint and eliminate the source of interfering satellite uplink broadcasts.

6.0 Provide Account Management Services:

Account Billing and Reporting Services will be provided by Provider throughout the Term of the Agreement. The Service Center will maintain
Account Billing and Reporting for Services provided to the State. Electronic access to Account Billing and Reporting will be provided by the
Service Center. Security issues, and issues of billing security will be treated as top priority withinthe Account Billing and Reporting process.
Those aspects of Account Billing and Reporting, which are important to continuous provision of Services will be available on a 24x7x365 basis
throughout the Term of the Agreement.

The Service Center will use web-enabled billing softwareto produce the Deliverables described in this Section. Provider will aggregate all
required State information technology billing data asdefined in the Standards and Procedures Manual. Customer billings will includeall
applicable payment details for each of the Service Bundles described in thisAgreement. Dates for implementing Account Billing and Reporting
Services will be identified inthe Transition Plan. Detailsincluding data format will be specified in the Standards and Procedures Manual.

7.0 Provide Competitive and Economically Favorable Services:

Provider agrees to provide services to the State that are consistent with

Section 9.9, Most Favored Customer. A major component associated with the provision of the Satellite Broadcast Servicesis the transponder
cost. The Parties will usethe Change Management and Configuration Management processes to consider methods to better utilize the current
transponder capacity. Provider will review available transponder capacity to annually consider whether thereis amore cost-effective
transponder alternative than that whichis presently being used, and review those aternatives with the State.

8.0 Provide Service Interruption Notice:

Provider will provide notice to all affected SIP program providers of any planned or unplanned satellite transport service interruptions,
including day, time of day, and estimated duration of outage. Planned outages will be in accordance withthe Change Management procedures
as described in Section 4 of the Agreement.

Service availability will be maintained in accordance with the SLA. The Service Center will process notices of Serviceinterruptionsin atimely
manner to the SIP program providers. When possible, notices of Serviceinterruptions must have prior approval by designated State personnel.
The list of State staff requiring notification will be kept current by the State and communicated to the Service Center. Notices of Service
interruptions for State approved scheduled downtime will be in accordance with Change Management procedures outlined in the Standards and
Procedures Manual.
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A.10 BUNDLE 7--END-USER SUPPORT SERVICES

Provider will operate the Service Center to provide a single point-of-contact for the Services as well as the centralized computing and
telecommuni cations services provided by ITG. The Service Center will manage these responsibilities using the disciplines of Service
Management, as described in Section 4 of the Agreement, and will coordinate the Resourcesto support the Servicesin accordance withthe
SLAs. The Service Center will: (1) develop SO 9000 processes to automate those procedures that are identified and agreed to in the Standards
and Procedures Manual, (2) provide on-going training in support of theseprocedures, (3) provide trained staff, available 24x7x365, and (4)
provide web-enabled or other on-line End-User access to Service Center tools and status information as defined in the Standards and
Procedures Manual. The Service Center will proactively monitor and analyze Service performance asdefined in theapplicable SLAsin
Appendix E.2.

Service Center Representatives will track issues from theinitial point of contact from the State or other approved party through completion or
resolution. When a contact involves a problem affecting multiple Services and/or multiple providers, the Service Center representative will use
the Fault Management processto ensure resolution. Multiple callsrelated to a single event or outage are treated as asingle call. Service Center
representatives will be supported by a knowledge base system. One or more decision trees and a help desk system will be configured to
maximize automation of procedures. The help desk systemwill record issue resolution and will archive answers to common user questions to
speed resolution of future problems. The Service Center's geographic location isin Anchorage. The configuration and detailed organizational
structure of the Service Center will be developed by the Parties during the Ramp-Up Period.

Rates for Provider's Service Center Services have been blended with the Fees for Servicesin other Bundles. Based on the completion of the
Standards and Procedures Manual according to Section 4 of thisAgreement, the rate established for the Service Center is based on a monthly
call volume of 1,500 calls. The Parties have agreed to afixed Fee for thisService, regardliess of the number of calls, provided that 1) thecall
volumes are based on conditions in which no service outage or impairment is the driver of call volumes; 2) call wait times may increase to a
maximum of 3 minutesfor a period of up to 90 dayswithout penalty to Provider, and 3) all Change Management requirements have been met.
The Parties will meetto discuss call volumes above 1,500 per monthin the event this provision is not met as expected. A Fee adjustment or
SLA adjustment may be undertaken to meet different business requirements.

1.0 Provide 24x7x365 Availability:
The Service Center will provide trained staff ona24 X 7 X 365 basis.
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2.0 Provide Appropriate Help Desk Coverage During Critical Events:

The Service Center will respond on a 24x7x365 basis to Critical Events. The Account Manager will be the means by whichthe State requests

additional support or preferential treatment of bandwidth or other Services delivery. Provider's Account Manager will coordinate scheduling
and implementation.

In preparation for Critical Events, Provider's planning process will include the use of a calendar of events for the Service Center, whichincludes
dates of significanceto operations, financial planning, contract performance and operations.

Additional support for Critical Events is accomplished through the Change Management Process. Specia support is a short-term changefor the
Service Center, and will be handled by theformal project management approach used in Change Management. The change manager will
responsible for delivery of the Services during the Critical Events period(s).

The State will identify routine Critical Events in specific SLAswhich can be scheduled in advance.
3.0 Serve as a Single Point-of -Contact:

Asdescribed in theintroduction to this Schedule A.10, above.

4.0 Ensure Qualified Help Desk Staff:

The Service Center will be staffed with Service Center representatives and other technical support staff. Service Center representatives are level
1 support and may escalate Service issues. The level 1 support staff will have access to the highest level experts available from Provider andthe
participating Department. Service Center staff will be thoroughly trained in accordance with Section 5 of the Agreement.

5.0 Resolve Help Desk Problems:

Provider will develop an approach identified in the Standards and Procedures Manual to resolve Service Center calls in accordance withthe
SLA for First Call Problem Resolution Rate. The Service Center will manage on site support for End-User contacts. The Parties will identify
the timeframes and methodol ogies for management of on-site support and escalation of issuesin the Transition Plan. During transition, the State
will identify on-site support contact information, locations and assets to be covered by on site support. Provider will detail how help desk and
billing software will be configured to manage the on site support processes. Escalation procedures to address mission priorities will be defined
in the Standards and Procedures Manual .
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6.0 Manage the Entire Life-Cycle of Help Desk Calls:

The Service Center will respond to phone, fax and on line requests for Servicesin accordance with the Standards and Procedures Manual. The
Service Center will record requestsin a systemwhich will track theentire lifecycle of the request, and will manage the opening, assignment,
acceptance, escalation, resolution and closing of therequest. The Service Center will manage requests in away that is transparent to the State,
including referral of requests involving other services and coordination of problem resolution involving Subcontractors. During arequest life
cycle, the Service Center will makeavailable information regarding its status and will notify the State upon completion. The Service Center will
develop 1SO 9000 compliant processes to facilitate management of requests. The Partieswill develop a Transition Plan to describe how State
information will be transferred to Provider and to include a phased approach to transition. Compliance with the requirements of this Section
will be measured by successful management of requests asstated in the relevant SLAS.

7.0 Prioritize Help Desk Cdlls:

The Service Center will use arule-based expert system to help prioritize requests. The Service Center representatives usethe expert system for
the purpose of making decisions about referrals and problem escalation. The expert systemallows the Service Center to develop any number of
priority levels. Inkeeping with changing prioritiesfor the State, the knowledgebase can be changed using Change Management procedures.
The State will provide Provider with alist of priorities and policies to be incorporated in the Transition Plan that will be archived as procedures
inthe help desk software. These procedures will be triggered by requests, which will in turn activate responses fromthe Service Center in the
form of callouts and/or notifications to affect repair of the failure.

8.0 Provide Continuous | mprovement:

The Service Center will use SO 9000 processes to develop and maintain continuous improvement practices such as, but not limited to:

- developing and revising scripts used by Service Center staff;

- providing web accessible information;

- providing an annual training calendar and training program asdescribed in the Joint Training Program asdefined in Section 5 of the
Agreement;

- establishing improved baseline measures of servicesin accordance with this Section;
- implementing a knowledge base and decision tree supporting multiple providers;
- tracking and reporting in accordance with Section 19 of the Agreement; and

- consistent and continual Change Management processes as defined in
Section 4 of the Agreement.
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Processes will be developed to support thiscontinuous improvement effort for the Standards and Procedure Manual.

9.0 Conduct End-User Satisfaction Surveys:

Provider will conduct both on-line and on the spot End-User satisfaction surveys in accordance with |SO 9000 compliant processes established
and agreed upon by the Parties as provided in Section 6 of the Agreement and with timelinesdelineated below. Provider will provide survey
resultson a quarterly basis. Survey results, at a minimum, will summarize State satisfaction in thefollowing aress:

- End-User ability to send and receive video;

- voice and data applications with reliability and speed; Resolution of reported problems or Serviceinterruptions;

- Measures of satisfaction of Service requests, End-User assistance and problem resolution; and

- Other areas as determined by the Parties.

A report summarizing this information and a plan of action to address deficiencies will be available within 45 days after survey responses are
due. The summary report will be posted on aweb sitefor al State End-Users no later than 30 days after thereport is made availableto the State
for review. The Parties may determine the necessity for a more frequent or less frequent survey of End-Users. This change will occur with the
Service Center quality assurance manager and State designated personnel in accordance with Change Management procedures.

10.0 Process all System Administration and Service Requests.

The Service Center will provide automated processes to manage and process system administration and service requests in accordance with
Section 4, Configuration and Change Management.

11.0 Ensure Redl-Time Updates of Moves, Adds and Changes:

MACsfor all Serviceswill be coordinated through the Service Center. The Service Center will serve asthe single point of contact for managing
this MAC information database. During the Transition Period, the Parties will mutually decide specific details regarding the type of data and
information to be updated on a real-time basis. Trouble reports generated by automated network monitoring tools are not billable MACs.

12.0 System Performance Reports:

In addition to reports described in the previous Sections, Provider will report on:
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- Overall voice, data and video network availability by site.

- Information pertinent to identifying the source of any unauthorized attempt, whether successful or unsuccessful, to gain access to any of these
systems.

- Number of critical and non-critical network repairs, the duration of each repair from thetime that the outage was reported or monitored to the
time that the Service was restored and the estimated number of End-Users affected by the outage.

- Quarterly "not active" reports identifying linesthat are not in use or have not had activity.

- Peak and average monthly utilization by shift on all wide area circuits.

- Trend analysis reports including any appropriate data that will aid in future planning and quality of service.

13.0 Provide Change Management:

Change Management will be accomplished in accordance with Section 4 of the Agreement.

14.0 Provide Account Management Services:

Account Billing and Reporting Services will be provided by Provider throughout the Term of the Agreement. The Service Center will maintain
account hilling and reporting for Services provided to the State. Electronic access to Account Billing and Reporting will be provided by the
Service Center. Security issues, and issues of billing security will be treated as top priority withinthe Account Billing and Reporting process.
Those aspects of Account Billing and Reporting, which are important to continuous provision of Services, will be available on a 24x7x365

basis throughout the Term of the Agreement.

The Service Center will use web-enabled billing softwareto produce the Deliverables described in this Section. Provider will aggregate all
required State Information Technology billing data asdefined in the Standards and Procedures Manual. Customer billingswill includeall
applicable payment details for each of the Service Bundles described in thisAgreement. Dates for implementing Account Billing and Reporting
Serviceswill be identified inthe Transition Plan. Detailsincluding data format will be specified in the Standards and Procedures Manual.

15.0 Provide Security Management:

Security management will be accomplished in accordance with Section 13 of the Agreement.

16.0 Provide Competitive and Economically Favorable Services:

Provider agrees to provide Services to the State that are consistent with
Section 9.9, Most Favored Customer.
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A.11 BUNDLE 8--SATS MICROWAVE OPERATION, MAINTENANCE AND REPAIR

Provider will assumefull responsibility for operations, maintenance and repair of the SATS microwave system including equipment pads,
shelters, power sources, power conditioning equipment, HVAC plants, towers, antennas, racks, monitoring and support equipment, etc. Both
parties agree that facilitiesare to be maintained and repaired in accordance with industry standards to ensure efficient, cost effective operations
during the Term of this Agreement and that facilities are viable at the end of thisAgreement. The intent of this Service Bundleis that the Parties
will work towards achieving greater cost efficiencies through proactive maintenance and upgrades that will reduce the total cost of ownership
for the SATS infrastructure in accordance with Section 9.2, Shared Savings. Replacement parts, materials, equipment and workmanship shall be
at levelsequal to or better than current.

1.0 Provide Change Management:

The Parties will develop policies and procedures to ensure error-free transition and maximum availability of SATS microwave links during any
new installations, system component upgrades and/or any changes in accordance with SLAs defined in Schedule E.2. The Partieswill ensure
that all planned modifications to the SATS microwave environment will be accomplished in accordance the Change Management processes
described in Section 4 of the Agreement.

2.0 Maintain Systems and Equipment:

Provider will provide proactive maintenance activitiesto ensurethe optimal operation of the SATS microwave systemas described in the
manufacturer specifications, and according to the State's requirements and the SLAs. Provider will provide advance notification of any
maintenance activity that may involve a service interruption. Any service interruptions that result from maintenance activities will be
minimized.

The Service Center will maintain, withinthe Configuration Management process, a system for proactive maintenance of systems and

equipment. A regular procedure of systemand equipment maintenancewill be followed based upon manufacturer's recommendation. The
inventory kept for the State will be the underlying data source for the manufacturer's recommended upgrades and/or maintenance and hosted by
Provider. Web based access to the systems and equipment maintenance information will be provided by the Service Center. The Partieswill
provide input to the systemsand equipment maintenance process as described in the Standards and Procedures Manual. Maintenance of systems
and equipment will be performed in accordance with the security policies described in Section 13, the Disaster recovery policies described in
Section 15, and/or the Standards and Procedures Manual. Systems and equipment maintenance will be provided throughout the Term of the
Agreement.

Each SATS site will be visited at least once annually for inspection and minor repair maintenance. ITG personnel will be given the option to
accompany Provider personnel

140

peres e SO irsssn 2002, EDGAR Online. I nc.




on such trips at no cost to the State. Additional tripswill be scheduled to provide a proactive preventative maintenance program for SATS sites
to include one additional scheduled and one unscheduled visit to each site per year, as necessary. Such trips will be tracked in the aggregate for
the whole system rather than by site. The price of this Service includes 366 trips per year and will be adjusted as part of the annual account
review.

Prior to the Effective Date, the State will present alist of all tools and test equipment in accordance with Schedule A.3 that are used for
maintenance of the SATS, including the location of all itemson the list. These tools and test equipment will be made available to Provider in
continuing the maintenance and repair of SATS pursuant to the termsof this Agreement. To the extent that the manualsare readily available,
the SOA will also provide Provider with two sets of maintenance manuals for all equipment items associated with SATS on or before the
Effective Date. These maintenance manuaswill be in addition to the existing manualsand which are to be retained at the SATS locations.

All SATS multiplexers are considered Services under the Agreement. To accommodate specia circumstances and arrangements that exist
between the State andits SATS customers and partners as of the Effective Date, the State may identify and request demarcation changes at
selected SATS locations. These requests will be handled through the Change Management process. Within thirty

(30) days of the Effective Date, the State will provide Provider with an inventory and description of the network elements that are to be
included in Provider's maintenance responsibilities, in accordance with the Standards and Procedures Manual. This description will include, but
not be limited to the following items: microwave radio equipment, shelters, towers, antennas, transmission line, battery plants, chargers,
generators, solar panels, and HVAC equipment. If the inventory is significantly different thanthe Inventory identified in Schedule C, then
Provider or the State may request a servicerate adjustment that is agreed to by the State and Provider to be appropriate to therevised list. The
SLA requirements associated with Provider's performance in providing SATSmicrowave maintenance and repair are identified in Schedule E.2
of this Agreement.

3.0 Provide Trouble/Fault Management:

Provider will provide expert and timely trouble repair services to the SATS microwave system as specified in the SLAS, set forth in Schedule
E.2, and the Standards and Procedures Manual .

The Service Center will maintain a Trouble/Fault Management process for Services provided to the State. Trouble/Fault Management
operations will prioritize the restoration of Service by standard technical practice, including aternate and redundant paths. Web enabled access
to the Trouble/Fault Management process will be provided by the Service Center. The Standards and Procedures Manual will specify the types
of traps and aarms to be monitored. Security issueswill be treated as top priority within the Trouble/Fault Management process. Trouble/Fault
Management Serviceswill be provided on a 24x7x365 basis throughout the Term of the Agreement.
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Provider will provide real-time alarm information relevant to the operation and maintenance of the SATS microwave system to the State and its
customers upon reguest.

4.0 Provide Configuration Management:

Provider will maintain inventory, circuit information, configuration documentation and diagramsof the SATS microwave systems and
resources, including shelters, component racks, transmitters, HVAC and power equipment, etc; whichwill beinitialy provided by the State.
Configuration Management will be accomplished in accordance with Section 4 of the Agreement.

Provider will be responsible for securing appropriate engineering services and for specifying the details of changes, subject to approval by the
State. Provider will be responsible for warehouse functions associated withmaintaining SATS microwave maintenance inventories, and for
provisioning project inventories for such itemsas shelters, component racks, transmitters, HVAC, and power equipment.

The State shall be provided copies of available drawings and records associated withthe SATS microwave facilities and service upon request.
The State shall notify Provider of any site or facility changesat the SATSIocations that may impact the Services provided by Provider under
this Agreement so that accurate site and facility records can be maintained in accordance with Service Management functions described in
Section 4 of the Agreement.

5.0 Provide Fault Management:

Provider will provide fault sectionalization and isolation for the SATS microwave network. Provider will provide a means to bypass troubled
sections of the network, such as "switch to back-up" capabilities.

The Service Center will maintain a Trouble/Fault Management process for Services provided to the State. Trouble/Fault Management
operations will prioritize the restoration of Service by standard technical practice, including aternate and redundant paths. Web enabled access
to the Trouble/Fault Management process will be provided by the Service Center. The Standards and Procedures Manual will specify the types
of traps and alarms to be monitored. Trouble/Fault Management Services will be provided on a 24x7x365 basis throughout the Term of the
Agreement.

Provider's NOC will provide SATS alarm monitoring and response for thealarms that are presently associated with the SATS. Onthe Effective
Date, the State will provide Provider with alist of the SATSaarms along with the details associated with the master and remote alarm
terminals. The master alarm terminal equipment will be made available to Provider to moveto Provider's NOC. The Service Center will
participate in the analysis of alarms to help ensure that problems are diagnosed and responded to in accordance with SLAs set forth in Schedule
E.2. Alternate routing and other fault bypass techniques such as microwave hot standby switching, will be employed by Provider. A
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database for system trouble ticket recording and storing will be implemented by the Service Center and provided to the State.
6.0 Provide Account Management Services:

Provider will monitor and record all data necessary to generate cost allocation reports for SATS microwave system usage in accordance with
Section 19 of the Agreement. Provider will calculate, report and charge back al applicable taxes and provide monthly billing per department
for current and past services as well as track payments and balances. All data must be provided in an electronic format as specified by the State.

Account Billing and Reporting Services will be provided by Provider throughout the Term of the Agreement. The Service Center will maintain
Account Billing and Reporting for Services provided to the State. Electronic access to Account Billing and Reporting will be provided by the
Service Center. Security issues, and issues of billing security will be treated as top priority withinthe Account Billing and Reporting process.
Those aspects of Account Billing and Reporting, which are important to continuous provision of Services, will be available on a 24x7x365
basisthroughout the Term of the Agreement.

The Service Center will use web-enabled billing softwareto produce the Deliverables described above. Provider will aggregate al required
State billing data as defined in the Standards and Procedures Manual. Customer billingswill include all applicable payment details for each of
the Service Bundles described in this Agreement. Dates for implementing Account Billing and Reporting Services will be identified in the
Transition Plan. Details including data format will be specified in the Standards and Procedures Manual.

The Service Center will generate DACS data reports and circuit layout records and provide to the State as needed.
7.0 Manage System Performance and Operations:

Provider will monitor the SATS microwave system performance and operations to ensure that the network is meeting performance and
operational requirements as specified inthe SLAs. Provider will monitor and store traffic patterns and volumes by location to aid in on-going
system changes or upgrades.

Performance Management Services will be provided on a 24x7x365 basis throughout the Term of the Agreement. The Service Center will
maintain a Performance Management process for Services provided to the State Performance Management operations will prioritize Service
delivery and technical parametersidentified in the SLAs. Web based access to the Performance Management information will be provided by
the Service Center. Management of system performance and operations will be performed in accordance withthe security policies described in
Section 13 of the Agreement, the Disaster recovery policies described in Section 15 of the Agreement, and/or the Standards and Procedures
Manual .

143

peres e SO irsssn 2002, EDGAR Online. I nc.




The Service Center will have the responsibility for the monitoring of all SATS microwave darm, command control, and system performance
functions. The SATS microwave performance monitoring equipment currently in operation will be integrated into the NOC for 24x7x365
surveillancein accordance with the Transition Plan.

Provider will administer its obligations under this Agreement in accordance with all existing agreements between the State and other agencies
that may have an ownershipinterest inthe SATS facilities.

8.0 Provide Capacity Management:

Provider will compile network and circuit (service) utilization datato appropriately plan and recommend changes in the network requirements
for the SATS. This planning process will be managed in the Service Center, andwill be tailored to be compatible with the State's planning
process. Planning will be conducted in context with Service Management, and will be coordinated with the State to provide orderly change and
transition in any of the Services. The details of this process shall be contained in the Standards and Procedures Manual, but at a minimumwill
include SATS microwave, and Provider-provided and manually-provided circuit records for each microwave DS3, DS1, DS0 and analog SG,
Grp, Ch Bk and VF Channel. The Statewill initially provide these records, along with capacity of each SATS route and electronic copies of

circuit layout records for all SATS servicesnot later than the Effective Date. Provider will maintain the circuit layout records beginning at on
the Effective Date.

Network capacity and circuit utilization will be electronically monitored by Provider in order to determine current and future bandwidth
requirements. Upgrades will be in accordance with Change Management procedures set forth in
Section 4 of the Agreement.

9.0 Provide Security Management:

Provider will provide appropriate security methodologies (e.g., encryption, firewalls, tunneling, etc.) at pointsof public and remote access for
the SATSmicrowave system. Security managementwill be accomplished in accordance with

Section 13 of the Agreement.

Additional site security provisions will be reviewed and conducted in accordance with the SATs System Improvement Credit described in this
Section. The policies and procedures governing personnel access to the SATS locations shall be covered in the Standards and Procedures
Manual.

10.0 Provide Competitive and Economically Favorable Services:

Provider agrees to provide Services to the State consistent with Section 9.9, Most-Favored Customer.
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11.0 Provide Service Interruption Notice:

Provider will provide notice to all affected users of any planned or unplanned SATS microwave system interruptions, including day, time of
day, and estimated duration of outage.

Service availability will be maintained in accordance with the SLA. The Service Center will process notices of Serviceinterruptionsin atimely
manner to all affected users. When possible, notices of Service interruptions must have prior approva by designated State personnel. The list of
State staff requiring notification will be kept current by the State and communicated to the Service Center.

Notices of Serviceinterruptionsfor State approved scheduled downtime will be in accordance with Change Management procedures outlined in
the Standardsand Procedures Manual .

In the case of unplanned outages, the Service Center will immediately placein effect alternate routing or bypass techniques in accordance with
established procedures. Thefirst priority will ways be the restoration of Servicein the most expeditious fashion, including either rapid repair
or aternate service provisioning. The Service Center will then notify the affected user(s) about the outage, the anticipated timeto repair, and the
expected time of Servicerestoration.

12.0 Coordinate, Reconcile and Provide Detailed Billing:

Provider will coordinate andreconcile all SATS microwave system billing and usage on a monthly basis. Provider will ensurethe billing datais
provided to the State's fiscal system.

Provider will include all applicable payment detail and account balance detail on customer billings. The billingswill include, a a minimum, a
record of move, add and change, installation, and disconnection activity for the past month, and adjustments resulting from Service requests.

The scope of coordination, reconciliation and detailed billing will be specified in the Billing and Reporting Transition and Transformation Plan
contained in the Standards and Procedures Manual. The Service Center will use billing software to produce the Déliverables described in this
Section. Web based access to detailed billing will be provided by the Service Center.

Provider shall provide account management servicesfor usage of the State's SATS microwave system through the Service Center. Overall, the
use of andbilling for this resource will be managed just as it would be for a Provider property, with theexception that the Stateisthe
authorizing owner.
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13.0 Provide Move/Add/Change (MAC) Services:

Provider will provide any MAC services such as theinstalation, relocation, and/or disposal of the State's SATS microwave system components
as requested by authorized State personnel. Thisincludes MACs to systemsthat may result from building modifications and remodeling. This
would aso include any software and/or hardware changes necessary to add or remove requested capabilities and features. Any user and/or
system down time resulting from a MAC must be minimized and clearly communicated in advanced to the affected users. Written notification
that the MAC was completed will be given to the user(s) affected within thetime specified in the SLAs.

MAC Serviceswill be performed in accordance with the Configuration Management process defined in Section 4 of the Agreement. MACsto
the SATSmicrowave system property will be controlled by the Service Center and in accordance withthe SLAs described in Schedule E.2.

14.0 Manage Upgrades:

Provider will plan, implement, install and maintain SATS microwave eguipment, common hoteling service equipment, hardscape, and support
equipment as recommended by the systems manufacturer and asjointly agreed upon by the State. These upgrades will focus on preventing
system obsolescence. Additionally, these upgradeswill consider the future, long-term requirements of the State. Any user and/or system down
time resulting from an upgrade must be minimized and clearly communicated and coordinated in advance to the affected users.

Included in Schedule C of the Agreement is alist of SATS microwave maintenance and repair work items. Provider will provide a $2,800,000
SATS system improvement investment to conduct this work during the Term of this Agreement. Thiswork will be initially scheduled in
Transition Plan and modified through the Change Management process. Changesto Schedule C may be made by the Management Committee.

Upgrade Management Services will be performed in accordance with the Configuration Management process defined in Section 4 of the
Agreement.

Normal maintenance parts, pieces, hardware, and minor component replacements, and thelabor and transportation to install/replace them as a
part of ongoing maintenance activities areincluded in the basic Provider maintenance and operations responsibility. However, capital project
system upgradeswill be part of the Change Management process but are not included as maintenance and operations. Upgrades, in addition to
those mentioned in Schedule C, may be needed to maintain the level of service and Provider will work with the State to identify necessary
upgrades before they become critical to service. These upgradeswill be scheduled to the maximum extent possible to coincide with

mai ntenance and operations functionsin order to minimize upgrade costs and maximize efficiencies. Transportation costs associated solely with
upgrades will be provided at an additional expense to the State.
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A.12BUNDLE 9--SATELLITE TELEPHONY SERVICE

Provider will provide the State with satellite telephony services, offering the State a single source provider for al of the State's wired and
wireless telecommunications. The Servicewill include a variety of service packages, local repair and benchwork, coordination, reconciliation,
and detailed billing and comprehensive customer care and service.

Provider will provide to the State service planswith zero, 50, 100, 250 and 500 minutes of free usage. Also provided isa plan which provides
200,000 (domestic) minutes per year along with statewide pooled airtime minute plans.

Provider will provide Globalstar satellite phones, asmay be desired by the State. Iridium LLC satellite service isalso available for Service
within Alaska and Provider offers Iridium service as an aternative for the State. Provider will provide Globalstar phones and/or Iridium phones.
Any mix of Globalstar and Iridium phones is possible within the pricing provided. If the State ownsexisting Iridium phone sets and related
accessories this additional Service offering may reduce the State's need to buy any additiona sets and require simply that the existing Iridium
phones be reprogrammed and re-activated. With the availability of servicefrom both of the satellite telephony providers, the State will have a
choice. Any combination of Globalstar and Iridium is possible.

Provider will also keep current on the available satellite systems that are capable of providing mobile voice and data services during the Term
of this Agreement. If improved service alternatives are identified, Provider will identify the new alternatives through the Change M anagement
process.

1.0 Provide Satellite Telephone Benchwork:

Three parts of the Globalstar phones are level-1 depot repairable locally: theantenna, the display, and the keypad, and Provider will provide
thislevel of repair. Provider will return all other items to the manufacturer's depot for repair or replacement. Replacement phones will be made
available upon request. Configuration and updating of firmwarein the phones will be accomplished by Provider upon return of the phones to
the Service Center.

Phone setup and activation of all phone features will be customized for each End-User's requirements. Globalstar pre-configures each phone
with the parameters to ensure Global star modes function properly. Provider will initiate phone setup and provide activation on Provider's
statewide system to allow for lower cost analog cellular routing when available.

2.0 Satellite Call Detail Billing Reports:

Provider will provide a satellite telephone service call detail billing and usage report by the 10th day after the closing of the billing month in
accordance with Section 19 of the Agreement. These reports will, at a minimum, provide call detail information including:
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- Originating telephone number.

- End-User name, Department and account number assigned to the satellite telephone number.
- Telephone number dialed.

- Timeof cal (year, month, day and time of day).

- Length of call.

- Applicable rate or rate code.

- Total cost of call.

- Y ear-to-date call summary.

3.0 Coordinate, Reconcile and Provide Detailed Billing:

Provider will include all applicable payment detail and account balance detail on customer billings. The billingswill include, a a minimum, a
record of move, add and change, installation, and disconnection activity for the past month, and adjustments resulting from Service requests.

The scope of coordination, reconciliation and detailed billing will be specified in the Billing and Reporting Transition and Transformation Plan
contained in the Standards and Procedures Manual. The Service Center will use billing software to produce the Ddliverables described in this
Section. Web based access to detailed billing will be provided by Provider's Service center. Provider will work withthe satellite service
provider to ensure that the State's billing needs are met.

