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PART I
ITEM 1. BUSINESS

INTRODUCTION

Alaska Communications Systems Group, Inc. ("ACS Group" or "the Company") was formed in 1998 by Fox Paine & Company, membersof
the former senior management team of Pacific Telecom, and other experienced telecommunicationsindustry executives. In May 1999, the
Company acquired Century Telephone Enterprises, Inc.'s Alaska properties ("CenturyTel's Alaska properties') and Anchorage Telephone
Utility or ATU. CenturyTel's Alaska properties werethe incumbent provider of local telephone servicesin Juneau, Fairbanksand more than 70
rural communities in Alaska and provided Internet services to customers statewide. CenturyTel's Alaska propertiesincluded PTI
Communications of Alaska, Inc. ("PTIC"), Telephone Utilitiesof Alaska, Inc. ("TUA") and Telephone Utilities of the Northland, Inc.
("TUNI"™). ATU was the largest local exchange carrier 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. On October 29, 1999, the Company changed its name from ALEC Holdings, Inc. to Alaska Communications Systems
Group, Inc.

ACS Group isin the process of changing the names of severa of its operating companies to unify and promoteits brand name statewide.
Pending regulatory approval, the following name changes are planned:

For mer Nane New Nane

PTI Conmuni cations of Al aska, Inc. ACS of Fairbanks, |nc.
Tel ephone Wilities of Al aska, Inc. ACS of Al aska, Inc.

Tel ephone Wilities of the Northland, Inc. ACS of the Northl and,

I nc.

Anchor age Tel ephone Wility ACS of Anchorage, Inc.
ATU Long Di stance, Inc. ACS Long Di stance, Inc.
MACtel, Inc. ACS Wrel ess, Inc.

PTI Net, Inc. ACS Internet, Inc.

Al askan Choi ce Tel evision, LLC ACS Tel evi sion, Inc.

ACS Group istheleading diversified, facilities-based telecommunications provider in Alaska, offeringlocal telephone, cellular, long distance,
dataand Internet servicesto business and residential customers throughout the state. ACS Group isthe only telecommunications provider in
Alaska using its own network facilities to provide end-to-end communicationsservices to its customers.

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, interexchange network and data services, and Internet businesses. On September 30, 1999, ACS Group
acquired a 67% interest in Alaskan Choice Television, LLC ("ACTV"), which provides wireless cable television servicesto the Anchorage and
Fairbanks areas. On October 6, 1999, the Company entered into an agreement to acquire the remaining one-third interest in Alaskan Choice
Television, together with certain FCC licenses and, on February 14, 2000, completed the acquisition.
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LOCAL TELEPHONE. With over 325,000 access lines, representing approximately 75% of the access linesin Alaska, ACSGroup isthe
largest local exchange carrier in Alaska and the 15th largest in the U.S. The Company provides service to al of the state's major population
centers, including Anchorage, Juneau and Fairbanks.

CELLULAR. ACSGroup isthe largest and only statewide provider of cellular servicesin Alaska, currently serving over 73,000 subscribers. Its
cellular network covers over 460,000 residents, including all major population centers and highway corridors. The Company recently upgraded
its network to be fully digital in substantialy all of its serviceareas.

INTEREXCHANGE NETWORK, DATA SERVICESAND OTHER

Long-distance. ACS Group provideslong distance and other interexchange servicesto approximately 32,000 customersprimarily in Anchorage
and intends to market these services statewide beginning in thefirst quarter of 2000. ACS Group recently migrated long distance traffic on main
routes from leased circuits onto its own network infrastructure, whichit believes will result in significant cost savings over time.

Dataand Internet. ACS Group isthe third largest provider of Internet access servicesin Alaskawith approximately 16,000 customers. The
Company aso owns 28.5% of the second largest Internet service provider in Alaska withapproximately 28,000 customers. ACS Group
currently offers dedicated and dial-up Internet access to its customers and also commenced offering digital subscriber line, or DSL, servicesin
January of 2000.

ACS Group aso owns 100% of ACTV, effective February 14, 2000, which isa provider of wireless cable television servicesin the Fairbanks
and Anchorage service areas. ACS Group expectsto expand its offering of wireless cable servicesusing digital compression technology.

PRODUCTS SERVICESAND REVENUE SOURCES

ACS Group offersa broad portfolio of telecommunications services to residential and business customers in its markets. The Company's service
offerings are locally managed to better serve the needs of each community. The Company believes that, as the communications marketplace
continues to converge, the ability to offer an integrated package of communications products will provide adistinct competitive advantage, as
well as increase customer loyalty, thereby decreasing customer turnover. The Company complements its local telephone servicesby actively
marketing itscellular, long distance, data and Internet service offerings.

