YOUR CONNECTION TO ENTERTAINMENT AND TECHNOLOGY

March 8, 2010

Sharon G. Edmundson, Director, Fiscal Management Section

North Carolina Department of State Treasurer

State and Local Government Finance Division and the Local Government Commission
325 North Salisbury Street

Raleigh, NC 27603-1385

RE: Response to letter dated February 2, 2010

Dear Ms. Edmundson:

This letter follows our letter dated February 12, 2010, acknowledging receipt of your letter dated
February 2, 2010 to MI-Connection Communications System (MI-Connection). We appreciate your
attention and concerns regarding both our audited financial statements for the fiscal year ended June
30, 2009 as well as the long term financial stability of MI-Cannection. This letter responds to your
concerns and requests and expresses our desire to work with you and your office to resolve any
remaining questions you may have.

1. Financial Weaknesses. Paragraph 2 of your letter expressed concern about signs of financial
weakness at MI-Connection with respect to cash flows and liquidity. At the end of the
paragraph you state: “The Board should review the operations of the System and take
action to increase revenues and / or decrease expenditures, if possible, so that the System
will cover its cost of operations.”

Response: In order to understand the financial situation of MI-Connection, it is
important to put current results into a longer term perspective. The System was
acquired in December 2007, after many months of deliberation, and due diligence, and
the development of a business plan and projections. The Towns made their acquisition
decision based on a third party financial analysis, which was also verified by a second
third party consultant, and reviewed by the Local Government Commission. The
acquisition analysis anticipated that the System would have net losses for the first 3 %
fiscal years and would not generate operating cash (monies remaining from gross
operating revenues after payments of all operating expenses) until FY 2010, It was
further anticipated that this period of operating cash loss would flow through to FY
2013, when the projections anticipated the system would have free cash fiow exceeding
the total of the prior year's losses. These initial projections showed that by the plan
period FY 2013 - 2017, the System would generate $36.2M in free cash flow (i.e. cash
remaining after operations, capital projects and debt service). A key assumption in the
business plan was that the acquired subscriber base would grow by 8 % to 9 percent per
annum. The expected subscriber growth rate was derived from assumptions about the
system'’s existing market penetration {(based on Adelphia’s numbers as submitted to the
bankruptcy court), continued growth in the general economy, as well as increased
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MI-Connection Communications System
Financial Plan

The MI-Connection Board, working with the System operator, Bristol Virginia Utilities {BVU), is taking
and will continue to take the following acticons to review the operations of the System and to increase
revenues and/or decrease expenditures, if possible, so that the System will cover its costs of operations
within a reasonable time period.

1. Development and Pursuit of Medium and Long Term Strategies to Increase Revenues

The MI-Connection Board is actively encouraging BVU to pursue new sources of revenue by
introducing new products and targeting new types of customers. These include:

Voice Product Launch: Mi-Connection’s recent rebuild enabled us to launch voice service, which
currently generates over $60,000 in monthly revenue. When we reach market maturity for this
product, we expect these revenues to triple.

Small and Medium Commercial Customer Growth: Commercial customer revenues are a key
strategy and growth opportunity. We are adding approximately 10 commercial customers per
month with each account adding annualized billing of at least $1,500. We expect this number to
double in the coming months.

Large Enterprise Customer Growth: We have begun offering fiber-to-the-premise services to
large commercial customers. This allows us to provide high-bandwidth data circuits at market
competitive prices. Through these fiber-to-the-premise connections we are also able to offer
SIP Trunking and SIP/PRI phone services. These products open up new and lucrative commercial
markets serving large enterprise accounts that could not be served by our pre-rebuild
infrastructure.

2. Improve the Financial/Operational Expertise of the System’s Top Management

To improve the System’s financial/operational results, a General Manager with more advanced financial
and operational expertise was required. In October 2009, with the MI-Connection Board’s approval,
BVU (the System operator) hired a new System General Manager, Alan Hall. Mr. Hall has 23 years of
industry experience, including leadership roles in marketing and operations for national cable operators
{Time Warner, Adelphia and Charter Communications).

Mr. Hall has since reorganized the System’s operations, which is resulting in decreased operating costs,
and has initiated a strong push in customer acquisition, which is leading to increased System revenues.
Below are some examples of the reorganization and the cost savings measures:

e In the process of bringing installation work in-house, this is projected to produce savings
of $50,000 per month over our current contract labor expense, reducing the total cash
needed to operate the System (a portion of these savings will be capital dollars).

= Revamped our promotional product bundles to be competitive with other service
providers. Inthe majority of our service area, we are the only single-source provider
offering video, data and voice on a single bill. Our marketing is targeted at increasing
our market penetrations and improving our financial performance.



e (Capital Budget & Expenditures: Each month, along with the review of the monthly
profit and loss results, the System manager also completes a capital budget to actual
report by specific capital category for review. The original FY 2010 budget presented a
$3.6M capital budget. As of January 31, 2010, seven months into FY 2010, MI-
Connection has only expended or committed $1.61M of capital, representing only 44%
of the FY 2010 capital budget. It is anticipated that MI-Connection’s FY 2010 capital
budget wilt only be $3.101M, a 14% reduction from early FY 2010 budget projections.
This savings is a direct result of the attention to the fiscal health of MI-Connection and
management’s direction to save costs and grow the system.

s In the process of converting to a new billing and work force management system. This
new billing system will automate a number of manual processes and increase both our
office and field efficiencies, allowing us to further reduce costs.

3. Independent Expert Analysis of System Operations.

The Mi-Connection Board decided that an independent evaluation of the System operations and
cash flow was needed to determine further areas for improvement in financial results. In October
2009, the Board approved such a study.

In January 2010, the MI-Connection Board formally retained Buford Media Group, LLC {Buford). As
an initial step, Buford has conducted an overall System cash flow analysis and benchmarking which
was presented to the Board on February 25th. The report identified several areas to pursue
potential operating efficiencies and cost reductions. The MIC Board plans to begin work
immediately with the System operator to study and develop a more detailed plan to achieve
operating efficiencies and cost reductions while maintaining the high leve! of customer service
needed 1o operate successfully. The Board expects that over time these initiatives will result in
significant improvements to MI-Connection’s financial situation.

In addition to the above-mentioned initiatives, the Board will continue to work diligently to look for
other ways to strengthen and improve the System’s financial situation.
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