4.0 Provide Competitive and Economically Favorable Services:

Provider agrees to provide Services to the State consistent with Section 9.9, Most-Favored Customer.
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A.13BUNDLE 10--SATELLITE EARTH-STATION MAINTENANCE AND REPAIR

The Parties recognize the importance of satellite services to the State, particularly rural Alaska, and agree to seek the integration of this
technology intothe State's Enterprise. Provider will maintain and repair the State satellite earth stations listed in Schedule C.

The Parties recognize that the State's statewide satellite broadcast system consists of all delivery components from content origination to its
consumption by the End-User. The Service Center isintegral to the success of this delivery and will work cooperatively with out-of-scope
service component providers and the SIP in the resolution of problems on those systems. For the purposes of thisAgreement, the statewide
satellite broadcast system, through the SIP, is defined asthe following four parts:

1. The SIP satellite broadcast coreregion consists of encoders, uplinks, space segment, the down links for monitoring servicesat the Service
Center, network operations, and customer services,

2. The SIP downlink edge region consists of downlink equipment such asearth stations, antennaand IRDs and various community distribution
systems;

3. The SIP End-User region consists of CPE; and

4. The SIP uplink edge region consists of the link between content providers and the encoder.

Item 1 above describes the components of the statewide satellite br oadcast

services that Provider isresponsible for in Bundle 6. Item 2 above describes the servicesin this Schedule. Items 3 and 4 are included here for
descriptive purposes only.

1.0 Provide Change Management:

Change Management will be accomplished in accordance with Section 4 of the Agreement.

2.0 Maintain Systems and Equipment:

The Service Center will maintain, withinthe Configuration Management process, a system for proactive maintenance of systems and
equipment. A regular procedure of systemand equipment maintenancewill be followed based upon manufacturer's recommendation. The
inventory kept for the State will be the underlying data source for the manufacturer's recommended upgrades and/or maintenance. Web based
access to the systems and equipment maintenanceinformation will be provided by the Service Center. Maintenance of systemsand equipment

will be performed in accordance with the security policies described in Section 13, the Disaster recovery policies described in Section 15,
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and/or the Standards and Procedures Manual. Systemsand equipment maintenance will be provided throughout the Term of this Agreement.

Provider will maintain and repair the State owned downlink equipment asidentified in Schedule C of this Agreement. This equipment includes,
but isnot limited to:

- The earth station antennas

- The LNB(9)

- The IRD(9)

- The LNB to IRD cabling

- State owned community distribution systems

Some of the equipment identifiedin Schedule Cislocated at State partner facilities. On the Effective Date, the State will provide Provider with
acontact list for all partner facilities and will publisha notification of the date that Provider will be responsible for the maintenance of those
facilities and must now be provided with access whenrequired. Additional IRDsmay be provided by the State or State partners that are not to
be maintained by Provider. Provider agrees, however, to accept calls to the Service Center related to these units and to assist in troubleshooting

on problems related to these IRDs. Provider is not responsible for maintenance or repair of these units.

On or before the Effective Date, the State will provide information about the earth stations being maintained under thisAgreement to the extent
that the information is available. The requested information will include:

- The station name

- Thelatitude

- The longitude

- The servicesdownlinked at the earth stations

- The antenna size, manufacturer, and model

- The LNB noise temperature, manufacturer and model

- The G/T of the earth station

- The IRD manufacturer and model number

- Any available site drawings such as the site plan, floor plan, equipment layout and block diagram of the earth station

The demarcation point for defining Provider's responsibility for maintenanceincludes thevideo and audio outputs at the IRD(s). The cabling
between the IRD(s) and the non-State owned community distribution system is not included in Provider's maintenance and repair responsibility.
However, the cabling and community transmitter distribution systemsthat are State owned areincluded in Provider's maintenance and repair

responsibility. Service activities beyond the demarcation point will be provided at the discretion of Provider.

The Parties agree that in the event of a catastrophic equipment failure, they will work cooperatively to seek out funding for repair or
replacement of the failed equipment.

All earth stationswill be inspected within 2 years of the Effective Date.
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3.0 Transformation of Satellite Service:

The Parties agree to form a working group including representation from the SIPMG to develop a transformation plan for the next generation of
satellite services. This group will be formed by thirty (30) days after the Effective Date. Aspart of this planning process the group will identify
projects to explore new technologies and architectures for the satellite services outlined in this Section as well as new services. The Parties
agreetojointly sharethe responsibility for identifyingand obtaining resources to cover the costs of these projects. By one hundred eighty (180)
days after the Effective Date, thisgroup will produce a draft transformation plan for the next generation of satellite services.

4.0 Provide Trouble/Fault Management:

The Service Center will maintain a Trouble/Fault Management process for Services provided to the State. Web based access to the
Trouble/Fault Management processwill be provided by the Service Center. The Standards and Procedures Manual will specify the types of
traps and alarms to be monitored. Security issues will be treated as top priority withinthe Trouble/Fault Management process. Trouble/Fault
Management Serviceswill be provided on a 24x7x365 basis throughout the Term of the Agreement.

5.0 Provide Configuration Management:
Configuration Management will be accomplished in accordance with Section 4 of the Agreement.
6.0 Provide Account Management Services:

Provider will provide Account Billing and Reporting Services throughout the Term of the Agreement. The Service Center will maintain
Account Billing and Reporting for Services provided to the State of Alaska. Electronic access to Account Billing and Reporting will be
provided by the Service Center. Security issues, and issues of billing security will be treated astop priority within the Account Billing and
Reporting process. Those aspects of Account Billing and Reporting, which are important to continuous provision of Services, will be available
on a 24x7x365 basisthroughout the Term of the Agreement.

The Service Center will use web-enabled billing softwareto produce the Deliverables described in this Section. Provider will aggregate all
required State information technology billing data asdefined in the Standards and Procedures Manual. Customer billings will includeall
applicable payment details for each of the Service Bundles described in thisAgreement. Dates for implementing Account Billing and Reporting
Serviceswill be identified inthe Transition Plan. Detailsincluding data format will be specified in the Standards and Procedures Manual.

7.0 Manage System Performance and Operations:

Performance Management serviceswill be provided on a 24x7x365 basis throughout the Term of the Agreement.
The Service Center will maintain a Performance Management

151

peres e SO irsssn 2002, EDGAR Online. I nc.




process for services provided to the State. Performance Management operations will prioritize Service ddlivery and technical parameters
identified in the SLAs. Web based access to the Performance Management information will be provided by the Service Center. The Parties will
provide input to the Performance Management process. Management of system performance and operations will be performed in accordance
with the security policies described in Section 13, the Disaster recovery policies described in Section 15, and/or the Standards and Procedures
Manual.

8.0 Provide Capacity Management:

Provider will compile network and circuit (service) utilization datato appropriately plan and recommend changes in the network requirements
for the satellite earth station maintenance and repair. This planning process will be managed in the Service Center, and will be tailored to be
compatible with the State's planning process. Planning will be conducted in context with Service Management, and will be coordinated withthe

Stateto provide orderly change and transition in any of the Services. The details of this process shall be contained in the Standards and
Procedures Manual.

9.0 Provide Security Management:

Security Management will be accomplished in accordance with Section 13 of the Agreement.

10.0 Provide Competitive and Economically Favorable Services:

Provider agrees to provide services to the Statefor all Services consistent with Section 9.9, Most-Favored Customer.

11.0 Provide Service Interruption Notice:

Service availability will be maintained in accordance with the SLAs. The Service Center will process notices of Service interruptionsin atimely
manner to all affected users. When possible, notices of Service interruptions must have prior approval by designated State personnel. Thelist of
State staff requiring notification will be kept current by the State and communicated to the Service Center. Notices of Service interruptions for
State approved scheduled downtime will be in accordance with Change Management procedures outlined in the Standards and Procedures
Manual.

12.0 Coordinate, Reconcile and Provide Detailed Billing:

Provider will include all applicable payment detail and account balance detail on customer billings. The billingswill include, a a minimum, a
record of move, add and change, installation, and disconnection activity for the past month, and adjustments resulting from service requests.

The scope of coordination, reconciliation and detailed billing will be specified in the Billing and Reporting Transition and Transformation Plan
contained in the Standards and Procedures. The Service Center will use billing softwareto produce the Deliverables
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described in this Section. Web based access to detailed billing will be provided by the Service Center.
13.0 Provide Move/Add/Change (MAC) Services:

MAC Serviceswill be performed as requested through the Work Order process and in accordance with the Configuration Management process
and the Change Management Process defined in Section 4 of the Agreement.

14.0 Manage Upgrades:

Upgrade management serviceswill be performed in accordance with the Configuration Management process defined in Section 4 of the
Agreement.
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A.14 RESOURCE OPTION A--SATELLITE EARTH STATION ACCESS

The earth stationsof the State satellite interconnect project that provides essential communication linksto rural Alaska are aging and using
older technology. Without transformation of these earth stations and the satellite delivery system many rural areas of Alaskawill cease to be
served. The intent of this Resource Option isto find away to integrate the State's earth stationsand the satellite delivery system that connects
them into the fabric of the State's network services.

Due to the complexity of the systemsinvolved, the need to identify funding sources, and the requirement for systems testing prior to
implementation, the Parties agree to thefollowing progression of activities to identify a solution for upgrading the State's earth station
infrastructure, and the improvement of telecommunications services in unserved or under-served rural Alaska communities.

Not later than one hundred eighty (180) daysafter the Effective Date, the Parties shall identify and describe at least one solution for
transforming the State's earth stationsthat shall include a description of the technologies to be used, estimated expenses for one-time-only and
on-going costs for atransformed system, the services to be delivered, and how this can be integrated with the State WAN. This planwill result
inafield trial.

Not later than two hundred forty (240) daysafter the Effective Date, the Parties shall define a LDESP, including the specific technology to be
implemented, thelocations that will be targeted, the schedule for such deployment, the key personnel that will be involved in the testing, and the
total budget for the project. The specific revenue and cost sharing arrangements, and other related business terms, shall also be devel oped
according to this schedule. Further, the Parties shall continue to seek, both prior to and followingthe LDESP, such third-party funding sources
as may be appropriate and reasonable, to further continuethe deployment of upgrades to the earth stations not identified inthe LDESP. Such
funding sources may be capital contributions from public or private sources, additional revenuesthat may be used to recover capital
investments, or other unique funding opportunities the Parties have not yet determined as of the Contract Signing Date. The Parties also agree
that third parties may be incorporated into the LDESP, some of whom may have an interest in the deployment of candidate earth station
technology in specific communities in Alaska.

The State shall have final approval authority before any project may be undertaken that utilizes State assets. Nevertheless, the Parties express
their mutual commitment to devel oping and funding, at a minimum, afield trial of such candidate technology as is appropriate to the desires of
both Parties to further develop rural telecommunications infrastructure. The field trial shall be conducted to validate specific configuration
designs as may be identified prior to the target deployment date.
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A.15 RESOURCE OPTION B--SATS MICROWAVE SITE ACCESS

The SATS microwave system encompasses over 122 transmission sites. Many SATS sites are ideally located to host commercial long-haul
services or other types of commercial services (i.e. cellular sites, paging sites, etc.). The State receives requests from the private sector to allow
access to SATS sitesregularly for theinstallation and operation of commercia wirel ess service equipment. Given the remoteness and high-cost
associated for developing acommunication sites in Alaska, particularly a mountaintop site, the State recognizes the importance of opening
SATS sites to provide communication infrastructure for under-served Alaskans. Access to SATS site would be non discriminatory access, ona
not to interfere basis, to all SATS site hardscape and hoteling servicesincluding pads, shelters, rack space, conditioned power, environment
conditioning, and tower space.

Paging assets, transferred through this Agreement, are not considered subject to theterms of this Section, through the Term of this Agreement
or until commercial waiversare obtained. The rack space and power currently utilized by the paging equipment will continue as presently
delivered to the paging equipment at the SATS locations. If and whenthe Paging system becomes commercialized, Provider is subject to the
termsand conditions of this Section regarding site access, tower, rack, space and power fees.

Resource Option B will be implemented in accordance withall federal, stateand local laws and regulations. Provider will administer its
obligations under this Agreement in accordance with all existing agreements between the State and other entities that may have an ownership
interest or useagreement inthe SATS facilities.

Provider will establish an office withstaff to support all requests for land use and space-and-power on behalf of the State pertaining to the
properties and permits the State holds for telecommunications infrastructure. The Parties will develop a public application process and fee
structure. Once established, Provider will centralize management of requests and provide a consistent interface and processfor any entity
wishing to use State resources for telecommunications or other State approved purposes. The State will provide apoint-of-contact with
authority to approve such applications.

All lease feeswill be paid directly to the State. Provider will charge a one-time application-processing fee, and will coordinate, as required, any
additional professional serviceswhich may be necessary to evaluate the proposed use of State facilities. The fees for these professional services

will be paid by Provider, and will be billed to the applicant as required. Provider will provide the State with a monthly report of al applications
received, as well as thedisposition of each of the applications.
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A.16 RESOURCE OPTION C--SATSMICROWAVE EXCESSBANDWIDTH ACCESS

The SATS microwave system, ascurrently configured, hasbandwidth capacity in excess of the State's current and immediate future needs. The
State desires to make this excess bandwidth available to carry either additional traffic from other government entities or to carry traffic to and
from under-served Alaskans. Nevertheless, the SATS microwave systemmust continue to operate in a fashion suchthat any added traffic canin
no way jeopardize thereliability or timeliness of thecritical SoL communications that currently traverse the SATS system, including existing
2-way and future land mobile radio communications, in accordance with all applicable SLAs.

The Parties agree to seek license, ownership waivers, establishment of fee structures and public order processes that would allow use of the
excess capacity by other interested parties on an open and non-discriminatory basis, as may be required.

Resource Option C will be implemented in accordance withall federal, stateand local laws and regulations. Provider will administer its
obligations under this Agreement in accordance with all existing agreements between the State and other entities that may have an existing
ownership interest or use agreement in the SATSfacilities.

The Parties agree not to use this Resource to effect a bypassof or supplement to those Servicesthat aredescribed in this Agreement.
The Parties agree to follow a public process to pursue identification and resolution of regulatory and legal issuesto make thisResource Option
available. Provider agrees to provide project management to accomplish this goal. The State retains approval authority associated withthis

Resource Option. Legal and regulatory expenseswould be funded and borne by the State.

The Parties recognize that the Stateis currently implementing the Alaskaland mobile radio systemwhich is heavily dependent on SATS for
communication transport. Provider agrees to work cooperatively with other entities for the development and maintenance of this system.

Nothing in this Agreement shall require the Stateto exclusively utilize Provider to resolve the regulatory and legal issues associated with the
commercial use of SATS and any use of Provider to assist in this effort shall be subject to explicit approval of the State.

The SATS system and associated licenses will continue to be owned by the State. Provider will perform its bandwidth administration
responsibilities in accordance withthe State's explicit approval and in accordance with applicable laws and regulations. All resources
provisioned under using thisResource will be managed in accordance with Appendix A.11, SATS Microwave Maintenance and Repair.
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SCHEDULE A.17 -BUNDLE DIAGRAMS

The following diagrams provide a conceptual-level overview of the system bundles, including bundle demarcation points (DMP) for in-scope
service and agencies. The diagrams are to be used in conjunction with Schedule C, Asset Inventory, andthe body of the Agreement, both of
whichtake precedence over this Schedule.
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SCOPE & SYSTEM DEMARCATION POINTS - BUNDLE 1

WIRED TELEPHONY SERVICES

- BASIC & ENHANCED LOCAL TELEPHONE SERVICE

- PBX, RPE/IPE, Key infrastructure
- Centrex services

- VM ACD, ACA, IVR CTl services
NETWORK]

- Maintenance, repair, MAC
- MEASURED TELEPHONE SERVI CE

- On-net, off-net

- 800 and toll-free service

- Calling card services

- AUDIO TELECONFERENCING

DEMARCATION POINT (DMP): ALL CPE AND TELEPHONE

[ DI AGRAM OF TELEPHONE

CONNECTIVITY SERVICE AND EQUIPMENT
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SCOPE & SYSTEM DEMARCATION POINTS - BUNDLE 2
DATA NETWORK SERVICES
- WAN CONNECTIVITY
- Connectivity infrastructure
- Frame relay
- Dedicated leased line [DIAGRAM OF DATA NETWORK]
- Dedicated State circuits
- Routers, hub routers, edge routers, routing switches
- CSU/DSUs
- Modem pools
- Dial-up support equipment
- INTERNET CONNECTIVITY
DMP: WAN LOCAL POINT-OF-PRESENCE (POP)

Note: Due to funding and restricted usage requirements, substantial portions of the University's MAN and WAN capabilities are outside the
scope of this Agreement. Only those assets contained within Schedule C are considered in scope.
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SCOPE & SYSTEM DEMARCATION POINTS - BUNDLE 3
VIDEO CONFERENCING SERVICES

- Video conferencing equipment
- Video bridges [DIAGRAM OF VIDEO CONFERENCING]
- Dedicated video connectivity
- Video over IP (does not include desktop PC video)
- Operations, maintenance and repair

DMP: ENTIRE SYSTEM AND RELATED SERVICES

Note: PC-based desktop video equipment is outside the scope of this Agreement. The bandwidth requirements for WAN enabled desktop
videoconferencing have been included in Bundle 2.
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SCOPE & SYSTEM DEMARCATION POINTS - BUNDLE 4
PAGING SERVICES
- State-owned statewide paging system transmitter and support equipment
- Private vendor provided paging services
- User pagers
- Interface equipment [DIAGRAM OF PAGING SERVICES]
- E-mail interface
- Alarmreporting support
DMP: WAN/LAN INTERFACE

161

swneet ox SO asim 2002, EDGAR Onl i ne, I nc.




SCOPE & SYSTEM DEMARCATION POINTS - BUNDLE 5
CELLULAR SERVICES

- Local cellular services

[DIAGRAM OF CELLULAR SERVICES]

- Nation-wide cellular services

DMP: ALL CELLULAR SERVICES
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SCOPE & SYSTEM DEMARCATION POINTS - BUNDLE 6
SATELLITE BROADCAST SERVICES
- Bandwidth
[GRAPHIC OF SATELLITE]
- Support services
DMP: INTERFACESWITH OTHER SYSTEMS
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SCOPE & SYSTEM DEMARCATION POINTS - BUNDLE 7
SUPPORT SERVICES
- Network monitoring and management
- Centralized help desk for:
- Problem resolution
[DIAGRAM OF SUPPORT SERVICES]
- Configuration management
- MAC coordination
- Integrated data security

DMP: ASSHOWN
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SCOPE & SYSTEM DEMARCATION POINTS - BUNDLE 8
SATSMICROWAVE SYSTEM
- Management and Operations
[DIAGRAM OF SATS MICROWAVE SYSTEM]
- Maintenance and Repair
DMP: INTERFACE WITH OTHER SYSTEMS
-ALL MULTIPLEXERS ARE IN-SCOPE.
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SCOPE & SYSTEM DEMARCATION POINTS - BUNDLE 9
SATELLITE TELEPHONY SERVICES (OPTIONAL)
-LEOS, MEOS and GEOS
[GRAPHIC OF SATELLITE]
- Voice and data

DMP: ENTIRE SERVICE PACKAGE
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SCOPE & SYSTEM DEMARCATION POINTS - BUNDLE 10
SATELLITE EARTH-STATION MAINTENANCE AND REPAIR
- Provide maintenance and repair of State-owned satellite earth-stations
[DIAGRAM OF SATELLITEEARTH-STATION]
DMP: INTERFACESTO OTHER SYSTEMS
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IP PHONE CONNECTIVITY OPTIONS
[DIAGRAM OF IP PHONES]
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SCHEDULE B - PRICING

SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX A - BASELINE SERVICES SUMMARY

1. WRED TELEPHONY SERVI CES

2. DATA NETWORK SERVI CES

3. VIDEO CONFERENCI NG SERVI CES

4. PAG NG SERVI CES

5. CELLULAR TELECOMMUNI CATI ONS SERVI CES
6. SATELLI TE BROADCAST SERVI CES

7. END-USER SUPPORT SERVI CES

8. SATS M CROMAVE MAI NTENANCE AND REPAI R
TOTAL FOR MANDATORY SERVI CES

9. SATELLI TE TELEPHONY SERVI CES

10. SATELLI TE EARTH- STATI ON
MAI NTENANCE AND REPAI R

TOTAL FOR ALL SERVI CES

YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL
10,008,839 8,750,471 8,482,701 8,337,183 8,278,678 42,857,871
4, 893, 539 5, 615, 025 6, 549, 306 7,861, 182 7,861,182 32,780, 233
656, 641 657, 163 690, 431 662, 664 662, 664 3, 329, 561
208, 561 210, 860 211, 046 210, 055 210, 055 1, 050, 577
441, 425 474,002 501, 939 527, 029 527, 029 2,471,424
1, 295, 396 1, 295, 396 1, 295, 396 1, 295, 396 1, 295, 396 6, 476, 980
2,757,180 2,810, 640 2, 865, 180 2,920, 800 2,920, 800 14, 274, 600
19,261,580 19,813,556 20,595,998 21,814,309 21,755,804 103,241, 246
63, 329 69, 678 76,621 84, 335 84, 335 378, 297
133,971 135,131 136, 291 137, 451 137, 451 680, 293
19,458,879 20,018,364 20,808,910 22,036,094 21,977,590 104,299, 837
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX B - BASELINE SERVICESSUMMARY BY PRICING ELEMENT

KEY PRI CI NG ELEMENTS

1. WRED TELEPHONY SERVI CES

User Equi pnent
Local Tel ephone Service
Long Di stance Service
Interstate Calls
Intrastate Calls
Voi ce Mail Service
Audi o Tel econferencing Service
Tol |l Free Services - Interstate
Toll Free Services - Intrastate
Calling Card Services
Moves Adds and Changes - "Hard"
Moves Adds and Changes - "Soft"

SUBTOTAL

2. DATA NETWORK SERVI CES
WAN Ser vi ces
WAN POPs
Internet Connectivity
Renote Dial -up Connectivity
Renote Dial -up Connectivity -
No Internet, Per User Account
Renote Dial -up Connectivity -
No Internet, Per Mdem Port -
Local Authorization
Renote Dial -up Connectivity -
No I nternet, Per Mydem Port -
New
Renote Dial -up Connectivity -
Nat i onwi de Roami ng Ser vi ce,
per end user account, per nonth
(plus hourly rate bel ow)
Renote Dial -up Connectivity -
Nat i onwi de Roami ng Servi ce,
per end user account, per hour
(plus nmonthly rate above)
Addi tional Bandwi dth - Hourly (per Kbps)
Addi tional Bandwidth - Daily (per Kbps)
Addi tional Bandwi dth - Mnthly (per Kbps)
Addi tional Bandwi dth - Hourly (per Kbps)
O f Hours (12am 6am), by Reservation
Moves Adds and Changes - "Hard"
Moves Adds and Changes - "Soft"

SUBTOTAL

DL ' —_—

1, 980, 562
3,547, 291
690, 074

1,015, 272
16, 380

1,242,000
517, 260

9, 008, 839

2,308, 667
1,912, 884
92, 987

291, 000

288, 000

4, 893, 539

1, 988, 336
3,567,894
662, 471

1,024, 745
15,725

958, 500
532, 800

8, 750, 471

2,158, 290
2,678,038
105, 846

334, 650

343, 200

5, 615, 025
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1, 798, 339
3,540, 797
614,110

1, 034, 186
13, 628

933, 300
548, 340

8,482, 701

1,942,201
3,730, 125
120, 278

384, 702

372,000

6, 549, 306

1, 647, 640
3,565, 714
597, 393

1,043,583
14,173

904, 800
563, 880

8, 337, 183

1,702, 249
5,212,610
136, 802

442, 320

367, 200

7,861, 182

I nc.

1, 647, 640
3, 507, 209
597, 393

1, 043, 583
14,173

904, 800
563, 880

8,278,678

1, 702, 249
5,212,610
136, 802

442, 320

367, 200

7,861, 182

9, 062, 516
17,728, 905
3, 161, 440

5, 161, 370
74,080

4,943, 400
2,726, 160

42,857,871

9, 808, 657
18, 746, 268
592,716

1, 894, 992

1,737, 600

32,780, 233



SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX B - BASELINE SERVICESSUMMARY BY PRICING ELEMENT

KEY PRI CI NG ELEMENTS YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL

3. VIDEO CONFERENCI NG SERVI CES
Vi deo Conferencing Services -
Managed by Svc. Cr. 193, 610 211,714 236, 743 251, 437 251, 437 1, 144, 940
Vi deo Conferencing Services -
On Demand, No ACS brk

User Equi prent 455, 831 438, 249 446, 488 404, 027 404, 027 2,148, 621
Mves Adds and Changes 7,200 7,200 7,200 7,200 7,200 36, 000
SUBTOTAL 656, 641 657, 163 690, 431 662, 664 662, 664 3, 329, 561
4. PAG NG SERVI CES

Pager s 151, 861 152, 810 151, 646 149, 305 149, 305 754,927
Moves and Changes -- -- -- -- -- --

Adds 56, 700 58, 050 59, 400 60, 750 60, 750 295, 650
SUBTOTAL 208, 561 210, 860 211, 046 210, 055 210, 055 1, 050, 577

5. CELLULAR TELECOVWMUNI CATI ONS SERVI CES

Cel lular Services - Usage 285, 406 302, 380 321,714 337,799 337,799 1, 585, 098
Cel lul ar Services - Usage -

State Rate Structure - Local -- -- -- -- -- --
Cel lul ar Services - Usage -

State Rate Structure - Roam ng -- -- -- -- -- --
Cel lul ar Services - Usage -

State Rate Structure - Long Distance -- -- -- -- -- --
Cel | ul ar Phones 156, 019 171, 621 180, 225 189, 231 189, 231 886, 327

Cel lular Phones - State Rate Option -- -- -- -- .- .-

SUBTOTAL 441, 425 474,002 501, 939 527,029 527,029 2,471, 424

6. SATELLI TE BROADCAST SERVI CES
Satel lite Broadcast Services 1, 295, 396 1, 295, 396 1, 295, 396 1, 295, 396 1, 295, 396 6, 476, 980

7. END- USER SUPPORT SERVI CES -- .-
Hel p Desk Services -- -- -- .- -- -

8. SATS M CROMVE MAI NTENANCE AND REPAI R -- .-

SATS M crowave Maintenance and Repair 2,757,180 2,810, 640 2,865, 180 2,920, 800 2,920, 800 14, 274, 600
TOTAL FOR MANDATORY SERVI CES 19, 261, 580 19, 813, 556 20, 595, 998 21,814,309 21,755, 804 103, 241, 246
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX B - BASELINE SERVICESSUMMARY BY PRICING ELEMENT

KEY PRI CI NG ELEMENTS YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL
9. SATELLI TE TELEPHONY SERVI CES
Satellite Tel ephony Services 44,567 49, 025 53,932 59, 319 59, 319 266, 163
Satel lite Tel ephony Equi pnent 18, 762 20, 652 22,689 25,016 25,016 112,134
SUBTOTAL 63, 329 69, 678 76, 621 84, 335 84, 335 378, 297
10. SATELLI TE EARTH STATI ON MAI NTENANCE AND REPAI R
Earth- Stati on Mai ntenance and Repair 133, 971 135, 131 136, 291 137, 451 137, 451 680, 293
TOTAL FOR ALL SERVI CES 19, 458, 879 20, 018, 364 20,808,910 22,036,094 21,977,590 104, 299, 837
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 1

KEY PRI CI NG ELEMENTS
1. WRED TELEPHONY SERVI CES
User Equi pnent
Local Tel ephone Service
Long Di stance Service
Interstate Calls
Intrastate Calls
Voi ce Mail Service
Audi o Tel econferencing Service
Toll-Free Services - Interstate
Tol | -Free Services - Intrastate
Calling Card Services
Mves Adds and Changes - "Hard"
Mves Adds and Changes - "Soft"
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16)
SUBTOTAL

2. DATA NETWORK SERVI CES
WAN Ser vi ces
WAN POPs
Internet Connectivity
Rerote Dial -up Connectivity
Rerote Dial -up Connectivity -
No Internet, Per User Account
Rernote Dial -up Connectivity -
No Internet, Per Mbodem Port -
Local Authorization
Renote Dial -up Connectivity -
No Internet, Per Mbdem Port - New
Rerote Dial -up Connectivity -
Nat i onwi de Roami ng Service,
per end user account, per nonth
(plus hourly rate bel ow)
Renote Dial -up Connectivity -
Nat i onwi de Roami ng Servi ce,
per end user account, per hour
(plus nonthly rate above)
Addi tional Bandwi dth - Hourly

(per Kbps)

Addi tional Bandwi dth - Daily
(per Kbps)

Addi tional Bandwi dth - Mnthly
(per Kbps)

Addi tional Bandwi dth - Hourly
(per Kbps) - Of Hours
(12am 6anm), by Reservation

Moves Adds and Changes - "Hard"

Mves Adds and Changes - "Soft"

Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16)

SUBTOTAL

N
o

pND N

™~

NN

16.