The following table sets forth the components of ACS Group'srevenues on apro forma combined basis for the periods presented:

COMVBI NED REVENUE FOR THE YEAR ENDED DECEMBER 31,

1998 1999
AMOUNT PERCENT AMOUNT PERCENT
REVENUE BY SOURCE: (DOLLARS I N M LLI ONS)
Local network service $ 93.1 33. 0% $ 96.0 31. 9%
Net wor k access 98. 6 35.0 105.3 35.0
Directory advertising 26.5 9.4 27.9 9.3
Der egul at ed and ot her revenue 19.6 7.0 19.7 6.6
Local tel ephone 237.8 84.4 248.9 82.8
Cel | ul ar 31.8 11.3 36.1 12.0
I nt erexchange network, data services and ot her 12.0 4.3 15.5 5.2
Tot al $ 281.6 100. 0% $ 300.5 100. 0%
3
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LOCAL TELEPHONE SERVICE

Local Network Service. Basic local network service enables customers to originate and receive telephone calls withina defined "exchange”
area. The Company provides basic local servicesto 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 ratesto recover a portion of the costs of providing local service to
residential customers. On average, U.S. businessrates for basic local services have been over two times the rates of residential customers. Basic
local service alsoincludes non-recurring charges to customers for theinstallation of new products and services.

At December 31, 1999, approximately 57% of ACS Group's retail access lines served residential customers, while 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, ascompared to the national average of $15.99. Monthly charges for business customers range from $17.65 to $26.05 in ACS Group's
service areas, as compared to the national average of $34.55. See "Business - Introduction” for a discussion of ACSGroup's common statewide
branding strategy.

The table below setsforth the annual growth in access linesat CenturyTel's Alaska properties and ATU from December 31, 1995 to December
31, 1999. The number of access lines shown for CenturyTel's Alaska propertiesin 1997 includes approximately 37,000 access lines that 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 for ATU represents all revenue producing access lines connected to both retail and wholesale customers.

AS OF DECEMBER 31,

1995 1996 1997 1998 1999
LOCAL TELEPHONE ACCESS LI NES:
CenturyTel's Al aska properties 77, 660 82, 969 124, 869 131, 858 143, 412
ATU 147,934 154, 752 158, 486 168, 536 182, 196
Tot al 225, 594 237,721 283, 355 300, 394 325, 608
PERCENTAGE GROWH:
CenturyTel's Al aska properties 5. 6% 6. 8% 50. 5% 5. 6% 8. 8%
ATU 2.1% 4. 6% 2. 4% 6. 3% 8.1%
Conbi ned 3.3% 5. 4% 19. 2% 6. 0% 8. 4%

On Junel, 1999, aspart of the consolidation of its operating and billing systems, ACS Group conformed the methodology by which the number
of access linesis calculated across all of itslocal exchangesto that used for CenturyTel's Alaska properties. The Company intendsto usethe
method used to calculate access linesin servicefor CenturyTel's Alaska propertiesto calculateits access lines in al future periods. In thetable
above, for the year ended December 31, 1999, the Company shows ATU's number of access lines calculated using this method. If the number of
ATU's access linesin service at December 31, 1998 wascomputed under this same method, the number of access linesat ATU would increase
by 4,940 andthe total number of access lineswould equal 305,334 and the combined growth percentage would be 6.6% for 1999. Due to
limited data availableto ACS Group, no adjustments to the access linesin service for any year prior to 1998 have been computed.

Future access line growth is expected to be derived from:
- increases in line demand from data-related usage by existing business customers,
- increases in line demand from Internet usage by residential customersand

- population growthin ACSGroup's service areas.

[e2 NN
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Enhanced Services. Enhanced services consist of servicessuch as call waiting, call forwarding, call return, continuous redial, caler ID and
voice mail. These services are generally billed on a monthly basisand included on customers' billsfor basic local service. Customer penetration
of enhanced services, calculated as the number of enhanced servicesdivided by the number of access lines, in ACS Group's service areasis
approximately 86%, while other rural local exchange carriersinthe U.S. have achieved a penetration level of 121%, on average.

Operating results for local telephone services are not materially impacted by seasona factors.
NETWORK ACCESS

Network access services arise in connection with the origination and termination of long distance, or tall, callsand typically involve more than
one company in the provision of such long distance service on an end-to-end basis. Sincetoll calls are generally 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 use of its facilities to access the customer, as described below.

Intrastate Access Charges. ACSGroup generates intrastate access revenue when an intrastate long distance call that involves an ACS Group
local exchange company and aninterexchange carrier is originated and terminated withinthe same state. The interexchange carrier pays the
Company an intrastate access payment for either terminating or originating the call. The Company records the details of the call through its
carrier access billing system and receives the access payment from theinterexchange carrier. When one of the Company's customers originates
the call, it typically provides billing and collection for the interexchange carrier through a billing and collection agreement. The access charge
for ACS Group'sintrastate service isregulated by the RCA.

Interstate Access Charges. ACSGroup generates interstate access revenue when an interstate long distance cal is originated from an Alaskan
local calling area served by an ACS Group local exchange company and isterminated in alocal calling areain another state, and vice versa.
The Company hills interstate access chargesin the same manner as it bills intrastate access charges; however, the interstate access chargeis
regulated by the FCC rather than by the RCA.