PRRPRRPRRRPRRRRR R

USAGE PRCFI LE

1 20, 824
2 24,147
3 884, 710
3 .-
3 .-
4 17,700
5 10, 500
6 .-
6 .-
7 .-
8 345
8 233
0

1

1 422
2 40
3 333
3 .-
3 500
3 .-
3 .
3 .
3 .-
3 .-
3 .-
3 .-
4 40
4 .
0
T —

VOLUME PER UNI T
PARAMVETER CHARGE
Tel ephones 7.926

Li nes 12. 242
Mnt hly Usage 0. 065
Mont hly Usage 0. 045
Mont hly Usage 0. 115
Tel ephones 4.780
Mnt hly Usage 0. 130
Mont hly Usage 0. 098
Mont hly Usage 0. 144
Mont hly Usage 0. 160

MACs/ Mont h 300. 000
MACs/ Mont h 185. 000
Mont hl'y Char ge --
Mont hl y Char ge 455. 898
Mont hl'y Char ge 3,985.176
Mont hl'y Char ge 23.270
Mont hly Char ge 18. 306
Mont hl'y Char ge 48. 500
Mont hl'y Char ge 144. 000
3. 500

2.990

0. 066

0. 328

5. 240

0. 032

MACs/ Mont h 600. 000

MACs/ Mont h 370. 000
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PRI CI NG COVPONENTS

Tel ephone
Li ne
M nut e
M nut e
M nute
Tel ephone
M nut e
M nut e
M nute
M nute
MAC
MAC

TBD

POPs

Mops
Users

Users

Mbdem Por t

Mbdem Por t

MAC
MAC

MONTH ANNUAL

$165, 047 $1, 980, 562

295, 608 3,547,291
57,506 690, 074
84, 606 1, 015, 272

1, 365 16, 380

103, 500 1, 242,000
43, 105 517, 260

750, 737 9, 008, 839

192, 389 2, 308, 667

159, 407 1,912, 884

7,749 92, 987
24, 250 291, 000
24,000 288, 000

407, 795 4,893, 539



SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 1

KEY PRI CI NG ELEMENTS

3. VI DEO CONFERENCI NG SERVI CES

Vi deo Conferencing Services -
Managed by Svc. Cr.

Vi deo Conferencing Services -
On Denand, No ACS brk

User Equi pnent

Mves Adds and Changes

Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16)

SUBTOTAL

4. PAG NG SERVI CES
Pager s
Adds
Mves & Changes
Provi der Regul ated and Non
Regul at ed Labor Rates (See
note 16)

5. CELLULAR TELECOMMUNI CATI ONS
SERVI CES
Cel lul ar Services - Usage
Cel l ul ar Services - Usage
State Rate Structure -
Cel lul ar Services - Usage -
State Rate Structure - Roam ng
Cel lul ar Services - Usage -
State Rate Structure -
Long Di stance
Cel I ul ar Phones (Phone cost plus
tax & shipping is additional)
Cel | ul ar
Provi der Regul ated and Non
Regul at ed Labor Rates (See
note 16)

Local

SUBTOTAL

6. SATELLI TE BROADCAST SERVI CES
Satel lite Broadcast Services
Provi der Regul ated and Non

Regul at ed Labor Rates
(See note 16)

7. END- USER SUPPORT SERVI CES
Hel p Desk Services
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16)

8. SATS M CROMVE MNAI NTENANCE AND
REPAI R
SATS M crowave Mintenance and
Repai r
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16)

TOTAL FOR MANDATORY SERVI CES

Phones - State Rate Option

USAGE PRCFI LE

REF VOLUME
CODE* BY MONTH
3.1 14, 316
3.1 --
3.2 14
3.3 2

16.0
4.1 1, 059
4.2 --
4.3 42
16.0
5.1 125,178
51 --
5.1 - -
5.1 --
5.2 2,720
5.2 --
16.0
6.1 21
16.0
7.1 1, 500
16.0
8.1
16.0
e o LGS

PRI CI NG COVPONENTS CHARGES
VOLUME PER UNI T UNI T AVG PER

PARAMVETER CHARGE MEASURE MONTH ANNUAL
Mnt hly Usage 1.127 M nut e 16, 134 193, 610
Mont hl'y Usage 0. 570 M nute -- --
Sites 2,713. 280 Site 37,986 455, 831
MACs/ Mont h 300. 000 MAC 600 7,200
54,720 656, 641
Pager s 11. 950 Pager 12, 655 151, 861
MACs/ Mont h 262. 500 MAC -- --
MACs/ Mont h 112. 500 MAC 4,725 56, 700
17, 380 208, 561
Mont hly Usage 0. 190 M nut e 23,784 285, 406
Mont hly Usage 0. 145 M nute -- --
Mont hl'y Usage 0. 500 M nute -- --
Mnt hly Usage 0. 250 M nut e -- --
Cel | Phones 4.780 Cel | Phone 13, 002 156, 019
Cel | Phones -- Cel | Phone -- --
36, 785 441, 425
Mont hl'y Char ge 5, 140. 460 Mops 107, 950 1, 295, 396
Monthly Calls -- Cal | - --
Mont hl y Char ge N A TBD 229, 765 2,757,180
1, 605, 132 19, 261, 580

174
2002. EDGAR Online, Inc.



SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 1

USAGE PROFI LE PRI CI NG COVPONENTS CHARGES
REF VOLUME VOLUME PER UNI T UNI T AVG PER
KEY PRI CI NG ELEMENTS CODE* BY MONTH PARAMVETER CHARGE MEASURE MONTH ANNUAL
9. SATELLI TE TELEPHONY SERVI CES
Satel lite Tel ephony Services 9.1 2,879 Mont hl'y Usage 1.290 M nute 3,714 44, 567
Satellite Tel ephony Equi pnent 9.2 129 SAT Phones 12. 120 SAT Phone 1, 563 18, 762
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0
SUBTOTAL 5, 277 63, 329
10. SATELLI TE EARTH STATI ON MAI NTENANCE
AND REPAI R
Earth-Station Maintenance and
Repai r 10.1 231 Mont hl'y Char ge 48. 330 Station 11, 164 133,971
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0 --
TOTAL FOR ALL SERVI CES 1,621,573 19, 458, 879

* Proposer may use a code to cross reference any assumptions made when completing this matrix.

Charges for specific equipment items are |ease costs on a lease back basisfor assets transferred fromthe State to the Provider.
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 2

USACGE PROFI LE PRI CI NG COVWPONENTS CHARGES
REF VOLUVE VOLUMVE PER UNI T UNI'T AVG PER
KEY PRI CI NG ELEMENTS CODE* BY MONTH PARAMETER CHARGE MEASURE MONTH ANNUAL
1. WRED TELEPHONY SERVI CES
User Equi prmrent 1.1 21,241 Tel ephones 7.801 Tel ephone  $165, 695 $1, 988, 336
Local Tel ephone Service 1.2 24, 664 Li nes 12. 055 Li ne 297, 325 3, 567, 894
Long Di stance Service 1.3 920, 098 Mont hly Usage 0. 060 M nut e 55, 206 662, 471
Interstate Calls 1.3 -- Mont hly Usage 0. 045 -- --
Intrastate Calls 1.3 -- Mont hl'y Usage 0. 115 -- --
Voi ce Mail Service 1.4 18, 054 Tel ephones 4.730 Tel ephone 85, 395 1,024, 745
Audi o Tel econferencing Service 1.5 10, 920 Mont hly Usage 0.120 M nut e 1, 310 15,725
Tol | -Free Services - Interstate 1.6 -- 0.098 -- --
Tol | -Free Services - Intrastate 1.6 -- 0. 144 -- --
Calling Card Services 1.7 -- 0.160 -- --
Mves Adds and Changes - "Hard" 1.8 355 MACs/ Mont h 225. 000 MAC 79, 875 958, 500
Mves Adds and Changes - "Soft" 1.8 240 MACs/ Mont h 185. 000 44, 400 532, 800
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0
SUBTOTAL 729, 206 8, 750, 471
2. DATA NETWORK SERVI CES
WAN Servi ces 2.1 Mont hl'y Char ge -- TBD -- --
WAN POPs 2.1 464 Mont hl'y Char ge 386. 726 POPs 179, 441 2,153, 290
Internet Connectivity 2.2 56 Mont hl'y Char ge 3,985. 176 Mops 223,170 2,678,038
Renote Dial -up Connectivity 2.3 383 Mont hly Char ge 23.030 Users 8, 820 105, 846
Rernote Dial -up Connectivity -
No Internet, Per User Account 2.3 -- Mont hl'y Char ge 18. 306 Users -- --

Rerote Dial -up Connectivity -

No Internet, Per Mbdem Port -

Local Authorization 2.3 575 Mont hl'y Char ge 48. 500 Modem Por t 27, 888 334, 650
Rerote Dial -up Connectivity -

No Internet, Per Modem Port -

New 2.3 -- Mont hly Charge 144. 000 Mbdem Por t -- --
Rernote Dial -up Connectivity -

Nat i onwi de Roami ng Servi ce,

per end user account, per

month (plus hourly rate bel ow) 2.3 -- 3.500
Rernote Dial -up Connectivity -

Nat i onwi de Roami ng Service, per

end user account, per hour

(plus nonthly rate above) 2.3 -- 2.990
Addi tional Bandwi dth - Hourly

(per Kbps) 2.3 -- 0. 066 -- --
Addi tional Bandwi dth - Daily

(per Kbps) 2.3 -- 0. 328 -- --
Addi tional Bandwi dth - Mnthly

(per Kbps) 2.3 -- Mont hl'y Char ge 5. 240 -- --
Addi tional Bandwi dth - Hourly

(per Kbps) - Of Hours

(12am 6am), by Reservation 2.3 -- 0.032 -- --
Mves Adds and Changes - "Hard" 2.4 52 MACs/ Mont h 550. 000 MAC 28, 600 343, 200
Moves Adds and Changes - "Soft" 2.4 -- MACs/ Mont h 370. 000 MAC -- --
Provi der Regul ated and Non

Regul at ed Labor Rates

(See note 16) 16.0
SUBTOTAL 467,919 5, 615, 025
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 2

KEY PRI CI NG ELEMENTS
3. VI DEO CONFERENCI NG SERVI CES
Vi deo Conferencing Services -
Managed by Svc. Ctr.
Vi deo Conferencing Services -
On Demand, No ACS brk
User Equi pnent
Moves Adds and Changes
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16)

SUBTOTAL

4. PAG NG SERVI CES
Pager s
Adds
Myves & Changes
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16)

5. CELLULAR TELECOWMMUNI CATI ONS
SERVI CES

Cel lul ar Services - Usage
Cel lul ar Services - Usage -

State Rate Structure - Local
Cel lul ar Services - Usage -

State Rate Structure - Roam ng
Cel lul ar Services - Usage -

State Rate Structure -
Long Di stance

Cel I ul ar Phones

Cel lul ar Phones - State
Rate Option

Provi der Regul ated and Non

Regul at ed Labor Rates

(See note 16)
SUBTOTAL

6. SATELLI TE BROADCAST SERVI CES
Satel lite Broadcast Services
Provi der Regul ated and Non

Regul at ed Labor Rates
(See note 16)

7. END-USER SUPPORT SERVI CES
Hel p Desk Services
Provi der Regul ated and Non

Regul at ed Labor Rates
(See note 16)

8. SATS M CROMAVE NAI NTENANCE
AND REPAI R
SATS M crowave Maintenance and
Repai r
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16)

TOTAL FOR MANDATORY SERVI CES

USAGE PROFI LE PRI CI NG COVWPONENTS CHARGES
REF VOLUME VOLUME PER UNI T UNI T AVG PER
CODE* BY MONTH PARAMETER CHARGE MEASURE MONTH
3.1 17,179 Mont hly Usage 1.027 M nute 17, 643
3.1 -- Mont hly Usage 0.570 M nute --
3.2 17 Sites 2,148. 280 Sites 36, 521
3.3 2 MACs/ Mont h 300. 000 MAC 600
16.0
54, 764
4.1 1,091 Pager s 11. 672 Pager 12,734
4.2 -- MACs/ Mont h 262.500 MAC --
4.3 43 MACs/ Mont h 112. 500 MAC 4,838
16.0
17,572
5.1 137, 696 Mnt hly Usage 0.183 M nute 25,198
5.1 -- Mont hl'y Usage 0. 145 M nute --
5.1 -- Mnt hly Usage 0. 500 M nute --
5.1 -- Mont hly Usage 0. 250 M nute --
5.2 2,992 Cel | Phones 4,780 Cell Phone 14, 302
5.2 -- Cel | - Phones -- Cel | - Phone --
16.0
39, 500
6.1 21 Mont hl'y Char ge 5, 140. 460 Mops 107, 950
16.0
7.1 1,530 Monthly Calls -- Cal | --
16.0
8.1 Mont hl'y Char ge N A TBD 234, 220
16.0
1, 651, 130
177
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211,714

438, 249
7,200

152, 810

58, 050

210, 860

302, 380

171, 621

1,295, 396

2, 810, 640



SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 2

USAGE PRCFI LE

KEY PRI CI NG ELEMENTS CODE* BY MONTH PARAMETER

9. SATELLI TE TELEPHONY SERVI CES --
Satel lite Tel ephony Services 9.1 3, 167 Mont hly Usage
Satellite Tel ephony Equi pnent 9.2 142 SAT Phones
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0

SUBTOTAL

10. SATELLI TE EARTH STATI ON
MAI NTENANCE AND REPAI R
Earth-Station Maintenance and
Repai r 10.1 233 Mont hl'y Char ge
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0 --

TOTAL FOR ALL SERVI CES

PRI CI NG COVPONENTS

1.290
12.120

48. 330

M nute
SAT Phone

Station

MONTH

11, 261

1, 668, 197

* Proposer may use a code to cross reference any assumptions made when completing this matrix.

135,131

Charges for specific equipment items are |ease costs on a lease back basisfor assets transferred fromthe State to the Provider.
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 3

USAGE PROFI LE PRI CI NG COVPONENTS
REF VOLUME VOLUME PER UN'T UNI T
KEY PRI CI NG ELEMENTS CODE* BY MONTH PARAMETER CHARGE MEASURE
1. WRED TELEPHONY SERVI CES
User Equi pnent 1.1 21, 666 Tel ephones 6.917 Tel ephone
Local Tel ephone Service 1.2 25,157 Li nes 11.729 Li ne
Long Di stance Service 1.3 947,701 Mnt hly Usage 0. 054 M nut e
Interstate Calls 1.3 Mont hly Usage 0. 045
Intrastate Calls 1.3 Mont hl'y Usage 0. 115
Voi ce Mail Service 1.4 18, 415 Tel ephones 4.680 Tel ephone
Audi o Tel econferencing Service 1.5 11, 357 Mnt hly Usage 0. 100 M nut e
Tol | -Free Services - Interstate 1.6 0.098
Tol | -Free Services - Intrastate 1.6 0. 144
Calling Card Services 1.7 0. 160
Mves Adds and Changes - "Hard" 1.8 366 MACs/ Mont h 212. 500 MAC
Mves Adds and Changes - "Soft" 1.8 247 185. 000
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0
SUBTOTAL
2. DATA NETWORK SERVI CES
WAN Ser vi ces 2.1 Mont hl y Char ge -- TBD
WAN POPs 2.1 487 Mont hly Char ge 332. 341 POPs
Internet Connectivity 2.2 78 Mont hl'y Char ge 3,985.176 Mops
Rernote Dial -up Connectivity 2.3 440 Mont hl'y Char ge 22.780 Users

Renote Dial -up Connectivity -

No Internet, Per User

Account 2.3 -- Mont hl'y Char ge 18. 306 Users
Rerote Dial -up Connectivity -

No Internet, Per Mbdem

Port - Local Authorization 2.3 661 Mont hl'y Char ge 48. 500 Mbdem Por t
Rerote Dial -up Connectivity -

No Internet, Per Modem Port -

New 2.3 -- Mont hl'y Char ge 144. 000 Modem Por t
Rernote Dial -up Connectivity -

Nat i onwi de Roami ng Service, per

end user account, per nonth

(plus hourly rate bel ow) 2.3 -- 3.500
Rernote Dial -up Connectivity -

Nat i onwi de Roami ng Service, per

end user account, per hour

(plus nonthly rate above) 2.3 -- 2.990
Addi tional Bandwi dth - Hourly
(per Kbps) 2.3 -- 0. 066
Addi tional Bandwi dth - Daily
(per Kbps) 2.3 -- 0. 328
Addi tional Bandwi dth - Mnthly
(per Kbps) 2.3 -- Mont hl'y Char ge 5. 240
Addi tional Bandwi dth - Hourly
(per Kbps) - Of Hours
(12am 6am), by Reservation 2.3 -- 0.032
Mves Adds and Changes - "Hard" 2.4 62 MACs/ Mont h 500. 000 MAC
Moves Adds and Changes - "Soft" 2.4 -- MACs/ Mont h 370. 000 MAC
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0

SUBTOTAL
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CHARGES
AVG PER

MONTH ANNUAL
$ 149, 862 $ 1,798,339
295, 066 3, 540, 797
51,176 614, 110
86, 182 1, 034, 186
1,136 13, 628
77,775 933, 300
45, 695 548, 340
706, 892 8,482, 701
161, 850 1,942,201
310, 844 3,730,125
10, 023 120, 278
32,059 384, 702
31, 000 372, 000
545, 775 6, 549, 306



SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 3

USAGE PRCFI LE PRI CI NG COVPONENTS CHARGES
REF VOLUME VOLUME PER UNI T UNI T AVG PER
KEY PRI CI NG ELEMENTS CODE* BY MONTH PARAMETER CHARGE MEASURE MONTH ANNUAL

3. VIDEO CONFERENCI NG SERVI CES

Vi deo Conferencing Services -
Managed by Svc. Cr. 3.1 20, 615 Mont hl'y Usage 0. 957 M nut e 19,729 236, 743

Vi deo Conferencing Services -

On Denand, No ACS brk 3.1 -- Mont hly Usage 0.570 M nute -- --
User Equi pnent 3.2 19 Sites 1, 958. 280 Site 37, 207 446, 488
Mves Adds and Changes 3.3 2 MACs/ Mont h 300. 000 MAC 600 7,200
Provi der Regul ated and Non

Regul at ed Labor Rates

(See note 16) 16.0
SUBTOTAL 57, 536 690, 431

4. PAG NG SERVI CES
Pager s 4.1 1,124 Pager s 11. 243 Pager 12,637 151, 646
Adds 4.2 -- MACs/ Mont h 262. 500 MAC -- --
Mves & Changes 4.3 44 MACs/ Mont h 112. 500 MAC 4,950 59, 400
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0
17, 587 211, 046
5. CELLULAR TELECOWMUNI CATI ONS
SERVI CES
Cel lul ar Services - Usage 5.1 151, 466 Mont hly Usage 0.177 M nut e 26, 809 321,714
Cel lul ar Services - Usage -
State Rate Structure -
Local 5.1 -- Mont hl'y Usage 0. 145 M nute -- --
Cel lul ar Services - Usage -
State Rate Structure -
Roami ng 5.1 -- Mont hly Usage 0. 500 M nute -- --
Cel lul ar Services - Usage -
State Rate Structure -
Long Di stance 5.1 -- Mont hl'y Usage 0. 250 M nute -- --
Cel | ul ar Phones 5.2 3,142 Cel | Phones 4.780 Cell Phone 15, 019 180, 225
Cel lul ar Phones - State
Rate Option 5.2 -- Cel | Phones -- Cell Phone -- --
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0
SUBTOTAL 41, 828 501, 939

6. SATELLI TE BROADCAST SERVI CES
Satel lite Broadcast Services 6.1 21 Mont hl'y Char ge 5, 140. 460 Mops 107, 950 1, 295, 396
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0

7. END-USER SUPPORT SERVI CES
Hel p Desk Services 7.1 1,561 Monthly Call's -- Cal | -- --
Provi der Regul ated and Non
Regul at ed Labor Rates

(See note 16) 16.0
8. SATS M CROMAVE MNAI NTENANCE AND
REPAI R
SATS M crowave Maintenance and
Repai r 8.1 Mont hl'y Char ge N A TBD 238, 765 2, 865, 180

Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0

TOTAL FOR MANDATORY SERVI CES 1,716, 333 20, 595, 998
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 3

USAGE PRCFI LE

REF VOLUME VOLUME
KEY PRI CI NG ELEMENTS CODE* BY MONTH PARAMETER
9. SATELLI TE TELEPHONY SERVI CES
Satel lite Tel ephony Services 9.1 3,484 Mont hly Usage
Satel lite Tel ephony Equi pnent 9.2 156 SAT Phones
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0

SUBTOTAL

10. SATELLI TE EARTH STATI ON
MAI NTENANCE AND REPAI R
Eart h- Stati on Mai ntenance
and Repair 10.1 235 Mont hly Char ge
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0 --

TOTAL FOR ALL SERVI CES

PRI CI NG COVPONENTS

1.290
12.120

48. 330

M nute
SAT Phone

Station

CHARGES
AVG PER
MONTH ANNUAL

4,494 53, 932
1,891 22,689
6, 385 76, 621
11, 358 136, 291
1,734,076 20, 808, 910

* Proposer may use a code to cross reference any assumptions made when completing this matrix.

Charges for specific equipment items are |ease costs on a lease back basisfor assets transferred fromthe State to the Provider.
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 4

KEY PRI CI NG ELEMENTS
1. WRED TELEPHONY SERVI CES
User Equi pnent
Local Tel ephone Service
Long Di stance Service
Interstate Calls
Intrastate Calls
Voi ce Mail Service
Audi o Tel econferencing Service
Toll-Free Services - Interstate
Tol | -Free Services - Intrastate
Calling Card Services
Mves Adds and Changes - "Hard"
Mves Adds and Changes - "Soft"
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16)

SUBTOTAL

2. DATA NETWORK SERVI CES

WAN Ser vi ces

WAN POPs

Internet Connectivity

Rernote Dial -up Connectivity

Renote Dial -up Connectivity - No
Internet, Per User Account

Rerote Dial -up Connectivity - No
Internet, Per Mddem Port - Local
Aut hori zation

Rermote Dial -up Connectivity - No
Internet, Per Mddem Port - New

Rermote Dial -up Connectivity -
Nat i onwi de Roam ng Service, per

end user
account, per nonth (plus hourly
rate bel ow)

Renote Dial -up Connectivity -
Nat i onwi de Roami ng Service, per
end user account, per hour
(plus nonthly rate above)

Addi tional Bandwi dth - Hourly

(per Kbps)

Addi tional Bandwidth - Daily
(per Kbps)

Addi tional Bandwi dth - Mnthly
(per Kbps)

Addi tional Bandwi dth - Hourly

(per Kbps) - Of Hours (12am 6an),

by Reservation
Mves Adds and Changes - "Hard"
Mves Adds and Changes - "Soft"
Provi der Regul ated and Non

Regul at ed Labor Rates

(See note 16)

SUBTOTAL

N
o

g

16.

PRRPRRPRRRPRRRRR R

NN

AN

USAGE PRCFI LE

1 22,099
2 25, 660
3 976, 132
3 --
3 --
4 18, 783
5 11, 811
6 --
6 --
7 .-
8 377
8 254
0

1

1 511
2 109
3 506
3 --
3 760
3 .-
3 .-
3 .-
3 .-
3 .-
3 .-
3 .-
4 68
4 --
0
T —

VOLUME PER UNIT
PARAMVETER CHARGE
Tel ephones 6.213

Li nes 11. 580

Mont hl'y Usage 0. 051
Mont hly Usage 0. 045
Mont hl'y Usage 0.115
Tel ephones 4. 630
Mont hly Usage 0. 100
0. 098

0. 144

0. 160

MACs/ Mont h 200. 000
185. 000

Mont hl'y Char ge --
Mont hl'y Char ge 277.601
Mont hl'y Char ge 3,985. 176
Mont hl'y Char ge 22.530
Mont hl'y Char ge 18. 306
Mont hl'y Char ge 48. 500
Mont hl'y Char ge 144. 000
3. 500

2.990

0. 066

0.328

Mont hl'y Char ge 5. 240
0. 032

MACs/ Mont h 450. 000
MACs/ Mont h 370. 000
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PRI CI NG COVPONENTS

Tel ephone
Li ne
M nut e

Tel ephone
M nute

MAC

TBD
POPs
Mops
User s

Users

Mbdem Por t

Mbodem Por t

MAC

I nc.

CHARGES
AVG PER

MONTH ANNUAL
$ 137,303 $ 1,647,640
297,143 3,565,714
49, 783 597, 393
86, 965 1, 043, 583
1,181 14,173
75, 400 904, 800
46, 990 563, 880
694, 765 8,337, 183
141, 854 1,702, 249
434, 384 5,212,610
11, 400 136, 802
36, 860 442, 320
30, 600 367, 200
655, 098 7,861, 182



SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 4

USAGE PROFI LE PRI CI NG COVPONENTS CHARGES
REF VOLUME VOLUME PER UNI T UNIT AVG PER
KEY PRI CI NG ELEMENTS CODE* BY MONTH PARAMETER CHARGE MEASURE MONTH ANNUAL

3. VIDEO CONFERENCI NG SERVI CES

Vi deo Conferencing Services -
Managed by Svc. Cr. 3.1 24,738 Mnt hly Usage 0. 847 M nute 20, 953 251, 437

Vi deo Conferencing Services - On

Demand, No ACS brk 3.1 -- Monthly Usage 0.570 M nute -- --
User Equi pnent 3.2 21 Sites 1, 603. 280 Site 33, 669 404, 027
Mves Adds and Changes 3.3 2 MACs/ Mont h 300. 000 MAC 600 7,200
Provi der Regul ated and Non

Regul at ed Labor Rates

(See note 16) 16.0
SUBTOTAL 55, 222 662, 664

4. PAG NG SERVI CES
Pager s 4.1 1, 146 Pager s 10. 857 Pager 12, 442 149, 305
Adds 4.2 -- MACs/ Mont h 262. 500 MAC -- --
Moves & Changes 4.3 45 MACs/ Mont h 112. 500 MAC 5,063 60, 750
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0
17, 505 210, 055
5. CELLULAR TELECOVMUNI CATI ONS
SERVI CES
Cel l ul ar Services - Usage 5.1 159, 039 Mont hl'y Usage 0.177 M nute 28, 150 337,799
Cel lular Services - Usage - State

Rate Structure - Local 5.1 -- Mnt hly Usage 0. 145 M nut e -- --
Cellular Services - Usage - State

Rate Structure - Roami ng 5.1 -- Mont hl'y Usage 0. 500 M nute -- --
Cellular Services - Usage - State

Rate Structure - Long D stance 5.1 -- Mnt hly Usage 0. 250 M nut e -- --
Cel | ul ar Phones 5.2 3,299 Cel | Phones 4.780 Cel | Phone 15, 769 189, 231
Cel lul ar Phones - State Rate Option 5.2 -- Cel | Phones -- Cel | Phone -- --
Provi der Regul ated and Non

Regul at ed Labor Rates

(See note 16) 16.0
SUBTOTAL 43,919 527, 029

6. SATELLI TE BROADCAST SERVI CES
Satel lite Broadcast Services 6.1 21 Mont hl'y Char ge 5, 140. 460 Mops 107, 950 1, 295, 396
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0

7. END-USER SUPPORT SERVI CES
Hel p Desk Services 7.1 1,592 Mnthly Calls -- Cal | -- --
Provi der Regul ated and Non
Regul at ed Labor Rates

(See note 16) 16.0
8. SATS M CROMAVE MNAI NTENANCE AND
REPAI R
SATS M crowave Maintenance and Repair 8.1 Mont hl'y Char ge N A TBD 243, 400 2,920, 800

Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16) 16.0

TOTAL FOR MANDATORY SERVI CES 1,817, 859 21, 814, 309

183

peres e SO irsssn 2002, EDGAR Online. I nc.




SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 4

KEY PRI CI NG ELEMENTS

10.

SATELLI TE TELEPHONY SERVI CES
Satel lite Tel ephony Services
Satellite Tel ephony Equi pnent
Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16)

SUBTOTAL

SATELLI TE EARTH STATI ON

MAI NTENANCE AND REPAI R

Earth-Station Maintenance and
Repai r

Provi der Regul ated and Non
Regul at ed Labor Rates
(See note 16)

TOTAL FOR ALL SERVI CES

USAGE PRCFI LE

REF VOLUME VOLUME

CODE* BY MONTH PARAMETER
9.1 3,832 Mont hly Usage
9.2 172 SAT Phones

16.0

10.1 237 Mont hl'y Char ge

16.0 --

PRI CI NG COVPONENTS

PER UNI T UNIT
CHARGE MEASURE
1.290 M nute

12.120 SAT Phone

48. 330 Station

CHARGES
AVG PER
MONTH ANNUAL

4,943 59, 319
2,085 25,016
7,028 84, 335

11, 454 137, 451

1, 836, 341 22,036, 094

* Proposer may use a code to cross reference any assumptions made when completing this matrix.

Charges for specific equipment items are |ease costs on a lease back basisfor assets transferred fromthe State to the Provider.
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 5

USACGE PRCFI LE PRI CI NG COVPONENTS
REF VOLUMVE VOLUME PER UNI T UNI T
KEY PRI CI NG ELEMENTS CODE* BY MONTH PARAMETER CHARGE MEASURE

1. WRED TELEPHONY SERVI CES

User Equi pnent 1.1 22,099 Tel ephones 6. 213 Tel ephone
Local Tel ephone Service 1.2 25, 660 Li nes 11. 390 Li ne
Long Di stance Service 1.3 976, 132 Mont hly Usage 0. 051 M nut e
Interstate Calls 1.3 -- Mont hly Usage 0. 045
Intrastate Calls 1.3 -- Mont hly Usage 0. 115
Voi ce Mail Service 1.4 18, 783 Tel ephones 4. 630 Tel ephone
Audi o Tel econferencing Service 1.5 11, 811 Mont hly Usage 0. 100 M nut e
Tol | -Free Services - Interstate 1.6 -- 0. 098
Toll-Free Services - Intrastate 1.6 -- 0. 144
Calling Card Services 1.7 -- 0. 160
Moves Adds and Changes - "Hard" 1.8 377 MACs/ Mont h 200. 000 MAC
Moves Adds and Changes - "Soft" 1.8 254 185. 000
Provi der Regul ated and Non Regul ated Labor
Rates (See note 16) 16.0
SUBTOTAL
2. DATA NETWORK SERVI CES
WAN Ser vi ces 2.1 Mont hl'y Char ge -- TBD
WAN POPs 2.1 511 Mont hl'y Char ge 277.601 POPs
Internet Connectivity 2.2 109 Mont hl'y Charge 3,985.176 Mops
Rerote Dial -up Connectivity 2.3 506 Mont hl'y Char ge 22.530 Users
Rermote Dial -up Connectivity - No Internet,
Per User Account 2.3 -- Mont hl'y Char ge 18. 306 Users
Rernote Dial -up Connectivity - No Internet,
Per Modem Port - Local Authorization 2.3 760 Mont hl'y Char ge 48. 500 Modem Por t
Rermote Dial -up Connectivity - No Internet,
Per Mbdem Port - New 2.3 -- Mont hl'y Char ge 144. 000 Mbdem Por t

Rermote Dial -up Connectivity - Nationw de

Roami ng Service, per end user account,

per nonth (plus hourly rate bel ow) 2.3 -- 3.500
Renote Dial-up Connectivity - Nationw de

Roani ng Service, per end user account,

per hour (plus nmonthly rate above) 2.3 -- 2.990
Addi tional Bandwi dth - Hourly (per Kbps) 2.3 -- 0. 066
Addi tional Bandwi dth - Daily (per Kbps) 2.3 -- 0. 328
Addi tional Bandwi dth - Mnthly (per Kbps) 2.3 -- Mont hl'y Char ge 5. 240
Addi tional Bandwidth - Hourly (per Kbps) -
O f Hours (12am 6anm), by Reservation 2.3 -- 0. 032
Mves Adds and Changes - "Hard" 2.4 68 MACs/ Mont h 450. 000 MAC
Mves Adds and Changes - "Soft" 2.4 -- MACs/ Mont h 370. 000 MAC
Provi der Regul ated and Non Regul ated Labor
Rates (See note 16) 16.0

SUBTOTAL

3. VIDEO CONFERENCI NG SERVI CES
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CHARGES
AVG PER

MONTH ANNUAL
$ 137, 303 $ 1, 647, 640
292, 267 3,507, 209
49, 783 597, 393
86, 965 1, 043, 583
1,181 14,173
75, 400 904, 800
46, 990 563, 880
689, 890 8,278,678
141, 854 1,702, 249
434, 384 5,212,610
11, 400 136, 802
36, 860 442, 320
30, 600 367, 200
655, 098 7,861, 182



SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 5

USAGE PROFI LE PRI CI NG COVPONENTS CHARGES
REF VOLUMVE VOLUME PER UNI T UNIT AVG PER
KEY PRI CI NG ELEMENTS CODE* BY MONTH PARAMETER CHARGE MEASURE MONTH ANNUAL
Vi deo Conferencing Services - Managed by
Sve. Cr 3.1 24,738 Mont hl'y Usage 0. 847 M nute 20, 953 251, 437
Vi deo Conferencing Services - On Denand,
No ACS brk 3.1 -- Mont hly Usage 0.570 M nut e -- --
User Equi pnent 3.2 21 Sites 1, 603. 280 Site 33, 669 404, 027
Mves Adds and Changes 3.3 2 MACs/ Mont h 300. 000 MAC 600 7,200
Provi der Regul ated and Non Regul ated Labor
Rates (See note 16) 6.0
SUBTOTAL 55, 222 662, 664
4. PAG NG SERVI CES
Pager s 4.1 1, 146 Pager s 10. 857 Pager 12, 442 149, 305
Mves and Changes 4.2 -- MACs/ Mont h 262.500 MAC -- --
Adds 4.3 45 MACs/ Mont h 112. 500 MAC 5,063 60, 750
Provi der Regul ated and Non Regul ated Labor
Rates (See note 16) 16.0
17, 505 210, 055
5. CELLULAR TELECOWUNI CATI ONS SERVI CES
Cel lul ar Services - Usage 5.1 159, 039 Mont hly Usage 0.177 M nute 28, 150 337,799
Cellular Services - Usage - State Rate
Structure - Local 5.1 -- Mont hly Usage 0. 145 M nute -- --
Cel lular Services - Usage - State Rate
Structure - Roami ng 5.1 -- Mont hly Usage 0. 500 M nut e -- --
Cellular Services - Usage - State Rate
Structure - Long Distance 5.1 -- Mont hly Usage 0. 250 M nute -- --
Cel | ul ar Phones 5.2 3,299 Cel | Phones 4.780 Cel | Phone 15, 769 189, 231
Cel lul ar Phones - State Rate Option 5.2 -- Cel | Phones -- Cel | Phone -- --
Provi der Regul ated and Non Regul ated Labor
Rates (See note 16) 16.0
SUBTOTAL 43,919 527,029
6. SATELLI TE BROADCAST SERVI CES
Satellite Broadcast Services 6.1 21 Mont hl'y Charge 5, 140. 460 Mops 107, 950 1, 295, 396
Provi der Regul ated and Non Regul ated Labor
Rates (See note 16) 16.0
7. END- USER SUPPORT SERVI CES
Hel p Desk Services 7.1 1, 592 Monthly Calls -- Cal | -- --
Provi der Regul ated and Non Regul ated Labor
Rates (See note 16) 16.0
8. SATS M CROMVE NAI NTENANCE AND REPAI R
SATS M crowave Maintenance and Repair 8.1 Mont hl'y Char ge N A TBD 243, 400 2,920, 800
Provi der Regul ated and Non Regul ated Labor
Rates (See note 16) 16.0
TOTAL FOR MANDATORY SERVI CES 1,812,984 21, 755, 804
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX C - DETAIL PRICING MATRIX - YEAR 5

KEY PRI CI NG ELEMENTS

10.

. SATELLI TE TELEPHONY SERVI CES

Satel lite Tel ephony Services

Satel lite Tel ephony Equi prent

Provi der Regul ated and Non Regul at ed
Labor Rates (See note 16)

Subt ot al

SATELLI TE EARTH- STATI ON MAI NTENANCE
AND REPAI R
Earth-Station Mintenance and Repair
Provi der Regul ated and Non Regul at ed
Labor Rates (See note 16)

TOTAL FOR ALL SERVI CES

USAGE PROFI LE

VOLUME VOLUMVE
BY MONTH PARAMETER
3,832 Mont hly Usage
172 SAT Phones

237 Mont hl'y Char ge

PRI CI NG COVPONENTS

PER UNI T UNIT
CHARGE MEASURE
1. 290 M nute
12.120 SAT Phone
48. 330 Station

CHARCES
AVG PER
MONTH ANNUAL

4,943 59, 319
2,085 25,016
7,028 84, 335

11, 454 137, 451

1, 831, 466 21,977,590

* Proposer may use a code to cross reference any assumptions made when completing this matrix.

Charges for specific equipment items are |ease costs on a lease back basisfor assets transferred fromthe State to the Provider.
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX D - TRANSITION COSTSMATRIX

8.

W RED TELEPHONY SERVI CES

DATA NETWORK SERVI CES

VI DEO CONFERENCI NG SERVI CES

PAG NG SERVI CES

CELLULAR TELECOMMUNI CATI ONS SERVI CES
SATELLI TE BROADCAST SERVI CES

END- USER SUPPORT SERVI CES

SATS M CROMVE NAI NTENANCE AND REPAI R

TOTAL FOR MANDATCRY SERVI CES

9.

SATELLI TE TELEPHONY SERVI CES

10. SATELLI TE EARTH STATI ON MAI NTENANCE AND REPAI R

TOTAL FOR ALL SERVI CES

11. 4

TRANSI TI ON COST ($)

248, 569
82, 856

82, 856

414, 281

* Proposer may use a code to cross reference any assumptions made when completing this matrix.

Dywret Fr.mrwz".m

188

2002.

EDGAR Online, Inc.

RECOVERY HORI ZON ( YEARS)



SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX E - PROVIDER CAPITAL INVESTMENT SUMMARY

1. WRED TELEPHONY SERVI CES

2. DATA NETWORK SERVI CES

3. VIDEO CONFERENCI NG SERVI CES

4. PAG NG SERVI CES

5. CELLULAR TELECOMMUNI CATI ONS SERVI CES
6. SATELLI TE BROADCAST SERVI CES

7. END-USER SUPPORT SERVI CES

8. SATS M CROMVE MAI NTENANCE AND REPAI R

TOTAL FOR MANDATORY SERVI CES

9. SATELLI TE TELEPHONY SERVI CES

10. SATELLI TE EARTH- STATI ON MAI NTENANCE
AND REPAI R

TOTAL FOR ALL SERVI CES

| NVESTMENT
CAssET
REF CODE*  TRANSFER** YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL
12.1 16, 564, 021 324, 406 330, 514 337, 386 -- 17, 556, 327
12.2 6, 729, 529 -- -- -- -- 6, 729, 529
12.3 1, 066, 052 157, 200 104, 800 104, 800 -- 1, 432, 852
12.4 250, 000 -- -- -- -- 250, 000
12.5 .-
12.6 --
12.7 195, 885 -- -- -- -- 195, 885
12.8 2,800, 000 -- -- -- -- 2, 800, 000
""""""" S- 27,605,487 481,606 435,314 442,186  -- 28,964,503
12.9 --
12.10 --
""""""" .- 27,605,487 481,606 435,314 442,186  -- 28,964,593

* Proposer may use a code to cross reference any assumptions made when completing this matrix.

** Asset Transfer includes al credit for State assets transferred to the Proposer. Provide additional sheets indicating desired assets and

vauation.
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SCHEDULE B.1 - PRICE/COST MATRICES
MATRIX F - PROFILE OF CAPITAL INVESTMENT

*PLEASE SEE NARRATIVE RESPONSE IN "NOTESAND ASSUMPTIONS TO APPENDIX |I" - NOTE
12
Note 12 provides aprofile of Capital Investment by Bundle.

* Proposer may use a code to cross reference any assumptions made when completing this matrix.
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX G - USAGE PROFILE OF INVESTMENT MATRIX - YEAR 1

8.

. WRED TELEPHONY SERVI CES

DATA NETWORK SERVI CES

. VIDEO CONFERENCI NG SERVI CES

PAG NG SERVI CES

CELLULAR TELECOMMUNI CATI ONS SERVI CES
SATELLI TE BROADCAST SERVI CES

END- USER SUPPORT SERVI CES

SATS M CROMVE MAI NTENANCE AND REPAI R

TOTAL FOR MANDATORY SERVI CES

9.

SATELLI TE TELEPHONY SERVI CES

10. SATELLI TE EARTH STATI ON MAI NTENANCE

AND REPAI R

TOTAL FOR ALL SERVI CES

I NVESTVENT USAGE

YEAR 1* YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5  RESI DUAL
16,564,021  (3,312,804) (3,312,804) (3,312,804) (3,312,804) (3,312, 804) --
6,729,529  (1,345,906) (1,345 ,906) (1,345 906) (1,345 906) (1,345, 906) .-
1, 066, 052 (213, 210) (213, 210) (213, 210) (213, 210) (213, 210) --
250, 000 (50, 000) (50, 000) (50, 000) (50, 000) (50, 000) .-
195, 885 (39, 177) (39, 177) (39, 177) (39, 177) (39, 177) --
2, 800, 000 (560, 000) (560, 000) (560, 000) (560, 000) (560, 000) --
27,605,487  (5,521,097)  (5,521,097)  (5,521,097) (5,521,097) (5,521, 097) --
27,605,487  (5,521,097)  (5,521,097)  (5,521,097) (5,521,097) (5,521, 097) .-

* |nclude investment associated with Asset Transfer in total investment for Year 1.
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX G - USAGE PROFILE OF INVESTMENT MATRIX - YEAR 2

| NVESTMENT USAGE
BUNDLES VEAR 2 YEAR1  YEAR2 YEAR 3 YEAR 4 YEAR 5 RESIDUAL
1. WRED TELEPHONY SERV CES 324,406 (81,102)  (81,102)  (81,102)  (81,102) --
2. DATA NETWORK SERVI CES -- -- -- -- o - -
3. VIDEO CONFERENCI NG SERVI CES 157, 200 (39, 300) (39, 300) (39, 300) (39, 300) --
4. PAQ NG SERVI CES -- -- -- .- -- -
5. CELLULAR TELECOWMUNI CATI ONS SERVI CES -- -- -- -- - - -
6. SATELLI TE BROADCAST SERVI CES -- .- - - . - .
7. END- USER SUPPORT SERVI CES -- -- -- .- - - -
8. SATS M CROMVE MAI NTENANCE AND REPAI R -- -- -- .- -- -
TOTAL FOR MANDATCRY SERVI CES 481, 606 L. (120,402)  (120,402)  (120,402)  (120,402) --
9. SATELLI TE TELEPHONY SERVI CES -- .- -- .- - .
10. SATELLI TE EARTH STATI ON MAI NTENANCE

AND REPAI R -- -- -- - - .- - -
TOTAL FCR ALL SERVI CES 481, 606 . (120,402)  (120,402)  (120,402)  (120,402) --
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX G - USAGE PROFILE OF INVESTMENT MATRIX - YEAR 3

YEAR 4 YEAR 5 RESI DUAL
(110, 171) (110, 171) --

(34,933) (34, 933) --
(145, 105) (145, 105) --
(145, 105) (145, 105) --

| NVESTMVENT USAGE
BUNDLES YEAR 3 YEAR 1 YEAR 2 YEAR 3
1. WRED TELEPHONY SERVI CES 330, 514 (110, 171)
2. DATA NETWORK SERVI CES - -
3. VIDEO CONFERENCI NG SERVI CES 104, 800 (34, 933)
4. PAG NG SERVI CES - -
5. CELLULAR TELECOVMUNI CATI ONS SERVI CES - -
6. SATELLI TE BROADCAST SERVI CES - -
7. END- USER SUPPORT SERVI CES -- --
8. SATS M CROMVE MAI NTENANCE AND REPAI R -- --
TOTAL FOR MANDATORY SERVI CES 435, 314 -- -- (145, 105)
9. SATELLITE TELEPHONY SERVI CES - -
10. SATELLI TE EARTH STATI ON MAI NTENANCE
AND REPAI R -- --
TOTAL FOR ALL SERVI CES 435, 314 -- -- (145, 105)
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX G - USAGE PROFILE OF INVESTMENT MATRIX - YEAR 4

BUNDLES

=

W RED TELEPHONY SERVI CES

N

DATA NETWORK SERVI CES

VI DEO CONFERENCI NG SERVI CES

> w

PAG NG SERVI CES

5. CELLULAR TELECOVWMUNI CATI ONS SERVI CES
6. SATELLI TE BROADCAST SERVI CES

7. END-USER SUPPORT SERVI CES

8. SATS M CROMVE MAI NTENANCE AND REPAI R
TOTAL FOR NMANDATORY SERVI CES

9. SATELLI TE TELEPHONY SERVI CES

10. SATELLI TE EARTH- STATI ON MAI NTENANCE
AND REPAI R

TOTAL FOR ALL SERVI CES

(168, 693)

(52, 400)

(221, 093)

| NVESTMVENT USAGE
YEAR 4 YEAR 1 YEAR 2 YEAR 3 YEAR 4
337, 386 (168, 693)
104, 800 (52, 400)
442, 186 -- -- (221,093)
442, 186 - - (221,093)
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX G - USAGE PROFILE OF INVESTMENT MATRIX - YEARS

I NVESTMENT USAGE

BUNDLES YEAR 5 YEAR 1 YEAR 2 YEAR 3

=

W RED TELEPHONY SERVI CES

N

DATA NETWORK SERVI CES

VI DEO CONFERENCI NG SERVI CES

> w

PAG NG SERVI CES

5. CELLULAR TELECOVWMUNI CATI ONS SERVI CES
6. SATELLI TE BROADCAST SERVI CES

7. END-USER SUPPORT SERVI CES

8. SATS M CROMVE MAI NTENANCE AND REPAI R

TOTAL FOR NMANDATORY SERVI CES -- .- .-

9. SATELLI TE TELEPHONY SERVI CES --

10. SATELLI TE EARTH- STATI ON MAI NTENANCE
AND REPAI R --

TOTAL FOR ALL SERVI CES -- .- .-
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX H - RESIDUAL CREDIT VALUE FOR STATE ASSETS

BUNDLES ASSET TRANSFER YEAR 1 YEAR 2 YEAR 3

1. WRED TELEPHONY SERVI CES

N

DATA NETWORK SERVI CES

VI DEO CONFERENCI NG SERVI CES

Eal

PAG NG SERVI CES -- -- --
5. CELLULAR TELECOVWMUNI CATI ONS SERVI CES

6. SATELLI TE BROADCAST SERVI CES

7. END-USER SUPPORT SERVI CES

8. SATS M CROMVE MAI NTENANCE AND REPAI R

TOTAL FOR MANDATORY SERVI CES -- .- .-

9. SATELLITE TELEPHONY SERVI CES

10. SATELLI TE EARTH STATI ON MAI NTENANCE
AND REPAI R

TOTAL FOR ALL SERVI CES -- -- .-
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX | -TERMINATION FOR CONVENIENCE CHARGE MATRIX

CHARCGE TABLE | -1 28, 293, 820 21, 347,354 14,209, 492 6, 857, 409 --

Table -1 - Termination for Convenience Charge Calculation
(It isassumed that should there be atermination for convenience, it occurs at theend of the respective year).

YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5
RESI DUAL VALUE OF YR 1 CAPI TAL | NVESTMENT - NOT RECOVERED $22, 084, 390 $16, 563, 292 $11, 042, 195 $ 5,521,097 $ --
RESI DUAL VALUE OF YR 2 CAPI TAL | NVESTMENT - NOT RECOVERED $ 361, 205 $ 240, 803 $ 120, 402 $ --
RESI DUAL VALUE OF YR 3 CAPI TAL | NVESTMENT - NOT RECOVERED $ 290, 209 $ 145, 105 $ --
RESI DUAL VALUE OF YR 4 CAPI TAL | NVESTMENT - NOT RECOVERED $ 221,093 $ --
RESI DUAL VALUE OF YR 5 CAPI TAL | NVESTMENT - NOT RECOVERED $ --
RESI DUAL OF TRANSI TI ON COSTS NOT RECOVERED $ 662, 850 $ 497,138 $ 331, 425 $ 165, 713
RESI DUAL OF JUNEAU SW TCH PAYMENTS NOT RECOVERED $ 2,810, 580 $ 1,873,720 $ 936, 860
RESI DUAL OF CAT-5 CABLE COSTS NOT FULLY AMORTI ZED $ 2,736,000 $ 2,052,000 $ 1,368,000 $ 684, 000
$ -3 -8 --

$28, 293, 820 $21, 347, 354 $14, 209, 492 $ 6,857,409 $ --

* Proposer may use a code to cross reference any assumptions made when completing this matrix.
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SCHEDULE B.1 - PRICE/COST MATRICES

MATRIX J - RESOURCE OPTION USAGE CREDIT*

RESOURCE OPTI ON REF CODE* YEAR 1 YEAR 2 YEAR 3 YEAR 4 TOTAL
A SATELLITE EARTH STATION ACCESS < o T o
B. SATS M CROMAVE SI TE ACCESS * * * * *
C. SATS M CROMAVE EXCESS BANDW DTH ACCESS * * * * *

TOTAL FOR ALL RESOQURCE OPTI ONS

*PLEASE SEE NARRATIVE RESPONSE IN "NOTESAND ASSUMPTIONS TO APPENDIX I" - NOTE
13

Note 13 describes specific details, including assumptions, regarding our
organization's desired use of State resource options.

* Provide specific details, including assumptions, regarding your organization'sdesired use of State resource options on separate sheets.

198

swneet ox SO asim 2002, EDGAR Onl i ne, I nc.




B.2 PRICING NOTES

PRICE MATRIX C-- DETAIL PRICING MATRIX YEARS1-5
1.0 WIRED TELEPHONY SERVICES

1.1 User Equipment

1.1.1 Unit rates are based upon volume and usage projections included in Schedule N. Although thereis a singlerate in the price matrices, this
rate includesthe distribution of single-to-multi-line phones as projected in Schedule N.

1.1.2 Provider pricingincludes replacement of all existing phones and projected new phones with new VoiP phones. The State will take
possession of all phones at thetermination of the Agreement after satisfying any residual balance not recovered through pricing during the
Initial Term. Such residual balance shall be calculated on a per unit basis, based on the Cutover Date for each phone and associated line.

1.1.3 Provider pricingincludes the installation of customer premise equipment (CPE), including data cabinets, routers, switches, etc. The State
will take possession of all CPE at thetermination of the Agreement after satisfying any residual balance not recovered through pricing during
the Initial Term. Such residual balance shall be calculated on a per unit basis, based on the Cutover Date for each Service Unit installed.

1.1.4 Capital investment recovery is amortized over thelnitial Term of the Agreement.

1.1.5 Price includesrecovery of all Service Bundle 1 transition costs amortized over five years.

1.1.6 Price includes a proportionate share of Service Bundle 7 cost.

1.1.7 Provider will take over theremaining lease payments for the capital lease for the Juneau tel ephone system as described in Section 16.1.6.1
and acquire ownership of the switch for one dollar at theend of the lease in accordance with thebargain purchase option. Except as otherwise
provided in the Agreement, these costswill be absorbed by Provider.

1.1.8 Provider pricingincludes recovery of switch maintenance costsfor part of year one asphones are being converted to the Vol P solution.
Provider will continue payment for monthly switch maintenance costs during thefirst year of transition as it switches out desktop telephone
sets. Pricing includes an effective maintenance cost equivalent to approximately one half the cost for an entire year at full utilization.

1.1.9 Price includes maintenance and repair of user equipment.
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1.1.10 Noinflation factorswere used in the computation to develop pricesfor Services.

1.2 Local Tel ephone Service

1.2.1 Unit rates are based upon vol une and usage projections included in
Schedul e N.

1.2.2 Price includes a proportionate share of Service Bundle 7 cost.
1.2.3 No tinme and material rates prices were used in the costing anal ysis.

1.2.4 No inflation factors were used in the conputation to develop prices
for

Services.
1.3 Long Distance Service
1.3.1 Unit rates are based upon volume and usage projections included in Schedule N,

1.3.2 Actual billing will be based upon the following rate components, as applicable:

Interstate calls $. 045 per
m nut e
Intrastate calls ("offnet") $. 115 per
m nut e

1.3.3 Theratesreflected in the price matrices assume a(70% interstate and 30%intrastate) traffic mix in the State's long distance traffic. These
services areregulated, and offered by ACS Long Distance, Inc. as Subcontractor. Parties recognize that thetraffic mix will not reflect actua
volumes at cutover.

1.3.4 Capital investment recovery isamortized over thelnitial Term of the Agreement.

1.3.5 Noinflation factors were used in the computation to develop pricesfor Services.

1.4 Voice Mail Service

1.4.1 Unit rates are based upon volume and usage projections included in Schedule N.

1.4.2 Provider will provide acentralized voice mail system.

1.4.3 Provider pricingincludes the recovery of capital investment to provide a centralized voice mail system. Provider will retain ownership of
such investment at the Termination of the Agreement.

1.4.4 Capital investment recovery is amortized over thelnitial Term of the Agreement.
1.4.5 Noinflation factors were used in the computation to develop pricesfor Services.
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1.5 Audio Teleconferencing Services

1.5.1 Unit rates are based upon volume and usage projections included in Schedule N. Rate is charged per bridge minute (per conference
minute, not per site). Toll charges are not included inthis rate for direct dialed or toll-freecalls.

1.5.2 Noinflation factors were used in the computation to develop pricesfor Services.

1.6 Toll-Free Services -- Interstate & Intrastate

1.6.1 Services are regulated, and offered by ACS Long Distance, Inc. as Subcontractor.

1.7 Calling Card Services

1.7.1 New rateincluded per price negotiations.

1.7.2 Services are regulated, and offered by ACS Long Distance, Inc. as Subcontractor.

1.8 Moves, Adds and Changes-- "Hard" and " Soft"

1.8.1 Unit rates are based upon volume and usage projections included in Schedule N. A "hard” MAC isdefined asa Move, Add or Change
requiring a premise visit or use of materials. A "soft" MAC is defined as a software only change performed from the Service Center and not
requiring a Location visit.

1.8.2 Price per "hard" MAC includes 2.75 hours of loaded labor per MAC inthe first year, with agradual reduction to 1.75 hoursby year 4.
MAC price asoincludes $25 in direct materials per MAC. Price per "soft" MAC includes 1.75 hoursof loaded labor with no direct materials

Cost.

1.8.3 MAC pricingis not intended to recover the cost of "upgrades." Pricing for upgrades will be determined usingthe Work Order process
defined in the Agreement.

1.8.4 Noinflation factors were used in the computation to develop pricesfor Services.
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2.0 DATA NETWORK SERVICES
2.1 WAN Services WAN POPs

2.1.1 Provider hasdeveloped rates based upon Provider network investment required to serve the State. Pricing for "WAN Services' has now
been combined into the pricing for "WAN POPS," to reflect the State's Schedule N.

2.1.2 Capital investment recovery is amortized over thelnitial Term of the Agreement.

2.1.3 Price includesthe recovery of 25% of thennew capital investment in Core Network facilities allocated to this Service Element. This cost
recovery allocation isbased upon engineering estimates of the State's utilization of dedicated network capacity provided by new investment.
Provider will continueto ownall Core Network and Provider Edge investment at the termination of the Agreement.

2.1.4 Price includesa proportionate share of the Service Bundle 7 cost.

2.1.5 Capital investment recovery is amortized over thelnitial Term of the Agreement.

2.1.6 Price includesrecovery of transition costs amortized over five-years.

2.1.7 Proposed rates are not based upon time and material.

2.1.8 Price includes maintenance and repair of WAN POP investment.

2.1.9 Noinflation factors were used in the computation to develop pricesfor Services.

2.2 Internet Connectivity

2.2.1 Unit rates are based upon volume and usage projections included in Schedule N. Bandwidth requirements presented in Schedule N and
corresponding rates are expressed in Megabits per second.

2.2.2 Price includesthe recovery of 25% of thenew capital investment in Core Network facilities allocated to this Service Element. This cost
recovery allocation isbased upon engineering estimates of the State's utilization of dedicated network capacity provided by new investment.
Provider will continueto ownall Core Network investment at the termination of the Agreement.

2.2.3 Price includes a proportionate share of Service Bundle 7 cost.

2.2.4 Capital investment recovery is amortized over thelnitial Term of the Agreement.

2.2.5 Internet Service Provider (ISP) gateway charges are included in the rates.
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2.2.6 Provider pricingincludes four (4) ISP points of ingress. one (1) in Anchorage, one (1) in Fairbanks, one(1) in Kenai/Soldotna and one (1)
in Juneaul.

2.2.7 Ratesare not based upon time and material.

No inflation factors were used in the computation to develop prices for Services.

2.3 Remote Dia-up Connectivity

2.3.1 Unit rates are based upon volume and usage projections included in Schedule N.

2.3.2 Ratesare not based upon time and material .

2.3.3 Price includes a proportionate share of the Service Bundle 7 cost.

2.3.4 Noinflation factors were used in the computation to develop pricesfor Services.

2.3.5 Authentication of the End User account must occur locally at the community where the modem isinstalled. Backhaul must occur from the
modem POP to the State (or University) network on State-provided bandwidth. Monthly rate is only effective for the first 500 modems, plus

annual growth factors, and the modems must be installed in locations served by the UA or State at Contract Signing Date.

2.4 Moves Adds and Changes

2.4.1 Unit rates are based upon volume and usage projections included in Schedule N. A "hard" MAC isdefined asaMove, Add or Change
requiring a Location visit or use of materials. A "soft" MAC isdefined as a software only change performed from the Service Center and not
requiring a Location visit.

2.4.2 Notime and material rates have been proposed.

2.4.3 Price per "hard" MAC includes 4.5 hours of loaded labor per MAC inthe first year, with a gradua reduction to 3.0 hoursby year 4. MAC
price alsoincludes $150in direct materials per MAC. Price per "soft" MAC includes 3.7 hours of loaded labor and no direct materials cost.

2.4.4 Noinflation factors were used in the computation to develop pricesfor Services.
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3.0 VIDEO CONFERENCING SERVICES

3.1 Video Conferencing Services

3.1.1 Unit rates are based upon volume and usage projections included in Schedule N.

3.1.2 The per-minute rate with management by the Service Center isfor videoconferences taking place on Provider bridge equipment, and in
the case of Anchorage, Fairbanksand Juneau locations, will be staffed witha Provider representative to assure quality. The "No ACS Bridge"
rate isfor useby the State to obtain QOS on reserved bandwidth, but without Provider bridge or staff support on site. The prorata cost of one
staff person per location has been included in the Per Minute and Equipment Fees.

3.1.3 Price includesthe recovery of 25% of thenew capital investment in Core Network allocated to this Service Element. This cost recovery
allocation is based upon engineering estimates of the State's utilization of dedicated network capacity provided by the new investment. Provider
will continueto own all Core Network investment at the termination of the Agreement.

3.1.4 Capital investment recovery is amortized over thelnitial Term of the Agreement.

3.1.5 Price includesrecovery of Service Bundle 3 transition costs amortized over five years.

3.1.6 Total price for each year has been divided by the corresponding projection of monthly minutesof usage to computethe per unit charge
(average charge per minute of usage). Rateis charged per videoconference site, per minute.

3.1.7 Noinflation factors were used in the computation to develop pricesfor Services.
3.2 User Equipment
3.2.1 Unit rates are based upon volume and usage projections included in Schedule N.

3.2.2 Price includesrecovery of new video equipment (including installation labor) for fourteen (14) sites - depreciated over fiveyears. (The
prorata cost of one staff person per location has been included in the Per Minute and Equipment Fees.)

3.2.3 Thetotal price isamortized over the total number of projected sitesto arrive at the per unit charge (average price per site). State will take
possession of all new video equipment installed on State Facilities at the termination of the Agreement Maintenance of the fourteen (14)
videoconference units is also included. Provider will own the bridge equipment at Termination.

3.2.4 Price includes a proportionate share of Service Bundle 7 cost.

3.2.5 Capital investment recovery is amortized over thelnitial Term of the Agreement.
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3.2.6 Noinflation factors were used in the computation to develop pricesfor Services.

3.3 Moves, Adds & Changes

3.3.1 Unit rates are based upon volume and usage projections included in Schedule N.
3.3.2 Price per MAC includes 3.0 hours of loaded labor. No materials have been included.
3.3.3 Noinflation factors were used in the computation to develop pricesfor Services.
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4.0 PAGING SERVICES
4.1 Pagers
4.1.1 Unit rates are based upon volume and usage projections included in Schedule N.

4.1.2 Price includes maintenance and repair of paging system, regular pager repair/replacement as defined in the Agreement, and providing new
pagers to meet projected growth.

4.1.3 Price includesall nationwide paging feesfor those units designated for nationwide paging service.

4.1.4 Capital investment recovery is amortized over thelnitial Term of the Agreement. No inflation factorswere used in the computation to
develop prices for Services.

4.2 Moves, Adds & Changes
4.2.1 Unit rates are based upon volume and usage projections included in Schedule N.

4.2.2 Price per "Add" includes new pager cost, plus setup, plus onehour of loaded labor. Price per "Move and Change" includes one hour of
loaded labor plus materialsof $12.50. No other materials have been included in this price.
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5.0 CELLULAR TELECOMMUNICATIONS SERVICES

5.1 Cellular Services

5.1.1 Unit rates are based upon volume and usage projections included in Schedule N.

5.1.2 Price per minute includes a weighted average based upon five retail rate plansand probable user distribution by plan. Weighting includes
1% heavy loca users, 1% heavy statewide users, .5% heavy nationwide users, and 97.5% typica or average use withrespect to roaming and

long distance use. An additional plan, called the State of Alaska Plan, isavailable, whichrates calls according to the following rate components,
as applicable:

Local calls $. 145 per

nm nut e

Roam ng char ges $.50 per minute
Long Di stance $.25 per mnute

5.1.3 Local calls areany calls placed within Provider owned coverage area. All plans require that the cell phone be a digital unit.

5.1.4 For the retail plans, price per minuteincludes all roaming charges, toll charges, directory assistance charges, regulatory charges, etc. For
the State of Alaska Plan, ratesinclude only regulatory charges, and other services arecharged asapplicable.

5.1.5 Noinflation factors were used in the computation to develop pricesfor Services.
5.2 Cellular Phones
5.2.1 Unit rates are based upon volume and usage projections included in Schedule N.

5.2.2 Pricing per phone does not include the cost of new or replacement phones. The State will bear the cost of new and replacement phones,
applicable taxes and shipping in addition to the pricing included in the pricing matrices.

5.2.3 Pricing per phone does include a proportionate reallocation of Service Center (Service Bundle 7) revenue, plus $1.50 per phone per
month.

5.2.4 Noinflation factors were used in the computation to develop pricesfor Services.
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6.0 SATELLITE BROADCAST SERVICES

6.1 Satellite Broadcast Services

6.1.1 Unit rates are based upon volume and usage projections included in Schedule N.

6.1.2 The satellite broadcast bandwidth requirement presented in Schedule N is expressed in Megabits per second.

6.1.3 Price includesvideo transponder, uplink and space/power for Anchorage, Fairbanks and Juneau. Total priceis amortized over projected
satellite bandwidth of 21 Megabits to compute the per unit charge (price per Mbps). Price includes regulated, tariff ratesof AT& T Alascom, as
quoted.

6.1.4 Price includesa proportionate share of the Service Bundle 7 cost.

6.1.5 Noinflation factors were used in the computation to develop pricesfor Services.
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7.0 END USER SUPPORT SERVICES

7.1 Help Desk Services

7.1.1 Unit rates are based upon volume and usage projections included in Schedule N.

7.1.2 Provider hasreallocated all original Service Bundle 7 billing across unitsof service in other bundles, and fixed costs at arate
corresponding to 1,500 calls per month. Consequently, Service Bundlie 7 will not be billed on a per call basis. Rather, the ratesfor other units of
service have been increased to recover a proportionate share of the Service Bundle 7 cost. The following Service Bundle 7 notes, athough still
relevant, apply to amounts recovered in the reallocation to other Service Bundle pricing elements.

7.1.3 Price includesthe recovery of 10% of the operating expenses attendant to Service Center operation, including staffing, facilities, training,
depreciation, and other operating costs. This cost recovery allocation is based upon engineering estimates of the State's utilization of dedicated
network capacity provided by new investment plus related support services. Total pricefor each year hasbeen divided by the corresponding

projection of monthly calls to compute the per unit charge (average charge per call).

7.1.4 Price includesthe recovery of 10% of the new capital investment in core network facilities allocated to thisService Element. Provider will
continue to own al Core Network investment at the termination of the Agreement.

7.1.5 Capital investment recovery is amortized over thelnitial Term of the Agreement.
7.1.6 Price includesrecovery of Service Bundle 7 transition costs amortized over five years.
7.1.7 Provider's price proposal includes providing required facilitiesfor State employees identified in ScheduleD.

7.1.8 Trouble reports generated by automated network monitoring tools are not billable MACs. Multiple calls related to a single event or outage
are treated asasingle call.

7.1.9 Price includesannual user training for al State employeesas described in Section 5.6.
7.1.10 Noinflation factorswere used in the computation to develop pricesfor Services.
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8.0 SATS MICROWAVE MAINTENANCE AND REPAIR

8.1 SATS Microwave Maintenance and Repair
8.1.1 Ratesare based upon the configuration of the SATS asreported in ScheduleC.

8.1.2 Schedule N indicates an estimated annual growth rate of 2% for circuit utilization. The 2% growth rate applies to the annual cost of
providing maintenance and repair servicesand not to the number of SATSMicrowave sites.

8.1.3 Price includes a proactive preventative maintenance program for 122 SATS Microwave sitesto include one scheduled and one
unscheduled visit to each site per year. Such tripswill be tracked in the aggregate for thewhole systemrather than by site. Labor requirements
include loaded labor rates, per diem expenses and helicopter transportation (as required). One person per visitisincluded for metro and
sub-metro visits; two person per visitincluded for highway and helicopter access sites. Includes fuel costs for remote power generators at $15K
per year.

8.1.4 Service Bundle 8 price also includes $2.8 million of capital investment and related loaded labor reguired to make site improvements
identified in Schedule C, or other projects the State may identify, up to the limit of the capital investment. Capital investment recovery is
amortized over fiveyears.

8.1.5 The State will take possession of all Service Bundle 8 capital investment at the termination of the Agreement.

8.1.6 Noinflation factors were used in the computation to develop pricesfor Services.
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9.0 SATELLITE TELEPHONY SERVICES

9.1 Satellite Telephony Services

9.1.1 Unit rates are based upon volume and usage projections included in Schedule N.

9.1.2 Price includes a recurring monthly fee based upon a minimum aggregate usage of 500 minutes across all satellite phones, billed at $1.29
per minute for each minute of use. The parties agree to seek the best rates available for state government use and will diligently work with
Sub-contractors to reduce the per minute rate to the State during the Term.

9.1.3 Noinflation factors have been included.

9.2 Satellite Telephony Equipment

9.2.1 Unit rates are based upon volume and usage projections included in Schedule N.

9.2.2 Price includesa proportionate share of the Service Bundle 7 cost.

9.2.3 The price does not include replacement of the State's existing 60 satellite phones. It includes ongoing replacement for normal wear and
tear of 10% of the prior year's phoneseach year. Price aso includes providing additional new satellite phones each year based upon projected
growth.

9.2.4 Noinflation factors have been included.
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10.0 SATELLITE EARTH-STATION MAINTENANCE AND REPAIR

10.1 Satellite Earth-Station Maintenance and Repair

10.1.1 Unit rates are based upon volume and usage projections (in this case -- growthin Satellite sites) included in Schedule N.
10.1.2 Price includesa proportionate share of the Service Bundle 7 cost.

10.1.3 Noinflation factorswere used in the computation to develop pricesfor Services.
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PRICE MATRIX D-- TRANSITION COSTS
BUNDLE 1-WIRED TELEPHONY SERVICES

The transition for the Stateis estimated to occupy the entire staff of the Service Center for 90 days. The cost of transition is therefore estimated
to be the equivalent of 3 months of Service Center staff salary and benefits. 30% of these transition costs are allocated to Service Bundle 1.

BUNDLE 2 -DATA NETWORK SERVICES

The trangition for the Stateis estimated to occupy the entire staff of the Service Center for 90 days. The cost of transition is therefore estimated
to be the equivalent of 3 months of Service Center staff salary and benefits. 10% of these transition costs are allocated to Service Bundle 2.

BUNDLE 3 -VIDEO CONFERENCING SERVICES

The transition for the Stateis estimated to occupy the entire staff of the Service Center for 90 days. The cost of transition is therefore estimated
to be the equivalent of 3 months of Service Center staff salary and benefits. 10% of these transition costs are allocated to Service Bundle 3.

BUNDLE 7 - END USER SUPPORT SERVICES

The transition for the Stateis estimated to occupy the entire staff of the Service Center for 90 days. The cost of transition is therefore estimated
to be the equivalent of 3 months of Service Center staff salary and benefits. 50% of these transition costs are allocated to Service Bundle 7.
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PRICE MATRIX F-- CAPITAL PROFILE
BUNDLE 1-WIRED TELEPHONY SERVICES

Includes the replacement of all existing phones and projected new phones with new VOIP phones. The State will take possession of al phones
at thetermination of the Agreement after satisfying any residual balance not recovered through pricing during the Initial Term. Capital
investment recovery isamortized over five years. Such residual balance shall be calculated on a per unit basis, based onthe Cutover Date for
each Service Unit installed.

Includes the installation of new customer premise equipment (CPE), including data cabinets, routers, switches, etc. The State will take
possession of all CPE at the termination of the Agreement after satisfying any residual balance not recovered through pricing during the Initial
Term. Capital investment recovery isamortized over five years. Such residual balance shall be calculated on a per unitbasis, based on the
Cutover Datefor each Service Unit installed.

Approximately 10% of the grossinvestment in new Core Network facilities has been allocated to Service Bundle 1 activity. 25% of this
allocation (or 2.5% of the grossinvestment) hasbeen allocated to the State for recovery through pricing. This cost recovery alocationis based
upon engineering estimates of the State's utilization of dedicated network capacity provided by new investment. Provider will continueto own
all Core Network investment at the termination of the Agreement. Capital investment recovery is amortized over five years.

Includes the variable capital investmentto provide a centralized voice mail system. Provider will retain ownership of suchinvestment at the
termination of the Agreement. Capital investment recovery is amortized over fiveyears.

BUNDLE 2 -DATA NETWORK SERVICES

Approximately 70% of the grossinvestment in new Core Network facilities has been allocated to Service Bundle 2 activities. 25% of this
allocation (or 17.5% of the grossinvestment) hasbeen allocated to the State for recovery through pricing. This cost recovery allocationis based
upon engineering estimates of the State's utilization of dedicated network capacity provided by new investment. Provider will continueto own
all of the Core Network investment at the termination of the Agreement. Capital investment recovery isamortized over fiveyears.

BUNDLE 3 -- VIDEO CONFERENCING SERVICES
Approximately 5% of the grossinvestment in new Core Network facilities hasbeen allocated to Service Bundle 3 activities. 25% of this
allocation (or 1.25% of the grossinvestment) hasbeen allocated to the State for recovery through pricing. This cost recovery allocationis based

upon engineering estimates of the State's utilization of
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dedicated network capacity provided by new investment. Provider will continueto ownall core network investment at the termination of the
Agreement. Capital investment recovery isamortized over five years.

Includes new H.323 video equipment (including installation labor) for fourteen

(14) initial sites, aswell as additional new sites projected in Schedule N. The State will take possession of al new video equipment at the
termination of the Agreement after satisfyingany residual balance not recovered through pricing during theInitial Term. Capital investment
recovery isamortized over five years.

BUNDLE 4 -- PAGING SERVICES - PAGERS

Includes investment in equipment and labor to expand paging systemto tenadditional sites. Provider will transfer the investmentin expansion
facilities to the State at thetermination of the Agreement after satisfying any residual balance not recovered through pricing during the Initial
Term. Capital investment recovery isamortized over five years.

BUNDLE 5 -- CELLULAR TELECOMMUNICATIONS SERVICES

There isno planned capital investment for this Service Bundle to be recovered through this Agreement.

BUNDLE 6 -- SATELLITE BROADCAST SERVICES

There isno proposed capital investment for this Service Bundle to be recovered through this Agreement.

BUNDLE 7 -- END USER SUPPORT SERVICES

Approximately 14% of the grossinvestment in new Core Network facilities has been allocated to Service Bundle 7 activities. 10% of this
allocation (or 1.4% of the grossinvestment) hasbeen allocated to the State for recovery through pricing. This cost recovery alocationis based
upon engineering estimates of the State's utilization of dedicated network capacity provided by new investment. Provider will continueto own
all Core Network investment at the termination of the Agreement. Capital investment recovery is amortized over five years.

BUNDLE 8 -- SATSMICROWAVE MAINTENANCE AND REPAIR

Includes the cost of investment in equipment, facilities and labor necessary to make siteimprovements identified in Schedule C. The State will
take possession of all described improvements at the termination of the Initial Term after satisfying any residual balance not recovered through

pricing during the Initial Term. Capital investment recovery isamortized over five years.

214

swneet ox SO asim 2002, EDGAR Onl i ne, I nc.




BUNDLE 9 -- SATELLITETELEPHONY

There isno proposed capital investment for this Service Bundleto be recovered through this Agreement.
BUNDLE 10 -- SATELLITEEARTH-STATION MAINTENANCE AND REPAIR

There isno proposed capital investment for this Service Bundleto be recovered through this Agreement.
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PRICE MATRIX J-- RESOURCE OPTION USAGE CREDIT

BUNDLE A -- SATELLITE EARTH STATION ACCESS

Given the number of relevant key issues that have not been resolved, a reasonable estimate of value cannot be determined at this time.
BUNDLE B -- SATS MICROWAVE SITE ACCESS

Provider is supportive of the concept of taking some SATS and using the system more efficiently by adding additional revenue. Giventhe
number of relevant key issues that have not been resolved, a reasonable estimate of value cannot be determined at this time.

BUNDLE C -- SATSMICROWAVE EXCESSBANDWIDTH ACCESS

Provider is supportive of the concept of taking some SATS and using the system more efficiently by adding additional traffic. Giventhe number
of relevant key issuesthat have not been resolved, a reasonable estimate of value cannot be determined at this time.
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TERMINATION FOR CONVENIENCE CHARGE

Termination costsare delineated in Table I-1, Price Matrix | of this Schedule. The table provides the details of these costs asa combination of
(2) the residual value of any capital investment not recovered at the time of termination, (2) the residual value of any transition costs not
recovered at thetime of termination, (3) the unamortized value of the CAT-5 cabling installed at Provider's cost to enable 1P telephony at State

L ocations not already suitably wired, and (4) the residual balance of the capital |ease paymentsfor the Juneau tel ephone system as described in
Section 16.1.6 not recovered.

TECHNOLOGY REFRESH COSTS

All necessary refresh of hardware and software isincluded in our pricing for afive-year Agreement, in accordance with the terms of the
Agreement. Refresh beyond the first five yearsis not includedin our pricing.

The State will receive optimal pricing with regard to refresh if theterm of the Agreement corresponds with the useful life of the hardware.
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REGULATED & NON REGULATED RATES

Asof November 9, 2001

CATEGORY

NON- REGULATED

Systens Adninistrator |

110. 00

Systens Adninistrator |1
145. 00

Systens Administrator 111
180. 00

Manager, Networks & Systens
200. 00

| P Net wor k Desi gner

180. 00

Service Center Representative
65. 00

REGULATED
Installation Foreman
113.79

General Plant Tech 11
104. 81

Ceneral Plant Tech 11
110. 19

Install er Repairnman
104. 56

Engi neeri ng Foreman
110. 38

Pl ant Engi neer |1
128.73

Pl ant Engi neer |

116. 10

Air Pressure Engi neer
119.74

Recor ds Engi neer
112.92

Engi neering Tech

108. 44

Li ne Forenan

115. 82

Cabl e Splicing Forenman
115. 13

Cabl e Splicer

113. 47

Li neman

110. 34

EGAF

— Faalfdalia
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SCHEDULE C -- ASSET INVENTORY
CONTAINED IN SEPARATE BINDER
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SCHEDULE D -- HUMAN RESOURCES
D.1LETTER OF AGREEMENT

LETTER OF AGREEMENT
BETWEEN THE

STATE OF ALASKA
AND THE
ALASKA STATE EMPLOYEES ASSOCIATION, AFSCME LOCAL 52
REPRESENTING THE
GENERAL GOVERNMENT UNIT
AND THE
PUBLIC EMPLOYEESLOCAL 71
REPRESENTING THE
LABOR, TRADES AND CRAFTS UNIT

RE: TELECOMMUNICATIONS REP
LOA 01-GG-043 /LTC 01-LL-144

PREAMBLE
This Letter of Agreement isthe product of a Labor Management Committee between the State of Alaska, the Alaska State Employees
Association, AFSCME Local 52, and Public Employees Local 71, to address the unique circumstances and the potential impact of the
Comprehensive Telecommunications Services Agreement (" Telecommunications Agreement™) on approximately twenty (20) General
Government bargaining unit membersand approximately twenty-two (22) Labor, Trades, and Crafts bargaining unit members. It serves as both
aLETTER OF DISPUTE RESOLUTION between the State and ASEA/AFSCME Local 52, and asa LETTER OF AGREEMENT between the
State and Public Employees Local 71.

This Agreement isintended to provide employment stability for State employees who may be affected by the Comprehensive
Telecommunications Services Agreement.

TERMS

Affected Employees. "Employee" means an individual employed by the State, who, on the date that the Telecommunications Agreement is
awarded, is occupying a position performing work covered by the Telecommunications Agreement.

Vendor. "Vendor" means the contractor awarded the Telecommunications Agreement.
TRANSITION/PLACEMENT PROVISIONS

The State will provide all affected employees with three (3) options:

1. Remainin the employee's current position as a State employeein the classified service.

2. Transfer to another State position elsewhere in the classified service.
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3. Accept employment withthe vendor, if offered.

OPTION 1.

If an employee electsto remainin the employee's current position as a State of Alaska employee the following provisions apply:

1) The employee will remain in his’her current position asa member of the general government or labor, trades, and crafts bargaining unit. The
employee's termsand conditions of employment will continue to be determined by the provisions of the current and any future collective
bargaining agreement applicable to his/her bargaining unit, including any contractual dispute resolution procedures.

2) Any past, present, and future State statutes and regulations, including the personnel rules, and Federa statutesthat apply to membersof the
employee's bargaining unit will continue to apply to each affected employee as a member of that bargaining unit.

3) The Statewill insure that State employeeswho perform services covered by the Telecommunications Agreement, will have the same training,
in frequency and content, as provided to vendor'semployees performing services under the Telecommuni cations Agreement.

4) So long as the employee performs services covered by the Telecommunications Agreement, an employee who elects option 1 will not be
involuntarily displaced from his/her position by another State employee whois not performing work covered by the Telecommunications
Agreement.

5) Anemployee assigned duties out of his’her class or work grade must immediately notify the Department of Administration Human Resources
Manager and/or his/her union representative of theassignment. A representative of the Union and the Department of Administration Human
Resources Manager or hisher duly authorized representative will meet as soon as possible to discuss and attempt to resolve such work
assignment issues. If thework assignment issue remains unresolved after a meeting is held, the employee may pursue any dispute in accordance
with the applicable portions of higher collective bargaining agreement.

6) When a position filled by a State employee who performs work covered by the Telecommunications Agreement becomes vacant and the
Statein itsdiscretion determines that the position will be filled by another State employee, the State agrees to fill the position according to the
terms of the respective Union's collective Bargaining Agreement.
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OPTION 2.

If an employee elects to remaina State of Alaska employee but transfers to another position withinthe State of Alaska classified service, the
following provisions apply:

1) Within thirty (30) calendar days after the State provides written notice to the employee that his’her positionis affected, the employee must
provide written notification to the Department of Administration Human Resource Manager of their desireto transfer to another State position.

2) The State will provide the employee priority over nonbargaining unit members for placement in a vacant position, for which the employeeis
qualified and interested, at the employee'ssame or lower pay range assoon as reasonably possible. If the State does not place theemployeein a
position before the effective date of the Telecommunications Agreement, the employee will continue to work in the position as if theemployee
had elected option 1 until the State provides a position. Anemployee is not eligiblefor training under 4 (a) and (b) of this subsection until the
employee transfers to a new position.

3) If the State places anemployee in a position with alower pay range, the State will pay the employee at the same step and range of the
employee's position before the transfer and will pay employee any merit or other pay increases that the employee would have earned in the
former position for a period of twelve (12) months. At theend of twelve (12) months, the employee'spay will freeze. The employee's pay will
remain frozen until the employee's pay in the new position equals or exceeds thefrozen rate of pay. An employee who transfersunder option 2
does not serve a probationary period in the new position and the employee will retain the employee's current merit anniversary date or longevity

step.

4) Anemployee who transfers to another position under this option shall, upon request, be provided training under ONE of the following
options:

a) If the State approves atraining program related to the employee's current or former duties, the State will provide the employee a maximum of
three (3) consecutive workweeksin pay status to attend the program. The State will pay the expenses of the program up to a limit of $5,000.00,
unlessthe Statein its discretion determines to pay a higher amount. Such expensesinclude registration fees, tuition, round-trip transportation
between the employee's residence and the site of thetraining, hotel, meals, and car rental. However, the employee must demonstrate to the
State's satisfaction that the employee successfully completed thetraining program. If the employee does not successfully complete thetraining
program, he/she shall reimburse the State for all training funds spent and the paid time provided to attend the training will be charged to the
employee's accrued annual/personal leave account. If an employee has insufficient leave to cover the
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entire leave period, the remainingtime will be offset against future leave accrual. If an employee voluntarily separates from State service within
one year or if theemployee isterminated for just cause after receiving training under this paragraph, the employee must repay the State the
training expenses asfollows (unlessthe Statein its discretion waives repayment):

Ifothe enpl oyee voluntarily separates from 90 to 120 days after return -
g?;e enpl oynent 0 to 89 days after 121 to 180 days after return -
fgtﬂijrni ng to work, the enpl oyee nust repay 181 to 270 days after return -
—2501/000% 271 to 365 days after return -
10%

b) Upon State approval of an employee's request for a course of training or study, an employee may opt for leave without pay for a period not to
exceed one (1) year to attend an approved course of study. The employee may cash-out any combination of accrued personal or annual leave at
the time theleave commences as if the employee had elected to terminate his/her employment. Upon successful completion and upon return to
State employment the State will reimburse the employee up to alimit of $5,000.00 to pay a portion of the expenses of the program. If the
employee voluntarily separates from State service withinone year from thereturn to State service, or if the employee isterminated for just
cause after receiving training under this paragraph, the employee must repay the State the $5,000.00 as follows:

Ifothe enpl oyee fails to return to 90 to 120 days after return -

le(z;')ssified service or separates from 121 to 180 days after return -

g?zﬁe enpl oyment 0 to 89 days after 181 to 270 days after return -

Eggﬁjrni ng to work, the enployee 271 to 365 days after return -
0

must repay - 100%

The employee must notify his/her supervisor of the desire to return to work thirty (30) calendar days before completion of training or thirty
(30) calendar daysbefore the expiration of theone-year period. If the employee provides timely notification, the employee has theright to
return to the position and pay rate he/she held at the time theleave of absence began.

¢) An employee'sdligibility to request training benefits under paragraphs (&) and (b) begins upon the employee'stransfer to a State position that
isnot covered by the Telecommunications Agreement and endssix (6) monthslater.
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OPTION 3.
1) The State shall makeno agreement impeding any affected employee's opportunity to work for any employer other than the State of Alaska.

2) If an employee accepts an offer of employment from the VVendor, the employee ceases to be a State of Alaska employee and isno longer an
employee under this Agreement.

EFFECT OF AGREEMENT

Nothing in this Agreement binds either Union to the Terms and Conditions of the other Union's collective bargaining agreement and both
Unions are free to reach other agreements on behalf of their members who perform services covered by the Telecommunications Agreement.

The parties intend thisAgreement to be a full and complete settlement of any causes of action, grievances, or any other dispute arising from the
State of Alaska's decision to contract out Comprehensive Telecommunications Services and that decision'simpact on bargaining unit
employees.

DURATION OF AGREEMENT

This agreement takes effect upon the State's issuance of a Telecommunications Agreement pursuant to request for proposal no.
2001-0200-2036. It remains in effect for the length of the Comprehensive Telecommunications Services Agreement.

AMENDMENT OF AGREEMENT
This agreement may be amended. All amendments must be in writing and signed by duly authorized representatives of the parties.
DISPUTES
Disputes over theapplication or interpretation of this Agreement are subject to the grievance/arbitration procedures in the collective bargaining
agreement between the parties. The State of Alaska, Alaska State Employees Association, AFSCME Local 52, and Public EmployeesLoca 71

may agree to trilateral arbitration where the same dispute exists between both unions and the State.

In witness whereof, the parties agree hereto, through their duly authorized representatives, to thisAgreement on this 28 day of August, 2000, at
Anchorage, Alaska.
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FOR THE STATE OF ALASKA: FOR ALASKA STATE EMPLOYEES
ASSCCI ATI ON, AFSCMVE Local 52

/'s/ JAMES DUNCAN /'s/ CHARLES L. O CONNELL,
Janmes Duncan, Deputy Commi ssioner Charles L. O Connell,
Departnent of Adnministration Busi ness Manager

FOR PUBLIC EMPLOYEES Local 71

/'s/ JAMES ASHTON

Janes Ashton
Assi st ant Busi ness Manager
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D.2--LIST OF DESIGNATED EMPLOYEES

CUSTOVER SERVI CES HELP

26531 ADM N CLERK |1 G=3
26625 DATA PROC TECH | GGL3
26613 DATA PROC TECH | &Gl3
NETWORK SERVI CES
26524 DATA COW SPEC | | Gx21
26508 DATA COW SPEC | GGl9
26414 DATA COW SPEC | GGE9
26510 DATA COW SPEC | GGl9
26518 DATA COW SPEC | GGl9
26509 DATA COW SPEC | GGl9
NODE MANAGEMENT
23087 COWM ENG | G2
23104 COW ENG ASSQOC | GGlL9
23107 COW ENG ASSQC | GGl9
23053 MAI NT SPCLST I | LTC51
ELECTRONI C MAI NTENANCE
23011 MAI NT SPCLST I11 LTC50
23061 MAI NT SPCLST |11 LTC50
23012 MAI NT SPCLST |1 LTC51
23013 MAI NT SPCLST || LTC51
23016 MAI NT SPCLST I | LTC51
23020 MAI NT SPCLST I | LTC51
23028 MAI NT SPCLST I | LTC51
23030 MAI NT SPCLST || LTC51
23032 MAI NT SPCLST I | LTC51
23033 MAI NT SPCLST I | LTC51
23042 MAI NT SPCLST I | LTC51
23043 MAI NT SPCLST || LTC51
23050 MAI NT SPCLST I | LTC51
TOTAL DESI GNATED EMPLOYEES 26
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SCHEDULE E -- SERVICE LEVEL AGREEMENTS (SLAS)
E.1 ALL BUNDLES--SERVICE LEVEL AGREEMENTS (SLAS)

The SLAsfor Telecommunications are categorized into the following sections:
Trouble Resolution, System Performance, and Operations and Administration. Detailed descriptions of the State's telecommunications SLAs
are documented in the Appendix E.2. The State will expect Provider to comply with SLAS.

System Performance Categories are:
Availability

Response Time

Throughput

Error Rate

Security

Service Performance Categories are:
Provisioning and Fulfillment

Help Desk

Problem Resolution
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E.2 SPECIFIC SERVICE LEVELS

SYSTEM PERFORMANCE

# CATEGORY HOURS
AVAI LABI LI TY
1. Bundle 1: Wred
Tel ephony
Level 3
2. Bundle 1: Wred
Tel ephony -- High
Avail ability
Level 2
3. Bundle 1: Wred

Tel ephony -- Critical
State

Tel ecomuni cati ons
Level 1

24x7x365

24x7x365

24x7x365

SERVI CE LEVEL

99. 8% System wi de

avail ability excl uding
St ate approved schedul ed
downt i ne.

99. 99% Syst em wi de

avail ability excl uding
State approved schedul ed
downt i ne.

99. 999% Syst em wi de
avail ability excl uding
State approved schedul ed
downt i ne.

L ! —

MEASUREMENT DEFI NI TI ON

Actual uptine as a
percentage of schedul ed
upti me.

Actual uptine as a
percent age of schedul ed
upti ne.

Actual uptine as a
percent age of schedul ed
upti ne.
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The "Systent is equal to the
aggregate of the State's voice
desktop instrunents, access
circuits (trunks) feature sets,
voi ce mail systens, |ong

di stance access. Systemis
consi dered unavai | abl e upon
failure of any key conponent
(e.g., CallManager(TV, WAN
circuit, data router, Ethernet
switch) that prevents a site
fromusing the System

The "Systemt is equal to the
aggregate of the State's voice
desktop instrunments, access
circuits (trunks) feature sets,
voice mail systens, |ong

di stance access. Systemis
consi dered unavai |l abl e upon
failure of any key conponent
(e.g., CallManager(TV, WAN
circuit, data router, Ethernet
switch) that prevents a site
fromusing the System

The "Systent is equal to the
aggregate of the State's voice
desktop instrunments, access
circuits (trunks) feature sets,
voi ce mail systens, |ong

di stance access. Systemis
consi dered unavai |l abl e upon
failure of any key conponent
(e.g., CallManager(TV, WAN
circuit, data router, Ethernet
switch) that prevents a site
fromusing the System



SYSTEM PERFORMANCE

CATEGORY

Bundle 1: Wred

Tel ephony -- Critical
State

Tel ecommuni cati ons,
Di versity Mandat ed
Level 1A

Bundl e 2: Data
Net wor k Servi ces
Level 3

Bundl e 2: Data

Net wor k Services --
High Availability
Level 2

Bundl e 2: Data

Net wor k Servi ces
Critical State

Tel ecommuni cati ons
Level 1

Bundl e 2: Data

Net wor k Servi ces
Critical State

Tel ecommuni cati ons,
Di versity Mandat ed
Level 1A

SERVI CE
HOURS

24x7x365

24Xx7x365

24x7x365

24x7x365

24x7x365

SERVI CE LEVEL

99. 999% Syst em wi de
avail ability excluding
State approved schedul ed
downt i ne.

99. 8% Syst em wi de

avail ability excluding
State approved schedul ed
downt i ne.

99. 99% Syst em wi de

avail ability excluding
State approved schedul ed
downt i ne.

99. 999% Syst em wi de
avail ability excluding
State approved schedul ed
downt i ne.

99. 999% Syst em wi de
avail ability excluding
State approved schedul ed
downt i ne.

DL ' —_—

MEASUREMENT DEFI NI TI ON
Actual uptinme as a
percent age of schedul ed
upti ne.

Actual uptinme as a
percent age of schedul ed
upti ne.

Actual uptinme as a
percent age of schedul ed
upti ne.

Actual uptine as a
percent age of schedul ed
upti ne.

Actual uptinme as a
percent age of schedul ed
upti ne.
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The "Systeni’ is equal to the
aggregate of the State's voice
desktop instrunments, access
circuits (trunks) feature sets,
voi ce mail systens, |ong

di stance access. Systemis
consi dered unavai |l abl e upon
failure of any key conponent
(e.g., CallManager(TM WAN
circuit, data router, Ethernet
switch) that prevents a site
fromusing the System

The "Systeni’ is equal to the
aggregate of Provider provided
or managed Custoner Edge

devi ces, Provider Edge devices
used for the Services, and

Provi der Core devices. Systemis
consi dered unavai |l abl e upon
failure of any key conponent
(e.g., WAN circuit, data router,
Et hernet switch) that prevents a
site fromusing the System

The "Systeni’ is equal to the
aggregate of Provider-provided
or managed Custoner Edge

devi ces, Provider Edge devices
used for the Services, and

Provi der Core devices. Systemis
consi dered unavai |l abl e upon
failure of any key conponent
(e.g., WAN circuit, data router,
Et hernet switch) that prevents a
site fromusing the System

The "Systeni’ is equal to the
aggregate of Provider-provided or
managed Custoner Edge devi ces,
Provi der Edge device used for the
Services, and Provider Core

devi ces. System is considered
unavai |l abl e upon failure of any
key conponent (e.g., WAN

circuit, data router, Ethernet
switch) that prevents a site
fromusing the System

The "Systeni’ is equal to the
aggregate of Provider-provided
or managed Custoner Edge

devi ces, Provider Edge devices
used for the Services, and

Provi der Core devices. Systemis
consi dered unavai | abl e upon
failure of any key conponent
(e.g., WAN circuit, data router,
Et hernet switch) that prevents a
site fromusing the System



SYSTEM PERFORMANCE

9. Bundl e 3: Video
Conf er enci ng
Level 3

10. Bundle 3: Video
Conferencing --
Avai l ability
Level 2

Hi gh

11. Bundle 3: Video
Conferencing Critical
State
Tel ecommuni cati ons
Level 1

12. Bundle 3: Video
Conferencing Critical
State
Tel ecommuni cati ons,

Di versity Mandat ed
Level 1A

SERVI CE
HOURS

24x7x365

24x7x365

24X7x365

24X7x365

SERVI CE LEVEL

99. 8% System wi de

avail ability excluding
State approved schedul ed
downt i ne.

99. 99% System wi de

avai l ability excluding
St ate approved schedul ed
downt i ne.

99. 999% Syst em wi de
avail abi lity excluding
State approved schedul ed
downt i ne.

99. 999% Syst em wi de
avail ability excluding
St ate approved schedul ed
downt i ne.

DL ' —_—

MEASUREMENT DEFI NI TI ON
Actual uptinme as a
percent age of schedul ed
upti ne.

Actual uptine as a
percent age of schedul ed
upti nme.

Actual uptine as a
percent age of schedul ed
upti ne.

Actual uptine as a
percentage of schedul ed
upti nme.
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The "Systeni’ is equal to the
aggregate of the State's H 323
vi deoconference units and MCUs,
Provi der - provi ded or nmanaged
Cust oner Edge devices, Provider
Edge devices used for the
Services, and Provider Core
devi ces. System is considered
unavai | abl e upon failure of any
key conponent (e.g., WAN
circuit, data router, Ethernet
switch) that prevents a site
fromusing the System

The "Systeml is equal to the
aggregate of the State's H 323
vi deoconference units and MCUs,
Provi der - provi ded or nanaged
Cust oner Edge devices, Provider
Edge devices used for the
Services, and Provider Core
devi ces. System is considered
unavai |l abl e upon failure of any
key conponent (e.g.,

circuit, data router, Ethernet
switch) that prevents a site
fromusing the System

The "Systent is equal to the
aggregate of the State's H 323
vi deoconference units and MCUs,
Provi der - provi ded or nanaged
Cust oner Edge devices, Provider
Edge devices used for the
Services, and Provider Core
devi ces. System is considered
unavai |l abl e upon failure of any
key conponent (e.g., WAN
circuit, data router, Ethernet
switch) that prevents a site
fromusing the System

The "Systeni’ is equal to the
aggregate of the State's H 323
vi deoconference units and MCUs,
Provi der - provi ded or nmanaged
Cust oner Edge devices, Provider
Edge devices used for the
Services, and Provider Core
devi ces. System is considered
unavai | abl e upon failure of any
key conponent (e.g., WAN
circuit, data router, Ethernet
switch) that prevents a site
fromusing the System



SYSTEM PERFORMANCE

13. Bundl e 4: Paging
Servi ces: Urban
Locations of
Anchor age, Fai r banks
and Juneau

14. Bundle 4: Paging
Services: Al other
Locati ons

15. Bundle 5: Cellular
Servi ces

16. Bundle 6: Satellite
Br oadcast

Programm ng Vi deo and
Audi o Levels

17. Bundle 8: SATS
M crowave

18. Bundle 10: Earth
Station Mi ntenance
RESPONSE TI ME

19. Dial Tone Access

20. Voice Call Setup
Del ay
THROUGHPUT

21. Data Transmi ssion

22. Bundle 1: Wred
Tel ephony Voi ce
System Cal | Bl ocki ng

24x7x365

24x7x365

24x7x365

24X7X365

24X7X365

24X7x365

24X7x365

24X7x365

24x7x365

24X7x365

SERVI CE LEVEL

99. 8% System wi de
availability, excluding
schedul ed downti e

97% System w de
avail ability, excluding
schedul ed downti e

99. 8% Syst em wi de
avail ability, excluding
schedul ed downti e

99.99% wi t hi n defi ned
paraneters for Audio and
Video Level s

99. 8% System wi de

avai l ability excluding
State approved schedul ed
downt i ne.

99% wi thin 1 second of an
of f-hook condition.

99% of calls ring within

1 second of last digit
depr essed.
99.9% of Intrastate traffic

transm ssions |ess than 85nms

for transports other than
satellite or terrestrial

m crowave, |ess than 600ns
100 s for terrestrial

No nore than 1% during
peak calling periods

MEASUREMENT DEFI NI TI ON

Actual uptinme as a
percent age of schedul ed
upti ne.

Actual uptinme
per cent age of
upti nme.

as a
schedul ed

Actual uptinme
per cent age of
upti nme.

as a
schedul ed

EBNO of not |ess than
5.5 db and a carrier to
noi se ratio of 75.23
db/hz m ni mum

Actual uptinme
per cent age of
uptine

as a
schedul ed

as a
schedul ed

Actual uptine
per cent age of
upti ne.

Nunber of calls

achi eving dial tone

within 1 second as a
percentage of all

of f-hook conditions

Nunber of call's achieving
setup within 1 second as a

percentage of all calls
pl aced
Nunber of round trips

conpleting in target
tinefrane or less as a
percentage of all
roundtrips

Nunber of calls blocked
or experiencing service
busy as a percentage of
all calls

231

DL ' —_—

2002.

EDGAR Online, Inc.

Carrier to noise ratio is
nmeasured fromthe Service
Center.

The "Systent’ is equal to the
aggregate of those services
provi sioned on the SATS

m crowave system Systemis
consi dered unavai | abl e upon
failure of any key SATS Network
El enent that prevents an

End- User from using the system

Sanpl i ng pl an acceptable to both
the State and Provider to be
described in the Standards and
Procedures Manual . Any | ocation
that fails to neet SLAs at the
Cutover Date will be subject to
establ i shment of a separate site-
speci fic SLA subject to approval
of the Parties.



SYSTEM PERFORMANCE

23. Bundle 5: Cellular
Tel ephone

Voi ce Call Bl ocking

24. Bundle 6: Satellite
Br oadcast

ERROR RATE

25. Bundle 1 Wred
Tel ephony

26. Bundle 1

27. Bundl e 2

28. Bundl e 2

29. Bundl e 3

30. Bundl e 3

31. Dat a Services

24X7X365

24Xx7x365

24X7x365

24x7x365

24x7x365

24x7x365

24x7x365

24X7x365

24x7x365

SERVI CE LEVEL

Not | ess than P.03 G ade
of Service on Cal
Oigination

Bit Error Rate of 99. 9%

Packet | oss of not nore
than .5% of all packets
traversing the Network.

Jitter shall not exceed

50ns

Packet |oss of not nore
than .5% of all packets
traversing the Network
Jitter shall not exceed
50ms

Packet |oss of not nore
than .5% of all packets
traversing the Network

Jitter shall not exceed

50ns

The netrics nmay vary
dependi ng upon the
transport protoco

DL ' —_—

MEASUREMENT DEFI NI TI ON
Nunmber of call's bl ocked
or experiencing service

busy as a percentage of
all calls

Measur enent of BER
shall be equal to or
better than 1 X 10/\-6

Measured from Provider
denmarcation to Provider
demar cati on

Measured from Provider
demarcation to Provider
demar cati on

Measured from Provider
demarcation to Provider
denar cati on

Measured from Provider
demarcation to Provider
denar cati on

Measured from Provider
demarcation to Provider
denar cati on

Measured from Provider
demarcation to Provider
denar cati on
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Statistics reported by ACS
Service Center based on cel
swi tch performance netrics
gat hered by Provider

Conditions to be defined in
the Standards and Procedures
Manual

Measur ement poi nts and
procedures to be described in
the Standards and Procedures
Manual

Measur enent poi nts and
procedures to be described in
the Standards and Procedures
Manual

Measur ement points and
procedures described in the
St andards and Procedures Manua

Measur ement points and
procedures described in the
St andards and Procedures Manua

Measur ement points and
procedures to be described in
the Standards and Procedures
Manual

Measur ement points and
procedures to be described in
the Standards and Procedures
Manual

Sui t abl e performance netrics
to be determ ned. See Note #13.



SYSTEM PERFORMANCE

# CATEGORY

32. Bundle 8: SATS

M crowave
SECURI TY

33. Network Intrusion
Det ecti on System
Level 3

34. Network Intrusion
Det ection System --
Hi gh Availability
Level 2

35.  Network Intrusion
Det ection System --
Critical State
Tel ecommuni cati ons
Level 1

36. Network Intrusion
Detection System --
Critical State
Tel ecomuni cat i ons,
Di versity Mandat ed
Level 1A

37. Security related MAC

SERVI CE
HOURS

24x7x365

24x7x365

24x7x365

24x7x365

24x7x365

24X7x365

SERVI CE LEVEL

99. 8% System wi de

avai l ability excluding
State approved schedul ed
downt i ne.

99. 99% System wi de

avail ability excluding
State approved schedul ed
downt i ne.

99. 999% Syst em wi de
avail ability excluding
State approved schedul ed
downt i ne.

99. 999% Syst em wi de

avai l ability excluding
St ate approved schedul ed
downt i ne.

98% of MAC perfor ned
within 2 hours for the
restricted VLAN switch or
other security related
activities.

L ! —

MEASUREMENT DEFI NI TI ON

Radi o route outage points
considered to be at a
BER>1x10- 6, unfaded BER
per f or mance>1x10- 10 The
threshold error rate for
propagati on outages on radio
routes will be considered to
be 1x10-6 but the error Rate
on radio hops is
probabilistic with the rate
bei ng bel ow 1x10-10 for
normal unfaded conditions
That exist the vast mpjority
of the tine. Unfaded
operation will be at a
BER>1x10- 10.

Actual uptinme
per cent age of
upti ne.

as a
schedul ed

Actual uptine
per cent age of
upti ne.

as a
schedul ed

Actual uptinme as a
percent age of schedul ed
upti ne.

Actual uptinme
per cent age of
upti nme.

as a
schedul ed

Conpl eted Security MACs
conpl etion duration as a
percentage of total
requests. Measured on a
mont hly basis.
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A "security related" MAC is
one that the State security
| ead, their designee or the
State project manager
determne is related to
security. Security related
issues are intended to take
the highest priority.



SYSTEM PERFORMANCE

38.

SERVI CE
CATEGORY HOURS
Security Incident 24X7X365

Response

SERVICE PERFORMANCE

#

39.

40.

41.

42.

43.

Servi ce Request
Response -- |ength of
time to eval uate
servi ce requests and
provi de schedul e and
cost estimates

O der Fulfill ment

| MACD (I nstall, Mbve,
Add, Change,

(Del etions) Service
Conpl etion

| MACD Conpl eti on
Confirmation Call

Vi deo Conf erence
Staff Support

Bundl e 3: Video

Conf erenci ng Services

SERVI CE LEVEL

Security Incident
response mnust be

expedi ted and perfornmed
Provider wll:

24X7x365.

a) recogni ze or

MEASUREMENT DEFI NI TI ON
100% or all security
incidents are responded
to and reported within
24 hours.

Parties will conduct Root Cause
Anal ysis of a Security Incident.
Parties will agree on what is
continuously nonitored and those

ot herwi se acknow edge the

incident within 5

m nut es

b) Initiate pre-planned
response within 15

m nutes or begin

devel oping a plan
responding within
m nut es

7:00 a.m -
5:00 p.m
Monday -

Fri day,

excl udi ng
State holidays

7:00 a.m -
5:00 p.m
Monday - -

Fri day,

excl udi ng
State holidays

7:00 a.m -
5:00 p.m
Monday - -

Fri day,

Excl udi ng
State holidays

7:00 a.m -
5:00 p.m
Monday - -

Fri day,

Excl udi ng
State holidays

7:00 a.m - Standard Order: 1 day
5:00 p.m Rush Order: 4 hours
Monday - - Emer gency: as needed
Fri day,
excl udi ng
State holidays
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for
30

SERVI CE LEVEL

90% of schedul e and
cost estimates to be
submitted within 10
busi ness days after
recei ving request;
100% within 30

busi ness days

98% of orders
fulfilled within

Provi der specified

ti meframes as approved
and accepted by the
State.

98% of | MACDs

conpl eted within
schedul e negoti at ed
bet ween State and
Provi der.

98%wi thin 2 hours of
conpl etion.

alarms will be reported in

accordance with Section 19.

MEASUREMENT DEFI NI TI ON

Nurmber of Service Requests
responded to w thin
specified tinefranes as a

percentage of all Service
Requests received

Nunmber of orders
fulfilled within

Provi der specified

timeframe as a
percentage of the total

nunber of orders
fulfilled
Nunber of | MACDs

conpleted within

schedul ed tinefrane as

a percentage of the total
nunber of | MACDs attenpted

Nurber of conpletion
confirmation calls
performed within 2
hours as a percentage
of the total nunber of
conpl etion confirmation
calls placed.

I nc.




SERVICE PERFORMANCE

#
SERVI CE
44.

45.

46.

47.

First Call Problem
Resol ution Rate

Di spatch Confirmation
call

Aver age Speed to
Answer

Cal | Abandonnent Rate

PROBLEM RESOLUTI ON

48.

49.

50.

Priority 1 - Mssion
Critical |Inpact

Priority 2 - Major
I npact (multiple User
Locati ons down)

Priority 3 - Mderate
I npact (single User
Locati on down)

24x7x365

24x7x365

24x7x365

24X7x365

24x7x36

24X7x365

7:00 a.m-5:00
p. m Monday- -
Fri day,

excl udi ng
State
hol i days

DL ' —_—

SERVI CE LEVEL

Al calls not requiring
di spatch are closed, in
the perspective of the
custonmer, within 30
m nut es:
- 60% during nonths
1 and 2
- 70% during nonths
3 and 4
- 80% begi nning nonth 5
- 85% beginning in
nonth 6

99% wi t hin 15 mi nutes

for Mssion Critical
functions

99% within 1

hour for all other
functions

99% within 1 mnute

No nore than 5%

95% wi thin 4
99% wi thin 8

99% wi thin 8 hours

99% by the end of the
next business day

MEASUREMENT DEFI NI TI ON

Nunber of probl ens
resol ved during the
first call as a
percentage of the total
nunber of calls placed

The nunber of dispatch

confirmation calls placed
within specified timefrane

for each category as a
percentage of the total

nunber of confirmation calls
placed within that category.

Nunber of calls answered
within 1 minute as a
percentage of the total
nunber of calls answered

Nunber of abandoned
calls as a percentage
of the total nunber of
calls

Nunber of probl ens
resol ved (including
tenmporary "fixes")
within timeframe as a
percentage of the total
nunber of problens at
this priority

Nunber of probl ens
actual |y resol ved
within timeframe as a
percentage of the total
nunber of problens at
this priority

Nunber of probl ens
actual ly resol ved
within tineframe as a
percentage of the total
nunber of problens at
this priority
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"Call" includes all fornms of

real -time and asynchronous
contact including electronic
trouble reports, etc. Mnths are
nmeasured fromthe Cutover Date
as defined in Schedule A 3 for
Service Bundle 7

Notification calls placed to end
user of approximate time for
techni cian response to service
call requiring technician

di spat ch.

An "abandoned" call is one
whi ch has entered the

queue, but the caller
"hangs up" before the call
is answered.

Measured via Hel p Desk
sof t war e

Measured via Hel p Desk
sof t war e

Measured via Hel p Desk
sof tware



SERVICE PERFORMANCE

51.

52.

53.

54.

55.

Priority 4 - Mnor

I npact (single User
Location affected;
wor kar ound avai | abl e)

Repeat Calls for

Servi ce

Bundl e 6: Satellite
Service, Gade 1
Progr ammi ng

Mean Tine to Fault
Di agnosi s

(MTFD) - conpl etion of
progr ammi ng

di agnostic testing

Bundl e 6: Satellite
Service, Gade 2

Pr ogr amm ng

Mean Time to Fault
Di agnosi s

(MIFD) - conpl eti on of
pr ogr anmm ng

di agnostic testing

Bundl e 6: Satellite
Service, Grade 3
Progr amm ng

Mean Time to Fault
Di agnosi s

(MTFD) - conpl etion of
pr ogr anmm ng

di agnostic testing

SERVI CE
HOURS

7:00 a.m-5:00 99% within 5

SERVI CE LEVEL

p. m Monday-- business days

Fri day,

excluding State

hol i days

24x7x365 No nore than 2%

A grade 1 95% of faults diagnosed

service is a within 3 nminutes
I'ive broadcast
desi gnated as

t he hi ghest
priority by the
State, Tines
are schedul ed,
progr amm ng
general ly runs
7:00 amto

10: 00 pm
Weekdays, sone
Weekend hours

A grade 2 95% of faults diagnosed
service is a within 5 mnutes
program

desi gnated by
the State to
be of special

i nportance.
Tines are
schedul ed,
progr anm ng
general ly runs
7:00 amto

10: 00 pm
Weekdays, sone
Weekend hours

A grade 3
service is a
normal service
broadcast with
no speci al
priority

assi gned.

St andar d
7X24X365

Servi ce Center
support

appl i es.

95% of faults diagnosed
within 10 minutes

IVEASUREMENT DEFI NI TI ON
Nunber of probl ens
actual ly resol ved
within timeframe as a
percentage of the total
nunber of problens at
this priority

Nurmber of repeat calls
as a percentage of the
total nunber of calls

Di agnostic tests to be
defined in the

St andards and

Procedur es Manual

Di agnostic tests to be
defined in the

St andards and
Procedur es Manual

Di agnostic tests to be
defined in the

St andards and
Procedur es Manual
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Provi der provi des system
whi ch
categorizes/prioritizes
calls and reports call
closure statistics.
Measured via Hel p Desk
sof tware

Repeat call is defined as
arecurring failure of the
sanme device, or request
for same service, within
30 days. Measured via Help
Desk software



SERVICE PERFORMANCE

56.

57.

58.

59.

Bundl e 8: SATS

M crowave: Priority
1-Mssion critical-A
SATS route segnent is
conpl etely out of
service and multiple
users are affected.

Bundl e 8: SATS
M crowave: Priority
2-Maj or | npact-A SATS

network element is
down affecting
service to multiple
users.

Bundl e 8: SATS

M crowave: Priority
3-Moderate inpact-A
SATS network el enent
is down affecting
service to a single
user

Bundl e 8: SATS

M crowave: Priority
4-M nor inpact-Single
user affected,

wor kar ound avai | abl e

SERVI CE
HOURS

24x7x365

24X7x365

7:00 a.m-5:00

p.m,
Monday- Fri day
excl udi ng

SERVI CE LEVEL

95% wi thin 4 hours;
within 8 hours

99%

99% wi thin 8 hours

99% by the end of the
next business day

State Hol i days

7:00 a.m-5:00 99% wi thin 5 business

p.m,
Monday- Fri day

excluding State

Hol i days

MEASUREMENT DEFI NI TI ON
Nunber of probl ens
resol ved (1 ncluding
tenporary "fixes")
within tineframe as a
percentage of the total
nunber of problens at
this priority

Nunber of probl ens
actual |y resol ved
within timefrane as a
percentage of the total
nunber of problens at
this priority

Nunber of probl ens
actual |y resol ved
within timefrane as a
percentage of the total
nunber of problens at
this priority

Nunber of probl ens
actual |y resol ved
within timefrane as a
percentage of the total
nunber of problens at
this priority
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I nc.

Wien tenporary fixes are
impl enented, an estinated
timefrane for a pernanent
resolution is to be
provided. Effort to
restore service wll
continue until successful
and wi I | not be
constrained by nornal
hours.

wor k

Effort to restore service
will continue until
successful and will not be
constrained by normal work
hours.

Servi ce Center
syst em whi ch
categorizes/prioritizes
calls and reports call
closure statistics.

provi des



SLA AND REPORT SPECIFIC REQUIREMENTSAND AGREEMENT ITEMS:
1. Invoice and hilling report to be available no later than end of the 10th business day fromthe close of thehilling cycle.

2. Provider will develop and implement a methodology for respondingto State billing inquiries suchthat within 30 daysof the Effective Date,
all billing inquires are answered with 10 working days.

3. Not later than E Day -- 60 days, Provider will develop and provide the methodology for monitoring, measuring and reporting service
performance. The methodology isto include definition of the measurement criteria and escalation criteria and procedures.

4. Service volumes and levels are to be measured and reported on a calendar month basis. In addition to the current reporting month, SLA
reports are to display arolling twelve-month history.

5. In addition to reporting service volumes and levels on amonthly basis, Provider isto track daily activity volumes for those Services
identified by the State. The State intends to use this information to identify activity peaks and valleys.

6. Provider will coordinate security audits at least annually.
7. Provider will provide call datarecord report on request of State within 10 business days of the request.

8. Provider to provide toll free telephone lines in adequate quantity to handle call volume and ACD system to record call date, time and
duration information.

9. Provider will meet all State security requirementsfor access to systems and facilities.
10. Provider will categorize and prioritize calls, and provide call closure statistics.

11. Provider will track and provide areport of all calls abandoned per SLA.

12. All SLAswill be measured and reported on a monthly basis.
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E.3-MISSION CRITICAL SERVICES

The following table lists those communications services and/or telecommunications components that the State deems as "Mission Critical" and,

therefore, require Provider's highest Class of Service and quickest problem resolution times as designated in Schedule E.2.

Depart nent
Depar t ment
Depart ment

Depar t ment
1 TG

Depar t ment
I TG

of
of
of

of

of

Admi ni stration
Admi ni stration
Admi ni stration

Adnmi nistration -

Admi nistration -

Al aska Housi ng Fi nance
Cor por ati on

Al aska Housi ng Fi nance
Cor poration

Al aska Housi ng Fi nance
Cor por ati on

Al aska Per manent Fund
Cor poration

Al aska Per manent Fund
Cor poration

Community & Econom ¢ Devel opnent

Conmuni ty
Conmuni ty
Conmuni ty
Conmuni ty

Conmuni ty

& Economi ¢
& Econoni ¢
& Economi ¢
& Econoni ¢

& Economi ¢

Devel opnent
Devel opnent
Devel opnent
Devel opnent

Devel oprent

Al aska Pi oneer Hones (general)
Vehicl e and Driver Licensing
Retiree Payroll

Network Services -- data

network and internet connectivity

SATS M crowave System-- All

Payrol | Check Processing

El ectronic transfer of funds

Accounts Recei vabl e/ Account s
Account s

Al'l investnment and finance
related activities

Board of Trustee neetings
and packet production

I nsurance Licensing intine
of emergency

Bradl ey Lake Hydro
Larsen Bay Hydro
Hydr o

Al aska Intertie

Four Dam Pool

Al aska Rail road

kY 2 - f——

Check Processing

2002.

FUNCTI ONAL DESCRI PTI ON

Including two way radi os and pagers.

Transports Safety of Life communications fromtwo-way radio
repeaters to PSAPs and | ocal emergency nedical response
servi ces

Penal ties apply if m ssed.

Federal fund receipt (HUD, DOE, etc.) Bond paynents.

Downl oadi ng interest rate for each day. Loan commitnment
fees, Payable grant funding (receipts and paynents)
Low I ncone Rental deposits / paynments, bond paynents,

short-term securities / transfers.

I nvest nents, anal ysis,

including pricing and analytic data feeds, trades,
transactions and e-mail

trades and i nformation exchange
bank

Preparation for and activities during APFC Board of
Trust ee neetings

Al'l aspects of Licensing Insurance Producers,
MEAs, TPAs, R Ms, and RIBs

SLBs, ADJs,

Hydro-el ectric power plant
Hydro-el ectric power plant
Hydro-el ectric power plant (Sale pending in 2002)

Hydro-el ectric power plant
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Depart nent of

Depart nent of
Conservati on

Depart nent of
Conservation

Depart nent of

Ofice of the
Depart nent of
Servi ces

Depart nent of

Servi ces

Depart nent of
Servi ces

Depart nent of
Servi ces

Depart nent of
Servi ces

Depart nent of

Depart nent of

Depart nent of

Depart nent of

Corrections

Envi ronnent al

Envi ronnent al

Fish & Gare

Cover nor

Heal th & Soci al

Heal th & Soci al

Heal th & Soci al

Heal th & Soci al

Heal th & Soci al

Labor

Law

Law

Mlitary &

Veterans Affairs

=

Department o

Depart nent of

Depart nent of

Depart nent of

Depart nent of

Nat ural Resources

Nat ural Resources

Public Safety

Public Safety

Revenue

Tel econmuni cati ons i nsi de
and between all correctional
facilities.

Conmuni cations System for
Ener gency Response

Anal ysi s of environmental
sanpl es in an energency
response

Conmmuni cations (Field,
Rermote) to all vessels and
aircraft (radios/|oran)

El ections processing -- data
conmuni cations and tel ephones

Fami |y and Youth Services -
Youth Detention Facilities

Fam |y and Youth Services -
Famly Services, Child
Protection Services

Al aska Psychiatric Institute

Public Health Laboratories

Energency Medical Services

Unenpl oynent Benefits System

Prosecution of Crimnals

Al'l Comrunications in Child
Protection Cases

Al'l communi cations to DWA
facilities including National
Quard

Wl dl and Fire Suppression Systens
Fi el d Radi o and Mbil e Repeater

Syst enms

Al aska Public Safety
I nformation Network

PSAP Public Safety Answering
Poi nts

Col I ection of state revenues
and agency receipts and
di sbursenent of state funds.

L ! —

2002.

FUNCTI ONAL DESCRI PTI ON

Twel ve Correctional Institutions, And Their Security,
Central Perimeter Fences, Card Entry/Exit Systens,
Monitoring Systems, Health and Life/ Safety Systens

Uses autonated tel ephone interactive voice response units
in Anchorage, Fairbanks and Juneau to allow cl ai nants
statewide to file clainmns.

This involves telnet access to Police Department and AJIS data
base information about outstanding crimnal warrants. Wt hout
the data base access, crininals could be inproperly rel eased
from cust ody.

Communi cation link with national databases
Coordinates critical Safety of Life communications/911
Energency Dispatch Centers in Kenai and Fairbanks

This function makes extensive use
of electronic funds transfers.
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Depar t ment

Depart ment

Depart nent

Depart nent

Uni versity

Uni versity

of

of

of

of

of

of

Revenue

Revenue

Revenue

Transportation

Al aska

Al aska

Treasury

Per manent Fund Divi dend
appl i cation and paynent
processi ng

Process Child Support Paynents

Al'l communi cations on Marine

H ghway Systenfvessel and shore
facilities, and airport facilities
in Anchorage and Fail r banks

Satel lite interconnect
servi ce/ equi pnent

Net wor k connections between
Uni versity campuses

FUNCTI ONAL DESCRI PTI ON

Portfolio Managenment -- this includes sending trades
electronically and support for |eased |ine connections wth
a variety of providers; TIME is an issue as well. W are
dealing with the NY nmarkets -- systens cannot be "down for

routine naintenance" at 4 amjust because nobody else in the
State is working.

Di vi dend processing application is considered nission
critical fromJanuary 1 through March 31. Dividend paynent
processing is considered mssion critical from Septenber 15
to Cctober 15.

This includes electronic funds transfers as well as paynents
and is critical as delays can cause custodial parents to go
wi t hout necessary funds to provide for the child s welfare.
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E.4 - CRITICAL EVENTS

The following time periods represent recurring events in the State's yearly business cycle that will require additional telecommunications
support. Most of thefollowing periods are accompanied by higher than normal traffic volumes; several require specia support for critical
communications, particularly at the close of theindicated period whenresponse timeis often of the essence. Where possible, the State has
identified the calendar period affected. Many of the following events occur at irregular intervalsthroughout the year and are so indicated.

EVENT TI ME PERI OD
Fiscal Year Qosing Jul ylAugust 31
Primary and Ceneral Elections Vari abl e
Statewide Ballot Initiative Votes Vari abl e
Begi nning and End of Legislative Session January and April/ My
Per manent Fund Application Processing January 1 -- March 31
T{Sarmanent Fund Dividend Distribution Sept enber 15 -- Cctober
Process majority of state revenue receipts Last day of each nonth
Uni versity Registration Deadlines Vari abl e
Visitor and Tourism peaks Summer
Fire Season Sunmer, Early Fall
Annual Opening of Marine H ghway Reservation System January
Cal endar Year d osing January
Federal fiscal year end Cct ober
Any tine of State energency Vari abl e
Di saster Recovery Testing Twi ce Yearly
O hers As Arranged in Advance
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SCHEDULE F -- INCENTIVESAND FEE REDUCTIONS
A.WIRING INCENTIVE

The Parties wish to complete the necessary cable infrastructure upgrades to Category 5 wiring asefficiently aspossible, and within the
$3,420,000 Wiring and LAN Infrastructure Investment allowance (the "Budget") described in Section

2.3.1 of the Agreement. Therefore, the Parties agree to provide an incentive to Provider to assist the State in meeting this objective by sharing
the savingsthat may be realized from having the cable infrastructure upgrades completed within the Budget. In the event there isaresidual
Budget balance that remainsunspent by Provider upon completion of thewiring additions or replacements necessary to support the transformed
Network, 50% of the residual Budget balance shall be returned to Provider asan incentive. The remaining 50% of theresidual Budget balance
shall be used by the State for other infrastructure upgrades, as the State deems appropriate.

B. INCENTIVE FOR EARLY TRANSFORMATION

The Parties believe that it isin their joint best interests to have the Transformed Services available as soon as possible. Therefore, the State
agrees to provide an incentive to Provider to encourage early delivery of the Transformed Services. In the event the Transformed Services are
available to the State at least 60 days before the scheduled duedate set forth in Schedule A.3, Table of Milestones and Deliverables ("Due
Date"), the State shall pay Provider $400,000, and an additional $200,000 for each additional thirty (30) day period before the Due Date. In
furtherance of thisobjective, the State shall offset from the Feesotherwise due to Provider, $400,000 if the Transformed Services are delivered
more than sixty (60) days after the Due Date, and shall offset an additional $200,000 for each successive thirty (30) day period thereafter.

If, during the Transition or Transformation Periods, aForce Majeure Event occurs under the conditions set forth in Section 14.4, al incentives
and fee reductions set forth in this Schedule F, Part B, shall be cancelled.

DEFINITIONS
AT-RISK AMOUNT
"At-Risk Amount”" means theamounts stated in Schedule F1.
MEASURING PERIOD FOR CRITICAL SLAs

"Measuring Period" means themonthly period in which a given Critical SLA, asidentified in Schedule F1, is measured. The Measuring Period
for each Critical SLA shall commence onthe Final Cutover Date.

FEE REDUCTIONS

In theevent of any Failurewith respect to a Critical SLA, a Fee Reduction will be imposed on Provider equal to the At-Risk Amount for such
Critical SLA.
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INCENTIVES

Provider may earn an Incentive equal to one hundred percent (100%) of the Fee Reduction corresponding to a particular Critical SLA if, inany
four (4) consecutive Measuring Periods, no Failure occursas to that Critical SLA. If a Critical SLA ismodified as described in Section 2.4 of
the Agreement, thefour

(4) consecutive Measuring Period requirement prior to earning an Incentive will apply to such modified Critical SLA as of the date the

modified Critical SLA was approved by the Management Committee.
FEE REDUCTION/INCENTIVE POOL

All Fee Reductions and Incentives with respect to the Critical SLAs shall be accountedfor in apool. At the end of each Contract Y ear, the
Parties shall perform atrue-up of the pool, which, in accordance withthe chart set forth below, may result in a payment by the State to Provider
of Provider's earned Incentives or the application of a Fee Reduction credit (or refund, if in the last Contract Y ear) to the State's next payment
with respect to the Annual Services Charge. After such annual true-up, the pool shall be reset to zero.

CRI TI CAL SLA POOL TRUE- UP RESULT

+ The State will pay Provider an Incentive equal
the net positive anount.

- The State will be entitled to a Fee Reduction
equal to the net negative anount.
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SCHEDULE F.1
CONTRACT YEAR 1

AT RI SK AMOUNT PER

CRI TI CAL SLAs MONTH
SLA# 1 - Bundle 1-- Wred Telephony, Level 3 $29,500
SLA# 5 - Bundle 2 -- Data Network Services, Level 3 $19, 900
SLA# 9 - Bundle 3 -- Video Conferencing, Level 3 $2, 800
SLA # 13 -- Bundle 4 -- Paging, U ban $1, 000
SLA # 17 -- Bundle 8 -- SATS $11, 500
SLA # 18 -- Bundle 10 -- Earth Station Miintenance & Repair $600
SLA # 21 --Throughput -- Data Transm ssion $9, 700
SLA # 34 --Network Intrusion -- Level 2 $8, 000
SLA # 38 -- Security Incident Response $7, 000
SLA #40 -- Order Fulfill ment $7, 000
SLA # 44 -- First Call Problem Resol ution $7, 000
SLA # 50 -- Problem Resolution , Priority 3 $7, 000
SLA # 51 -- Problem Resolution , Priority 4 $7, 000
SLA # 52 -- Repeat Calls for Services $7, 000
Total At Ri sk Amount Per Month $125, 000

TOTAL NUMBER OF CRITICAL SLAs - CONTRACT YEAR 1 = 14
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SCHEDULE G -- KEY PERSONNEL AND APPROVED SUBCONTRACTORS

G1

Webst er

G2

G3

STATE KEY PERSONNEL

Project Director

Contracting O ficer

Net wor k Servi ces Manager

Tel ephone Node Manager

El ectroni ¢ Mai nt enance Supervi sor
Engi neeri ng Manager

Sl PMG

Account ant

Hel p Center Manager
CTO, University of Al aska
Vi ce President, ARRC

PROVI DER KEY PERSONNEL

Account Manager

Vi ce President ACS Internet
Service Center Director

Net wor k Engi neeri ng Manager

Manager, Network Engi neering

Bi I ling Manager

Ceneral Manager, Enterprise G oup
Ceneral Manager, Wreless

Systens Administrator 111

APPROVED SUBCONTRACTORS

ACS
ACS
ACS
ACS
ACS

Internet, Inc.
Long Di stance,
Wreless, Inc.
of Anchorage, Inc.
of Fairbanks, Inc.
ACS of Al aska, Inc.
ACS of the Northl and,
Ci sco Systens, Inc.
d obal star, Inc.
Iridium LLC

AT&T Al ascom Inc.
Portal Software, |nc.
Conput er Associ at es,

I nc.

I nc.

I nc.
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Karen Morgan
Marl ys Hagen
Stan Herrera
Ed WIlians
Jerry Jasper
Dean Strid
Don Ri nker
Dor ot hy

Deb Gazaway
Steve Snith

Eileen Reilly

Jeff Tyson
Jeff Tyson
Al'ys Orsborn
Robert Carter
St eve Hal l
Anne Reed
Shawn Uschnann
d enn Bunker
Tom Si nes
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SCHEDULE H -- PARTICIPATING DEPARTMENTS

EXECUTI VE BRANCH DEPARTMENTS LEVEL OF PARTI Cl PATI ON*
Admi ni stration Ful |
Community & Econom c Devel opment Ful |, except as foll ows:
Al aska Rail road Participating in Bundle 1 (LD, Calling
Card, Toll Free), Bundle 5, Bundle 7,
Bundl e 8
Al aska Aerospace Devel opnent Not currently participating but could
Cor por ation in the future
Corrections Ful |
Education & Early Devel opnent Ful |
Envi ronnment al Conservation Ful |
Fish & Gane Ful |
Governor's/Lt. Gov.'s Ofice Ful |
Heal th & Social Services Ful |
Labor & Wbrkforce Devel opnent Ful |
Law Ful |
Mlitary & Veteran's Affairs Ful |
Nat ural Resources Ful |
Public Safety Ful |
Revenue Ful | except as follows:
Al aska Housi ng Fi nance Participating in Bundles 1, 2, and 5
Cor porati on
Transportation & Public Facilities Ful |
LEGQ SLATURE
Legislative Affairs Agency Bundles 1, 2, 3, and 7
Legi slative Agencies & Ofices Bundles 1, 2, 3, and 7
COURT SYSTEM Bundl e 2
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EXECUTI VE BRANCH DEPARTMENTS LEVEL OF PARTI Cl PATI ON*
Uni versity of Al aska
Bundl e 1 (UAS Juneau Campus Only)
Bundl e 2 full except for dial-up nodem

Bundl e 3 for QoS not using bridge, and
Gateway to state system

Bundle 5 full
Bundle 6 full
Bundle 7 full for participating Services
Bundle 9 full

Bundl e 10 full

* Note: Level of participation by Bundle and Department is further detailed in Schedule C.
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SCHEDULE | -- MANAGED CONTRACTS

CONTRACT
NUVBER CONTRACTOR CONTRACT DESCRI PTI ON
| TG CONTRACTS
SERVI CES
99-012-J General Communi cations Inc. Ful | -Service Internet Service Provider
99-010-J AT&T Al ascom Frame Rel ay Backbone for Statew de WAN
99-074-J Jeffus & WIlians Tel ephone MAC in Juneau
02-010329-91 Nort hern Tel ecom Fi nance Juneau Switch Purchase
n/ a Al aska Communi cations Systenms (PTl) Fai rbanks Switch Maintenance
99-073-J Peregrine Systens Tel ephone Billing Services
I NTERI M
LD/ LOCAL/ DEDI CATED
CRCUT
Tariff AT&T 50% of Long Distance
Tariff Dedicated Grcuit (T-1) Anc to Jno
Tariff Access Anc/ Fbks/Jnu to a T-1 Switch Network
Tariff Network Circuits
Tariff o] 50% of Long Distance
Tariff Local Dial Tone to State Switch in Anc
Tariff Local T-1 Service in Anc
Tariff Al aska Cormmuni cations Systens T-1 Service PO Mall/ADC- C&RA
Tariff T-1's (voice) Service C&A Post O fice Ml
Tariff T-1 Service for Lawin Anchroage
Tariff T-1 Service for Frontier Bldg
Tariff Local Connections

L ! —
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until

until
until
until
unti |
until
until
until
unti |
until
until
until
unti |

EXPI RATI ON
DATE

6/ 30/ 2002
6/ 30/ 2002
2/ 28/ 2002

2005
cancel | ed
6/ 30/ 2002

cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed

$445, 000
$786, 000
$50, 000
$1, 200, 000
$27, 000
$74, 300

$347, 000
$93, 000
$14, 000

$135, 000

$276, 000

$132, 000
$27, 000
$19, 600

$145, 000

$7, 900
$9, 700
$191, 110



Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff

EQUI PMENT
PURCHASE CONTRACTS
99- 084- A
99- 065- A

ARCS/ SI P
Gant 211900

Tariff

Al aska Conmuni cations Systens/PTI

Bristol Bay Tel ephone Co-op
Copper Vall ey

Cor dova Tel ephone
GTE

Ket chi kan Public UWility

Mat anuska Tel ephone Associ ati on

Uni sys

Cisco Systens, Inc.

Al aska Public Broadcasting Joint

Vent ure
AT&T
e o LGS

CONTRACT DESCRI PTI ON

Network Crcuits

Local T-1 Service in Sol dotna
Local T-1 Service in Juneau
Local T-1 Service in Fairbanks

Local Connections
Network Circuits
Network Circuits
Network Crcuits
Network Crcuits
Network Circuits
Network Circuits
Network Circuits

Local Service

Purchase of C sco Routers/Swi tches &
Accessori es

Ci sco Networking Equi pnment Maintenance

Techni cal Monitoring/ Adnministrative
Function for SIP
Transponder
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EXPI RATI ON
DATE

cancel | ed

cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed
cancel | ed

5/ 24/ 2001
1/ 31/ 2002

6/ 30/ 2002

ANNUAL
cosT

$160, 000

$5, 000
$180, 000
$175, 200

$80, 000
$33, 000

$1, 500

$2, 500

$1, 300

$11, 700

$2, 500

$3, 000

$7, 500

$1, 000, 000

$225, 000

$268, 900

$1, 294, 568. 28



SCHEDULE J -- CURRENT PROJECTSAND TECHNOLOGY INITIATIVES

Table J.1 lists the Current Projects being currently undertaken or planned by ITG and will becomethe responsibility of Provider under the
termsof this Agreement, if not completed on the Effective Date. Table J.2 enumerates Technology Initiatives that are the responsibility of
Departments but that may have an impact on the State's telecommunications infrastructure and require Services from Provider. Thislist isnot
comprehensive and hasnot been updated recently but is provided to demonstrate the types of Technology Initiatives that may impact the
telecommunicationsinfrastructure serving the State.

TABLEJ.1

1 TG
Comruni cati ons
Servi ces

I TG - -
Communi cat i ons
Servi ces

I TG
Conmmuni cat i ons
Servi ces

Enhanced ACD/ Cal |

and Fai r banks.
net wor ked cal |
capabilites,

Cent er
Estimated call
centers,

features for Juneau,

Anchor age

wai t tinme announcenent,

screen pops, advanced reporting
qual ity assurance recordi ng/pl ayback.

Synposi um product originally identified as solution.
Agencies requiring this service are Departnent of

Labor - Unenpl oynent
Depar t ment
and Child Support Enforcenent,

Security,

I nsurance Call

Cent er

of Revenue- Per manent

Depart ment

and Enpl oynent
Fund Di vi dend
of

Educati on- Al aska Conmi ssion on Postsecondary Educati on,

Depart ment

Mari ne Hi ghway System and Departnent of

Admi ni stration-Retirenent

New Anchor age Jai l

Depart ment

converged voi ce,
mul tiple agencies in the new facility (Corrections,
etc.) The new communi cations systens wll

Safety, Courts,
be operati onal

Fai rbanks Switchroom Air Conditioner Repl acenent.
is failing and is inadequate during

If the current
increased air

current equi prment
sunmer peak peri ods.
t hrough the summer,

by March 2002.

and Benefits.

facil

of Transportation and Public Facilities-Al aska

-- ITG is working closely with the
of Corrections to design and inplenent

data and video communi cations systems for
Public

The

ity will

handling will be

required to provide a stable tenperature environnment

EGAF
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Nor t el

be used

SYSTEMS | MPACT

WAN Bandwi dt h

Conput er/ Tel ephony System
I ntegration

Tel ephone, and Vi deo

Servi ces

Dat a Net wor k,

Tel ephone Servi ces

I nc.




I TG
Communi cat i ons
Servi ces

| TG - -
Communi cat i ons
Servi ces

TABLE J.2

Ofice of the
Gover nor

O fice of
CGover nor

Dept of
Admi ni stration

the Lt.

Juneau PBX upgrade to Rel ease 25 for feature enhancenents.

Tel ephone Servi ces

Equi prent / Servi ce includes expanded DRAM and | ODU/ C card

to convert diskette drive to CDROM and vendor

The Al aska Court
additional connectivity to accommodate their
nmanagement application.

TECHNOLOGY | NI Tl ATI VES
The Governor's office strives to ensure that all Al askans

have fair, equitable access to nodern tel ecomunications
servi ces.

The Governor's office has also indicated a desire to add
stream ng audi o and video capabilities to the State's
websi te.

The Lt. CGovernor's office strives to seek ways to mitigate
"uni nt ended consequences" of tel ecomrunications policies
and practices that m ght adversely inpact rural Al askans

The Lt. Governor's office is also concerned w th expandi ng
the use of audio and video tel econferencing as a neans to

reduce State expenses (i.e. travel, etc.)

Docunent |maging and El ectronic Publishing -- Mst State
publications are currently available in electronic format.
Access to e-docs is expected to grow dramatically -- ESD:
Ongoi ng

Expandi ng use of FEDI paynents to vendors -- ESD: Ongoing
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Systemrequires bandw dth increases and
new case

install.

Dat a Networ k Services

SYSTEMS | MPACT

| SP Bandwi dt h
WAN Bandwi dt h

Vari ed
Vi deo and Audi o Conferenci ng

Bandwi dt h

WAN Bandwi dt h

WAN Bandwi dt h
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I TG --
Conmuni cat i ons
Servi ces

Dept of Comunity
& Econoni ¢

Devel oprent

Dept. of
Corrections

Dept. of Education

TECHNOLOGY | NI TI ATI VES

SATS Upgrades for the State of Al aska's portion of the
Al aska Land Mobile Radio (AMLR) project. The AMLRis a
partnershi p between Federal, State, Local governnments to
build a shared interoperabl e enmergency comrunications
system for Al aska. A proof-of-concept pilot project to
denonstrate the interoperability is underway. Once the
proof of concept is conplete and successful, full

impl enentation of the project is expected to occur.

Expanded use of audio and video conferencing equipnent --
ESD: Ongoi ng

Use of E-Commerce for the renewal
of Business Licenses -- ECD:. 2Q00

and purchase

Use of E-Commerce for sale of "Slide Library" for Al aska
Publ i cations -- downl oad capabilities for between

2000 and 4000 very large (6.5neg) image files --

Use of Digital docunent s that

signatures --

Si gnatures for
ESD: Ongoi ng

require

Expansi on of data connectivity to rempte comunity jails
including fingerprinting, electronic record
war ehousi ng, etc. -- ESD: Ongoing

Video Visiting Initiative -- Provide pay-for-use video
conferencing capability to allow relatives to speak with
inmates at geographically diverse locations (e.g. inmates
in Arizona, relatives in Bush) -- ESD: 3Q00

See al so Department of Public Safety Initiatives

Expanded use of WMV for student and faculty research --
ESD: Ongoi ng

Expanded of use of WMWVto provide enhanced
conmmuni cati ons between teachers and -- ESD. 3Q00

Expanded use of videoconferencing equi pnent for teacher

in-service training as well as remote classroom di stance
learning -- ESD. 3Q00
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SYSTEMS | MPACT

Many SATS upgrades for this project are included
in the SATS Maintenance List. Qthers nay be
identified as the pilot project is further
devel oped. In addition to these upgrades,
circuit changes wll be required.

SATS

Vi deo and Audi o Conferencing
Bandwi dt h

WAN Bandwi dt h

WAN Bandwi dt h

WAN Bandwi dt h

WAN Bandwi dt h
VPN

Vi deo Conferencing Bandw dth

WAN Bandwi dt h
| SP Bandwi dt h

WAN Bandwi dt h
| SP Bandwi dt h parents

Vi deo Conferenci ng Bandwi dt h

I nc.




TECHNOLOGY | NI TI ATI VES

SYSTEMS | MPACT

Dept. of
Envi r onnent al
Conservati on

Dept. of Fish and
Gane

Dept. of Health
and Soci al
Servi ces

Expanded requirement to provide inagery
and data to field personnel for emergency
response situations -- ESD: Ongoing

Expanded use of electronic access to F&G
licenses - ESD: On-going

Availability to purchase F&G |i censes
t hrough ki osks in stores - ESD: 3Q00

I ncreased requirement to access and run
applications fromrenote |ocations - ESD:
Ongoi ng

Decentral i zati on of data warehousing
functions -- ESD: Ongoi ng

Docurent imagi ng and el ectroni c nedical
records -- ESD: Ongoi ng

Tel e-nmedi cine -- Consultative conmunications between central
medical facilities and renote care providers for both acute
(energency) and chronic patients. Includes voice, packetized
data and streanming data -- ESD: 3Q00

Fam |y and Youth Services -- ORCA, statewide MS application
with heavy enphasis in rural |ocations for database access
and information distribution. Connectivity to Gal ena,

MG ath, Ft. Yukon, St Mary's, Aniak -- ESD 4Q02

Juvenil e Justice -- JOMS, Juvenile Ofender MS with
statewi de WAN i npl enentation -- ESD 3Q01

Public Health - Vital Statistics -- Vital Vision MS for the
recording of all vital records (birth, death, marriage,
adoption, etc.). Links to rural courts, hospitals, funeral
hones -- ESD. 3Q01

Mental Health and Devel opnental Disabilities --
ARCRA and DDI ANA. Managenent systems for Mental Health

providers |located statew de. Managenent systemfor
Devel opmental Disabilities providers statew de. Database

254

EGAF

— FaalfiliE 2002. EDGAR Online, Inc.

WAN Bandwi dt h
SATS Bandwi dt h

WAN Bandwi dt h
| SP Bandwi dt h

WAN Bandwi dt h
| SP Bandwi dt h

WAN Bandwi dt h
SATS Bandwi dt h

WAN Bandwi dt h
VPN

WAN Bandwi dt h
VPN

WAN Bandwi dt h
PBX Bandwi dt h
Vi deo Conf erenci ng Bandwi dt h

WAN Bandwi dt h
WAN Locati ons
Cel I ul ar Phone
| SP Bandwi dt h
VPN

WAN Bandw dt h
| SP Bandwi dt h

WAN Bandwi dt h
| SP Bandwi dt h
VPN

WAN Bandwi dt h
| SP Bandwi dt h
VPN



ACGENCY TECHNOLOGY | NI TI ATl VES SYSTEMS | MPACT

access through client server and browser
based - ESD 1Q01

Public Health -- Community Health WAN Bandwi dt h
Enmer gency Medical Services. WEB based

training including streaning video to

urban and rural office locations - ESD

4Q00

Public Health Nursing -- Tel enedicine WAN Bandwi dt h
inclusive of all Health dinics in rural
| ocations -- ESD. 4Q01

Medi cal Assi stance -- Medicaid Managenent WAN Bandwi dt h
Informati on System  Deci si on Support | SP Bandwi dt h
bet ween Anchorage and Juneau -- ESD: 4Q01 VPN
Public Health - National Electronic WAN Bandwi dt h
Di sease Surveillance System |nfectious | SP Bandwi dt h
Di sease reporting through the internet to Secure Communi cati ons
Centers for Disease Control. Requirenents
for secure encrypted communications --
ESD: 4Q01

Dept. of Law Expanded use of WWVfor research by | aw WAN Bandwi dt h
depart nent personnel I SP Bandwi dt h

See al so Departrment of Public Safety Initiatives

Dept. of Labor Al aska Job Center -- Expansion of use of WAN Bandwi dt h
WWVto provide enpl oynent opportunity I SP Bandwi dt h
listings, interview preparation training
etc. -- ESD: Ongoing

WAN Bandwi dt h
I ncreased use of |VR system and WNWVf or | SP Bandwi dt h
unenpl oynment insurance application filing PBX Bandwi dt h
and ongoing verification -- ESD: 3Q00
Move towards thin client architecture for WAN Bandwi dt h
several applications -- ESD. Ongoing
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AGENCY TECHNOLOGY | NI TI ATI VES SYSTEMS | MPACT

Dept. of Mlitary Land Mobile Radio Mgration Plan -- SATS Bandwi dt h, Space and Power
and Veteran Cooperative effort to nove Federal and
Affairs State two-way LMR systens from w de-band

to narrow band -- ESD: 3Q00

Satellite Inmaging- Satellite renote imaging to WAN Bandw dt h
support public interest functions including disaster

response, planning, etc. Includes large file transport

across the WAN -- ESD: 3Q00

Learning Centers -- Broadband connectivity WAN Bandw dt h

to select National Guard arnories for

renpte interactive training -- ESD: Unknown

M ni - Radi o EAS System-- Licensing and inplenentation of Satellite Bandw dth
signal transport for Emergency Alert Systemvia State Earth Station Operations

satellite up-link and distributed satellite earth
station down-links -- ESD: 2Q00

Dept. of Natural On-1ine Reservation System-- Expand WAN Bandwi dt h
Resour ces functionality of website (currently allows | SP Bandwi dt h
verification of DNR cabin availability) to
include reservation and e-paynent features
-- ECD: 3Q00

Docurent | magi ng -- Extensive inaging of WAN Bandwi dt h
pl ats, overhead imagery, mcrofiched
archives etc. ESD: Ongoi ng

Data Sharing -- Increased integration with WAN bandw dt h

Federal natural resources agencies -- ESD:

Ongoi ng
Dept. of Public Land Mobile Radio Mgration Plan -- SATS Bandwi dt h, Space and Power
Saf ety Cooperative effort to nove Federal and

State two-way LMR systens from w de-band to narrow band --

ESD: 3Q00

Mobi | e Data Conputer (NMDC) | npl enentation WAN Bandw dt h

-- Anchorage PD and possibly Al aska State SATS Bandwi dt h

Troopers noving towards issuing MDC for
field unit to base data communications --

ESD: CYO1
Integrated Justice Record Managenent System WAN Bandw dt h
-- Integrated crimnal and court VPN

record database accessible by |aw
enf orcenent agenci es, public defenders
offices, etc. -- ESD: CYO1
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TECHNOLOGY | NI TI ATI VES

SYSTEMS | MPACT

Dept. of Revenue

Dept. of
Transportation
and Public
Facilities

Conput er Tel ephony Integration -- Child
Support Enforcenment Division requires

functionality provided by CTI capability
-- ESD: Unknown

Docurent |maging -- |nmaging of
correspondence, receipts, etc. -- ESD:

Ongoi ng

Per manent Fund Di vi dend Division

El ectronic Filing Initiative --allows citizens to file PFD
paperwork electronically including electronic signature --
ECD: 4Q00

I TS/ CVO -- Commerci al Vehicle Qperations
-- Includes hazmat |oad tracking,
permtting, weigh station and inspection
reporting, etc. - ESD: 3Q9

RWS -- RoadWay Infornation System -- Use of renote radio
and wire-line linked sensors to nonitor road conditions
al ong state highways. Includes data and video -- ESD: 3Q00

National Pollution Distribution Elimnation System -- Data
collection fromvehicle nounted term nals which record

di stribution of de-icing agents -- ESD

CYol

I ntegrated Mintenance Managenment System -- Provides
tracki ng of namintenance requirenents and mai ntenance records
for DOT/PF assets -- ECD 2Q01

Marine H ghway Reservation System --
Expansi on of services on WWand I VR to
reduce workl oad on human operators -- ESD:
Ongoi ng

Marine H ghway System Mani f est
Requi rements -- Expanded SOLAS
requirenents for data transfer from
ferries to control facilities -- ESD:
Ongoi ng

Reporting

Anchorage Intl Airport -- Desire to nove
away from Centrex services to PBX to

provi de shared tenant services -- ESD:
Unknown
Fairbanks Intl Airport - Mve to provide
shar ed
257
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WAN Bandwi dt h
PBX Bandwi dt h

WAN Bandwi dt h

WAN Bandw dt h
| SP Bandwi dt h

SATS Bandwi dt h,

SATS Bandwi dt h
WAN Bandwi dt h

SATS Bandwi dt h

WAN Bandwi dt h

WAN Bandwi dt h

WAN Bandwi dt h
| SP Bandwi dt h

WAN Bandwi dt h

PBX Bandwi dt h

PBX Bandwi dt h

Space and Power



AGENCY TECHNOLOGY | NI TI ATI VES SYSTEMS | MPACT

tenant services -- ESD: Unknown

Rural Airports -- Expansion of FAA WAN Bandw dt h
supported Airport Information Managenent
System (AIMS) to additional rural airports

-- ESD: Ongoi ng

Al aska Rail road Expanded use of E-Commerce -- Support for WAN Bandw dt h
custoners on-line e-transactions in both | SP Bandwi dt h
passenger and freight service businesses
-- ESD: Ongoing
Col i sion Avoi dance System-- Precision train control SATS Bandwi dt h,
systemutilizing data radio |inks and GPS Space and Power

telenetry -- ECD: 4Q00

Expansi on of tel ecomuni cations services WAN Bandwi dt h

to support passenger business service at PBX Bandwi dt h

New Depot, Denali, and Anchorage Intl'

Airport -- ESD: Ongoing

I ncreased use of video conferencing -- Vi deo Conferenci ng Bandwi dth

particularly for renote training hosted at
Fai rbanks office -- ESD. Ongoi ng

Ofice of Expanded use of WWNVto inform public of WAN Bandw dt h
Legi sl ative current legislative issues -- ESD. Ongoing | SP Bandwi dt h
Affairs
Al aska Court Video Arraignment -- Use of Vi deo Conferenci ng Bandwi dt h
System vi deo- conf erenci ng technol ogy to support VPN

arrai gnnent proceedi ngs between centralized court and | ocal

court/corrections facilities -- ECD

Ongoi ng

New Court Managerment System-- Centralized data collection WAN Bandwi dt h

and war ehousi ng of court managenent information -- replaces VPN

dated decentralized standal one systens -- ESD: WAN 4Q00

Expanded use of WMWVfor research by court WAN Bandw dt h

personnel -- ESD. Ongoi ng | SP Bandwi dt h

See al so Departnment of Public Safety
Initiatives

Uni versity of Di stance Learning -- Asymmetric data WAN Bandwi dt h
Al aska delivery, including TV feed, to support | SP Bandwi dt h
renote education and resource sharing
bet ween canpuses -- ESD: 3Q00

Expanded access to UAF Superconputing WAN Bandw dt h
resources by Federal and State agencies as well | SP Bandwi dt h
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AGENCY TECHNOLOGY | NI TI ATI VES SYSTEMS | MPACT

as private sector organi zations and Security

private citizens -- ESD: Ongoi ng

Geophysical Institute -- Expansion of SATS Bandw dt h, Space and Power
sei snographi ¢ and vol cani ¢ sensor network

- ESD: Ongoi ng

Expanded use of WWVby students and WAN Bandw dt h

faculty for teaching, research, and other | SP Bandwi dt h

public service -- ESD: Ongoi ng

Addi tional used of audio and video WAN Bandwi dt h

conferencing including plans for an all Vi deo and Audi o Conferencing
digital 1P network -- ESD: Ongoi ng Bandwi dt h

I ncreased use of the Internet for nulti- | SP Bandwi dt h

and sinul cast video and audio services -- WAN Bandwi dt h

ESD: Ongoi ng

All dates are denoted CQCY = Caendar Quarter Calendar Y ear, ESD = Estimated Start Date, ECD = Estimated Completion Date
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SCHEDULEK -- PAGING COVERAGE CHART

PAA NG SI TE

Anchorage Airport
Al cantra

Delta

Di I'li ngham

Est er Done

Fai r banks Airport
d ennal | en

Heal y

Heney Ri dge

Honer

Juneau

Juneau Courthouse
Ket chi kan

Kot zebue

MG at h

Nonme

Pal mer DOT
Pillar Mountain
Port age

Sewar d

Site Sunmit

Sitka

Ski Hill

Tal keet na

Tok

Val dez

W1l ow Muntain

COVERACGE AREAS FROM PAG NG SI TES

Anchorage Bowl, Knik Arm
W I low, Big Lake, Houston
Delta, Harding, Richardson Hwy

Fai r banks, Ester, Chena
Fai rbanks proper, North & South
North to Paxson, Richardson Hwy

Cordova, Prince WIIliam Sound

Homer, Anchor Poi nt

Juneau proper, Capitol Area, North Dougl as
North and South Juneau

Pal mer, Sutton, Chickal oon
Kodi ak, M ssile Launch site

Seward, Mdose Pass, Hwy
Anchorage Area Wde

Sol dot na, Kenai, N ki ski
Tok, Independence, Stateline

Val dez, Prince WIIliam Sound, Thonpson Pass
G ennal l en south to Val dez
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Turnagain Arm
Kashwi t na, Caswel| Lakes
Pi || sbury, Paxson

Fox, Nenana, Dalton Hwy
North Pole and vicinity
South to Thonpson Pass

Sone Qul f of Al aska

Sel dovi a, Kachemak Bay
Overl aps surroundi ng area
O f shore coverage, canyons

Genn Hw to Peters Creek
Near |sland, Coast QGuard

Prince WIliam Sound
Hope, Wasilla, Valley overlap

Kasilof, N nilchik, Sterling
H ghway to d ennall en

Pi peline Terminal, Richardson Hwy
d ennal l en west to Eureka

I nc.




SCHEDULE L -- CELLULAR COVERAGE CHART

Coverage is provided from Homer to Anchorage, thelength of the Seward Highway. Specifically the peninsula communitiesof Homer, Seward,
Kenai, Soldotna, including Skilak Lake and Kenai Lake recreation areas. Coverageis provided north of Anchorage through the Mat-Su Valley,
both north through Wasilla up to Cantwell and northeast through Palmer on to Glenallen, Chistochina, and Chitina. Currently thereisa small
break in coverage on the Parks Highway between Cantwell and Windy. Service resumes at Windy through Fairbanksand north to Chatanika.
Additional key areas covered in Central Alaskainclude; Pleasant Valley, North Pole, Ft. Richardson, Delta Junction, Black Rapids, Cathedral
Rapids, Tok, Tetlin Junction, Sourdough, Tonsina, Valdez, Kennicott and McCarthy. Coverage is a so provided at Prudhoe Bay and Barrow.

Southeast Alaskais also in Provider's coverage area. Serviceis provided to the communities of Juneau, Haines, Pt. Howard, Hoonah, Cape
Spencer, Manley, Sitka, Gunnuk, Petersburg, Ratz Mountain, Craig, Ketchikan, and High Mountain, as well as extensive coverage throughout
the Alaska Marine Highway.

CELLULAR COVERAGE AREA

Al aska Marine Hwy Manl ey
Anchor age Pet er sbur g
Bar r ow Prudhoe Bay
Cape Spencer Pt. Howard
Craig Rat z Mountain
Fai r banks Sewar d
d ennal | en Sitka
GQunnuk Sol dot na
Hai nes State of Al aska
Hi gh Muntain State of Col orado
Honer State of Idaho
Hoonah State of Oregon
Juneau State of
Washi ngt on
Kenai Tok
Ket chi kan Val dez
Lower 48 Wasilla
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SCHEDULE M -- SECURITY PROCEDURES
This Schedule contains general security procedures and processes to be used whenthe Parties areresponding to a Security Incident. These

security policieswill be reviewed on aregular basis by the Management Committee and this Schedule M shall be updated or revised as
necessary after such review.

GENERAL SECURITY PROCEDURES.

1. INTRUSION DETECTION. Provider will provide, at theinternet connectivity Cutover Date, IDSon al transitioned access points located at
State facilities in Juneau, Anchorage, Fairbanks, and Kenai/Soldotna, and at Provider's facilitiesin and Seattle. Inaddition, during the Ramp-Up
and Transition Period, the Parties will work to identify and aggregate all ingress points into the State's WAN viathe IDS, to the greatest extent
possible. IDSwill be performed in real-time with performance degradation limited to manufacturer specifications and in accordance with the
applicable SLAs. The State will approve the IDSimplementation in accordance with Change Management and Configuration Management
Procedures described in the Agreement.

2. SECURITY LOGS AND REPORTS. The State will be provided with security data and reports as required in the Agreement.

3. FIREWALLS. The State may place and maintain firewalls at inter-Department LAN points. Any performance degradation associated with
these firewalls will not be theresponsibility of Provider nor be considered a breach of the applicable SLA.

4. WIRELESS. Provider will ensure wireless Network access security policies are developed and enforced.

5. VPN. VPN services, including variousencryption methodol ogies and key management, will be jointly developed by the Parties to
accommodate various Department requirements. Options will include DES or other State approved solutions.

6. AUTHENTICATION. Provider will make use of the State LDAP databases for user authentication. Provider will recognizeal ID and
password changes made to the State directories within 10 minutesof a password or 1D change.

SECURITY INCIDENT RESPONSE PROCEDURES
The Security Incident response procedures shall apply to thefollowing situations:
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1. IT security issues and concerns raised by either a State or Provider employee that involve actions, conduct, or behaviors of its employee(s).
2. Potential or aleged IT security violations as governed by State policies and procedures.
3. Any situation that creates anIT security risk or vulnerability for the State or Provider.
THE FOLLOWING SET OF EXPECTATIONS ARE AGREED TO BY BOTH STATE AND PROVIDER:
NOTIFICATION, DISCLOSURE AND ESCALATION

State and Provider agree to provide immediate notification to the other Party of any IT security-related issues, concerns, or violations, whether
alleged or substantiated, as related to the provision of Services. Notification will occur as indicated below.

o Partiesagree to develop emergency network security response procedures that recognize the urgency of the associated threat and allow for
immediate and appropriate changes to the network by Provider without advance notification. These guidelines will be developed andincluded
in the Standards and Procedures Manual .

o The State will notify thefollowing Provider managers of any potential or known IT security issuesor concerns, and disclose any and all
pertinent datato Provider's Account Manager, and Provider Service Center Director.

o Provider will notify the following State managers of any potential or known IT security issues or concerns and disclose any and all pertinent
data to the State Chief Technology Officer or their designee and the State Security Manager or their designee

0 The Partiesagree, in atimely manner appropriate to the circumstances, to act according to their prescribed personnel proceduresin
communicating to employees involved in a Security Incident.

COLLABORATION ON INVESTIGATIONS
The Parties agree to work collaboratively in the investigation of potential or substantiated I T security issues, concerns, and violations of the
State's Personal Use of State Office Technology Policy. The Partieswill share documentation of events, findings and corrective actions. The
State and Provider agree to share appropriate employee information regarding any joint investigations, except as prohibited under AS
39.25.080.
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CORRECTIVE ACTIONS AND RESOLUTION
Corrective actions, other than those related to State or Provider personnel actions, will be mutually agreed to in the event that an I T security
issue, concern or the State's Personal Use of State Office Technology violation has been substantiated. If a mutually agreeable action is not
forthcoming, the dispute will be resolved in accordance with Section 25 of the Agreement. Corrective actions will be prescribed as governed by
law, and the policies and procedures of both companies.

State and Provider will mutually agree upon the termsand conditions of corrective actions, including the timeframein which IT security issues,
concerns or the State's Personal Use of State Office Technology violations are resolved and corrective actionsare completed.

State and Provider will take, in atimely manner, all necessary steps to protect and defend the State and Provider assets from further security
risks. State and Provider will maintain an open dialogue throughout the investigation until corrective actions have been identified and
completed and the case has been brought to closure.

CONFIDENTIALITY
Discussions between State and Provider management regarding an investigation will be documented, treated, and kept in a confidential manner.

The Parties agree to the following statements:

o Provider employee filesor employee information that is accessed during the course of theinvestigation will remain the property of Provider,
but will be shared with State. Thisinformation will be used to determine a course of action to protect the State Network resources.

o Informationthat is deemed or marked confidential andthat is accessed or disclosed during the course of the investigation will be treated as
Confidential Information.
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SCHEDULE N - REQUIREMENT PROJECTIONS

REQUI REMENTS

1. WRED TELEPHONY SERVI CES
Network Ports - Treated as
fax lines

Si ngl e Li ne Phones
Estimated Annual Growth Rate
Mil tiline Phones
Estimated Annual Growth Rate
O her Lines (FAXs, etc.)
Estimated as 10%of total
phones in data base
of 20, 824)
Estimated Annual Growth Rate

Total Tel ephone Devices
Local Tel ephone Service
(1 TG Switches Only)
Estimated Annual Growth Rate

Phone Service (total)

Total Onnet Intrastate

Total Onnet Local

Total O her

Total Ofnet Intrastate

Total Offnet Interstate

Total Offnet I|nternational
Estimated Annual G owth

Rate (total)

Voi ce Mail Service

Nurmber of Ports

Number of Ports in Use

Nunber of nmil boxes in use

Nunber of Ports dedicated to

auto attendant

Estimated Annual Growth Rate

RFP ANNUAL FY '02 FY ' 03
NEW 2001 NUMBERS QUTSTANDI NG EQUI PMENT NON | TG PRQIECTED
YEAR 1
UNI T I NVENTORY CURRENT* DEBT MAI NT. COST BUDGET COSTS ESTI MATES
$4, 685,296  $533,611 $207, 136 $248, 826
Fax Lines 1, 241 Not Reported
Tel ephones 7,899 5, 600 8, 057
2%
Tel ephones 12,925 12, 427 13,184
2%
Li nes 2,082 3, 816 -
3%
Total Lines 24, 147 18, 027 21, 240
M nut es/ Mont h 1, 600, 077 1, 225, 000 1, 648, 079
3%
M nut es/ Mont h 2,981, 176 1, 042, 000 3, 100, 423
M nut es/ Mont h 496, 389 not incl uded
M nut es/ Mont h 1, 600, 076 not included
M nut es/ Mont h 412, 487 not included
M nut es/ Mont h 297, 242 not included
M nut es/ nont h 173, 731 not included
M nut es/ nont h 1, 250 not included
4%

Tel ephones Not I ncl uded 15, 323 $ 30,625 $ 5,977 $ 850 15, 629
Ports 658 Not | ncl uded 671
Ports 491 Not I ncl uded 501

Mai | boxes 17,700 Not | ncl uded 18, 054
Ports 37 Not | ncl uded 38
2%
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RFP ANNUAL FY '02 FY ' 03
NEW 2001 NUMBERS QUTSTANDI NG  EQUI PMENT NON | TG PRQIECTED
YEAR 1
REQUI REMENTS UNIT | NVENTORY CURRENT* DEBT MAI NT. COST BUDGET COSTS ESTI MATES
Audi o Tel econferencing Service M nutes/Mnth 10, 500 10, 500 10, 920
Estimated Annual Growh Rate 4%
Mwves Adds and Changes
(SEE NOTE 3 BELOWN MACs/ Mont h 578 500 595
Soft MAC's (I TG MACs/ Mont h 233 240
Hard MAC s (I TG MACs/ Mont h 345 355
Estimated Annual G owth Rate 3%
Cal ling Services: $1, 866, 108 $1,588,690 $1, 639, 906
Nunber of tel ephone |ines
attached to the service
provi der Li nes 6, 155 Not I ncl uded
M nutes used per year M nut es 14,188, 882 Not I ncl uded
2. DATA NETWORK SERVI CES $ 262,123 267, 348 279, 092
Nunber of Ports Ports 10, 925 Not I ncl uded 15, 295
Nunmber of Active Ports Ports 7,411 Not I ncl uded 10, 375
WAN Servi ces
Total WAN Data Bandwi dth Act ual
(Note 2) N A N A N A G owth Rate: N A
Esti mated Annual Growth Rate 40%
WAN Poi nts of Presence
(Note 4) POPs 422 360 17% 485
Estimated Annual Growth Rate 15%
I nternet Connectivity
(Peak - estimated) Megabi t s/ sec 40 14 186% 56
Estinmated Annual Growth Rate 40%
Rermote Dial -up Connectivity Users 333 270 23% 383
Estinmated Annual Growth Rate 15%
Moves Adds and Changes MACs/ Mont h 40 50 -20% 52
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ANNUAL
EQUI PMENT

FY ' 02
NON | TG

FY ' 03
PRQIECTED

CosTS

YEAR 1
ESTI VATES

SCHEDULE N - REQUI REMENT PRQJECTI ONS RFP
NEW 2001 NUMBERS
REQUI REMENTS UNIT I NVENTORY CURRENT*
Esti mated Annual Growth Rate
3. VI DEO CONFERENCI NG SERVI CES
Vi deo Conferencing Services
(Not e M nut es/ Mont h 14, 315 4, 000
Total Number of Ports Ports 34 Not | ncl uded
Total Active Ports Ports 34 Not | ncl uded
Esti mated Annual Growth Rate
Vi deo Conferencing Locations
(Note 1) Sites 14 11
Esti mated Annual Growth Rate
Moves Adds and Changes MACs/ Mont h ?7?? 2
Esti mated Annual Growth Rate
4. PAG NG SERVI CES
Pager s Pager s 1, 059 1, 100
Esti mated Annual Growth Rate
Moves Adds and Changes NOTE 5 MACs / Month 42 40
Esti mated Annual Growth Rate
5. CELLULAR TELECOVMUNI CATI ONS
SERVI CES
Cel lul ar Services M nut es/ Mont h See bel ow 40, 000
Total Local Mnutes Per Mnth M nut es/ Mont h 118, 328
Total Roaming Mnutes Per Month M nutes/Mnth 6, 850
Esti mated Annual Growth Rate
Nunber of Anal og Phones Cel | Phones 1,501
Nunber of Digital Phones Cel | Phones 1,219
Cel | ul ar Phones - Total Cel | Phones 2,720 1, 750
Nunber of users of PCS Users 205
Estimated Annual Growth Rate
267
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$ 9,961

$358, 856

$627, 950

I nc.

$ 8,790

$174, 794

$ 8,849

$178, 046

1,091
3%

41
3%

46, 000

136, 077

7,878
15%

1,651
1, 341
1,925
226
10%



SCHEDULE N - REQUI REMENT PRQIECTI ONS RFP ANNUAL
NEW 2001 NUMBERS OQUTSTANDI NG~ EQUI PMENT

REQUI REMENTS UNIT I NVENTORY CURRENT* DEBT MAI NT. COST

6. SATELLI TE BROADCAST SERVI CES
Satellite Broadcast Bandwi dth Megabyt es/ sec 21 21
Esti mated Annual Growth Rate

7. END- USER SUPPORT SERVI CES
Hel p Desk Services Cal | s/ Mont h 1, 500 1, 200
Estinmated Annual Gowh Rate

8. SATS M CROMVE MAI NTENANCE AND REPAIR

SATS Voice/Data & Radio Grcuits Ml es 109, 776 Not | ncl uded
SATS M crowave Maintenance and Repair N A N A
Estimated Annual Growh Rate N A
9. SATELLI TE TELEPHONY SERVI CES 68, 157
Annual minutes used Annual M nutes 34, 545 Not I ncl uded
Satellite Tel ephony Services M nut es/ Mont h 2,879 458

Esti mated Annual Gowh Rate

Satellite Tel ephony Equi pnent SAT Phones 129 60
Estimated Annual Growth Rate

10. SATELLI TE EARTH STATI ON NMAI NTENANCE
AND REPAI R
Nunmber of Earth-Stations Earth Stations 231 231
Esti mated Annual Growth Rate

CABLES AND CONNECTI ONS

Nunmber of Cables Cabl es 25,116 Not | ncl uded
Percent of Cables in Use Per cent 67% Not I ncl uded
Number of Honme Run Cabl es Cabl es 15, 819 Not | ncl uded
Nurmber of unused cables at wall outlet Cabl es 8,180 Not I ncl uded
Nunmber of CAT 3 Cabl es Cabl es 1, 328 Not | ncl uded
Percent of Category 3 Cable Installed Per cent 5% Not Included
Nunmber of CAT 5 Cables Cabl es 19, 660 Not | ncl uded
EGAF
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SCHEDULE N - REQUI REMENT PRQIECTI ONS FYy '02 FY ' 03
NON | TG PRQIECTED

YEAR 1
REQUI REMENTS BUDGET COsTS
ESTI MATES
6. SATELLI TE BROADCAST SERVI CES
Satellite Broadcast Bandw dth
21
Esti mted Annual G owh Rate 0%
7. END- USER SUPPORT SERVI CES
Hel p Desk Services
1,530
Esti mted Annual Gowh Rate 2%
8. SATS M CROMVE NAI NTENANCE AND REPAI R 3,518, 737
SATS Voice/Data & Radio Circuits
111, 972
SATS M crowave Mai ntenance and Repair N A
Esti mated Annual Gowh Rate 2%
9. SATELLI TE TELEPHONY SERVI CES
Annual m nutes used
38, 000
Satellite Tel ephony Services
3, 167
Esti mated Annual G owh Rate 10%
Satellite Tel ephony Equi pnent
142
Esti mated Annual G owh Rate 10%
10. SATELLI TE EARTH STATI ON NMAI NTENANCE
AND REPAI R
Nunber of Earth-Stations
233
Esti mted Annual G owh Rate 1%

CABLES AND CONNECTI ONS

Nunber of Cabl es

Percent of Cables in Use

Nunber of Hone Run Cabl es

Nunmber of unused cables at wall outlet
Nunber of CAT 3 Cabl es

Percent of Category 3 Cable Installed
Nunber of CAT 5 Cabl es
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SCHEDULE N - REQUI REMENT PRQIECTI ONS RFP ANNUAL FY ' 02 FY ' 03

NEW 2001 NUMBERS QUTSTANDI NG  EQUI PMENT NON | TG PRQJECTED
YEAR 1
REQUI REMVENTS UNIT I NVENTORY CURRENT* DEBT MAI NT. COST BUDCGET COSTS ESTI MATES
Percent of Category 5 Cable
Install ed Per cent 78% Not | ncl uded
Percent of Unknown Cabl e
Install ed Per cent 16% Not Included

* GENERAL NOTES: Current equipment and usage estimates contained herein may be differ significantly (+/-30%) from numbers indicated in
the Asset Inventory or RFP.doc. The numberscontained here have been adjusted for non-reported or mis-reported information. All Proposals
should be based upon the above estimates. The State reserves the right to issue arevised asset inventory and revised projections at both a best
and final offer point and prior to completing negotiations.

NOTE 1. Theestimatesfor Videoconferencing apply todedicated video equipment
with either dedicated or shared connectivity. Bandwidth requirements for desktop video equipment are contained in theoverall WAN

bandwidth requirements. "New 2001 Inventory" minutes were actuals reported by the University - U of A annual hours (FY 2001) = 248.66 +
State annual hours (FY 2001) = 705.68 then multiplying the number of minutesby 3to account for the average number of sites. The number of
sites comes from theinventory data base Bundle 3. The 14 sites with actual locations are listed with University as the Department.

NOTE 2. Ensurethat pricing includes service provisions asprovided in Appendix A-2 and Appendix H.

NOTE 3. ITGMAC's were calculated from information provided by Ed Maki: In FY
'01 there were 1,743 - programming with no vist plus 351 (1/2 of total "hourly" and "service fee"' MAC"s) = 2,094 annually / 12 = 175 Soft
MAC's per month.

In FY '01 there were 1,010 installs, 1,685 moves, 69 programming withvisit, 350 (1/2 of total "hourly" and "service fee" MAC"s) for atotal of
3,114/ 12 = 260 Hard MAC's

Total MAC'sof 500 inthe RFP and 578 is based on 3 per year per phone. Each MAC number isincreased by 1/3 for atotal of 578.

NOTE 4. WAN POPS includes 399 Routersin thestatewide list (which includesthe
54 DOT routers but does not include 20 U of A or 3 DOE routers for atotal of 422.

NOTE 5. Based on 1/12 of the following FY Ol annual MAC's per Darlene Langill:
95 Purchases

180 Activations

151 Deactivations

50 Repairs/ programming

4 Nationwiderentals

29 Excessed
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LOCAL AND LONG DISTANCE MINUTES - AUGUST 2000 THROUGH JULY 2001

Tot al
Tot al
Tot al
Tot al
Tot al
Tot al

Tot al

Tot al

Onnet Intrastate
Onnet Local

O her

O fnet Intrastate
O fnet Interstate
O fnet | nternational

Annual M nut es

Annual Hours

Tot al

Reported

5, 957, 556
19, 207, 109
4,956, 034
3, 567, 559
2, 085, 002

15, 535

EGAF

— Faalfdalia

M nut es

July ' 00

M nut es
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Net Ann.

I nc.

8/00 - 7/01
5, 956, 671
19, 200, 913
4,949, 838
3, 566, 908
2,084,777
15, 001

M nut es

Mont hl y

M nut es
496, 389
1, 600, 076
412, 487
297, 242
173, 731
1, 250



Anchor age Anchor age Anchor age Anchor age Anchor age Juneau Juneau Juneau

O f net O f net O f net Onnet Onnet Anchor age O f net O f net O f net
Intrastate Interstate Intl Intrastate Local Q her Intrastate Interstate Internat
Jul - 00 173 76 3 114 3,324 229 275 35 466
Aug- 00 115, 233 83, 431 604 260, 023 1, 115, 314 181, 556 146, 434 94, 467 271
Sep- 00 108, 172 70, 527 639 238,579 1, 095, 659 150, 685 142,012 86, 401 829
Cct - 00 112, 490 70, 256 1,557 219, 642 1, 324, 237 152, 289 165, 637 89, 388 954
Nov- 00 90, 735 70, 689 697 232,068 1,028, 907 133, 142 126, 914 94, 200 641
Dec- 00 82,202 61, 821 282 212,436 937, 343 128,912 103,771 74,372 500
Jan- 01 102, 790 75,591 632 270,770 1,132,102 152, 834 157, 284 99, 131 473
Feb-01 89, 940 68, 002 481 233, 479 1,017, 877 143, 685 142,917 89, 723 464
Mar - 01 101, 382 69, 598 749 263,779 1, 096, 553 153, 972 164, 640 98, 043 355
Apr-01 100, 285 67,239 1,110 259, 526 1,101, 838 167, 520 168, 029 100, 021 506
May- 01 104, 745 72,422 657 250, 404 1, 099, 453 166, 372 164, 533 97, 411 535
Jun- 01 99, 789 64, 096 487 240, 894 1, 060, 584 157, 900 137, 202 90, 323 588
Jul -01 99, 579 67, 848 407 235, 050 1,032, 441 173, 996 133, 163 86, 321
Annual Total s 1, 207, 515 841, 596 8, 305 2,916, 764 13, 045, 632 1, 863, 092 1,752,811 1, 099, 836 6, 582
Location Totals 19, 882, 904
Juneau Juneau Fbks Fbks Fbks Fbks Fbks Fbks
Onnet Onnet Juneau O f net O f net O f net Onnet Onnet Fbks Fbks Airport Airport
Intrastate Local O her Intrastate Interstate Intl Intrastate Local O her Onnet Local Q her
Jul - 00 560 2,682 768 203 114 65 211 162 289 28 504
Aug- 00 222,907 536, 290 187, 513 56, 741 12,281 37 52,215 16, 217 46, 272 3,292 30, 962
Sep- 00 203, 187 491, 077 179, 048 46, 424 10, 471 50 45, 960 25, 692 37,929 3, 100 23, 042
Cct - 00 169, 026 486, 245 185, 619 47, 015 11,721 286 47, 248 42,023 42, 555 3,181 22,555
Nov- 00 192, 167 473, 279 170, 287 47,941 10, 990 56 43, 469 13, 767 43,533 3,114 22,189
Dec- 00 156, 579 429, 649 152, 588 40, 917 10, 532 7 40, 297 13, 306 41, 531 2,843 21,951
Jan- 01 244,909 531, 407 203, 680 50, 019 13,811 10 51,728 18, 022 44,354 2,898 22,939
Feb-01 225,591 490, 059 194, 181 45, 591 12,151 8 42,934 13, 597 41, 030 2,703 20, 283
Mar - 01 237,745 538, 774 206, 775 54, 393 13, 238 6 49, 595 20, 556 45,933 3,068 24, 307
Apr-01 235, 452 517,722 218, 081 52,280 11, 900 31 49, 658 17, 474 41, 936 2,994 22,471
May- 01 211, 039 493, 922 206, 478 59, 800 13, 883 49 50, 193 18, 691 49, 750 3,842 25,634
Jun-01 192, 584 457,731 186, 214 55, 792 12,219 43 48, 129 16, 549 45, 660 3,123 22,637
Jul -01 181, 372 442, 046 187, 908 50, 117 10, 259 46, 037 17, 098 46, 882 3,254 26, 674
Annual Totals 2,473,118 5,890,883 2,279,140 607, 233 143, 570 648 567, 674 233,154 527,654 37, 440 286, 148
Location Total s 13, 502, 370 2,079, 933 323,588
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St andards and Procedures Mnual, 8, 12, 13, 18, 20, 22, 36, 88, 95, 102, 103,
104, 107, 108, 109, 110, 111, 113, 114, 115, 116, 117, 120, 121, 122, 123,
124, 125, 126, 127, 129, 130, 131, 132, 133, 134, 135, 136, 137, 139, 140,
141, 142, 143, 144, 145, 148, 150, 151, 152, 188, 189, 193, 221

STATE CONFI DENTI AL | NFORMATI ON, 53, 55, 79

STATE DATA, 34, 35, 36, 55, 88, 89

STATE DEFAULT, 39, 89

STATE EMPLOYEES, 16, 17, 19, 32, 89

STATE FACILITIES, 7, 20, 21, 22, 36, 64, 89, 103, 165

STATE RFP, 89

STATE' S KEY PERSONNEL, 89

Strategic Planning, 23

SUBCONTRACTORS, 89

TECHNOLOGY | NI TI ATI VE, 89

TECHNOLOGY REFRESH SERVI CES, 89

TERM NATI QN, 90

TERM NATI ON DATE, 90

TERM NATI ON NOTI CE, 90

THI RD- PARTY RESOURCES, 90

Training, 19, 41, 137

TRANSFORMATI ON PERI OD, 90

TRANSFORVATI ON PLAN, 90

TRANSFORMED SERVI CES, 90

TRANSFORMED SERVI CES DI SASTER, 90

TRANSI TI ON PERI OD, 90

TRANSI TI ON PLAN, 90

TRANSI TI ONED EMPLOYEES, 90

TRANSI TI ONED SERVI CES, ©n ,

UNRECOVERED CAPI TAL OC™™™&Sfussis _2002. EDGAR Online. Inc.

WORK ORDER, 91
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EXHIBIT 21.1

SUBSIDIARIESOF THE COMPANY

SUBSI DI ARY

Al aska Conmuni cations Systens Hol di ngs,

ACS
ACS
ACS
ACS
ACS
ACS
ACS
ACS
ACS
ACS
ACS
ACS
ACS
ACS
ACS
ACS
ACS

of the Northland, Inc.
of Al aska, Inc.

of Fairbanks, Inc.

of Anchorage, Inc.
Wrel ess, Inc.

Long Distance, Inc.
Tel evi sion, Inc
Internet, Inc.

Messagi ng, |nc.

I nf oSource, Inc.

of Al aska License Sub, Inc.

of the Northland License Sub, Inc.

of Fairbanks License Sub, Inc.
of Anchorage License Sub, Inc.
Wrel ess License Sub, Inc.

Long Distance License Sub, Inc.
Tel evi sion License Sub, Inc.

EGAF

I nc.

s 2002

DBA

ACS, ACS Local Service
ACS, ACS Local Service
ACS, ACS Local Service
ACS, ACS Local Service
ACS Wrel ess

ACS, ACS Long Di stance

EDGAR Online, Inc.

JURI SDI CTI ON OF
I NCORPORATI ON

Al aska
Del awar e
Al aska
Al aska
Al aska
Del awar e
Al aska
Al aska
Al aska
Al aska
Al aska
Al aska
Al aska
Al aska
Al aska



EXHIBIT 23.1
INDEPENDENT AUDITORS CONSENT

We consent to theincorporation by reference in Registration Statement No. 333-92091 of Alaska Communications Systems Group, Inc. on

Form S-8 of our report dated February 19, 2002, appearing in the Annual Report on Form 10-K of Alaska Communications Systems Group,
Inc. for theyear ended December 31, 2001.

/'s/ DELO TTE & TQUCHE
LLP

Portl and, O egon
March 27, 2001
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