Operating results for network access services are not materially impacted by seasonal factors.

DIRECTORY ADVERTISING
Directory advertising revenues are derived by ACSGroup principally from yellow pages advertising in thelocal telephone books of each of the
Company'slocal exchange service areas. The Company provides thisservice under a contractual arrangement with a directory publishing
company. Directory advertising is billed in conjunction withlocal telephone service.

DEREGULATED AND OTHER REVENUE

Deregulated and other revenues consist of billing and collections contracts, space and power rents, pay telephone service, customer premise
equipment sales, and other miscellaneous revenues generated by the Company's local exchange carriers.

CELLULAR SERVICES

ACS Group'scellular businessis currently managed separately from its local exchange carrier business and is subject to a different regulatory
framework and cost structure. Cellular servicesare provided statewide under
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the MACtd brand name. Subsequent to the acquisition of CenturyTel's Alaska properties and ATU, cellular operations were merged under the
MACtel brand name, whichwas formerly a subsidiary of ATU. The primary sources of cellular revenue include subscriber access charges,
airtime usage, toll charges, connection fees, roaming revenues, as well as enhanced features, such as voice mail. A subscriber may purchase
services separately or may purchase rate plans that package these servicesin different ways to fit different calling patterns. The Company
provides digital service and advanced features in Anchorage and Fairbanks and expects to be fully digita inthe other serviceareas by thefirst
guarter of 2000. Upon conversion of all service areasto digital service, ACS Group will be able to offer advanced digital services and features,
such astext messaging, on a statewide basis.

Asillustrated in the tablebelow, CenturyTel's Alaska properties and MACtel have experienced growth in the number of cellular subscribers
served andtotal covered population over the past fiveyears.

AS OF DECEMBER 31,

1995 1996 1997 1998 1999
Covered popul ation:
CenturyTel's Al aska properties 54, 286 55,101 55, 927 56, 766 56, 733
MACK el 294, 160 298, 573 397, 434 403, 396 404, 069
Tot al 348, 446 353,674 453, 361 460, 162 460, 802
Endi ng subscri bers
CenturyTel's Al aska properties 1, 300 1,678 2,096 2,945 3,692
MACK el 24,855 37, 651 53, 035 63, 627 69, 376
Tot al 26, 155 39, 329 55, 131 66, 572 73, 068
Endi ng penetration
CenturyTel's Al aska properties 2. 4% 3. 0% 3. 7% 5.2% 6. 5%
MACK el 8. 4% 12. 6% 13. 3% 15. 8% 17. 2%
Conbi ned 7.5% 11. 1% 12. 2% 14. 5% 15. 9%

Although ACSGroup hasachieved cellular penetration rates of 18% in Anchorage and 20% in Kenai, penetration ratesin the Company's other
service areas are significantly lower. Management believes there are opportunities to improve the penetration rates of its cellular operationsin
Fairbanks and Juneau. Management also believes that the market for cellular serviceswill continueto grow with the growthin the cellular
industry as awhole.

ACS Group aso owns 10 megahertz E Block PCS licenses covering Anchorage, Juneau and Fairbanks, which were purchased by CenturyTel's
Alaska properties in 1997. Management is analyzing the build out of these licenses andtechnical aternativesfor using this spectrum to enhance
the Company'sservice offeringsin its overall business.

Operating results for cellular services are not materially impacted by seasonal factors.
INTEREXCHANGE NETWORK, DATA AND OTHER

Long Distance Services. ACS Group's predecessors began offering long distance services on aresale basisin October 1997, primarily in
Anchorage. The Company currently hasapproximately 32,000 long distance customers and less than

2.5% of total long distance revenuesin Alaska. ACS Group is expanding its long distance operations into the service areas of CenturyTel's
Alaska properties starting in the first quarter of 2000. Before August 1998, CenturyTel's Alaska properties were precluded from entering the
long distance business by a non-competition agreement withAT& T Alascom whichwas signed when Pacific Telecom sold Alascom, Inc. to
AT&T in1995. To date, ACSGroup's long distance operations have generated operating losses.
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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 andto settle a number of outstanding disputes, including GCl's opposition to ACS Group's
acquisitions of CenturyTel's Alaska properties and ATU. As part of this agreement and to reduce the Company's dependence on aresale long
distance strategy, ACS Group purchased from GCI $19.5 million of fiber capacity for high-speed linkswithin Alaska and for termination of
traffic in the lower 48 states. Subsequently, the Company entered into an amendment of the purchase agreement with GCI, whereby, among
other things, ACS Group agreed to purchase additional capacity in 2001 for $19.5 million. ACS Group expects that migrating long distance
traffic onto its own network facilities will, over time reduce the cost of providing long distance and other interexchange services and data and
Internet access services.

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 local exchange carrier to
the unregulated long distance affiliate and discrimination against other long distance providersin favor of aloca exchange carrier's long
distance affiliate. Among the conditions applied to ACS Group'slong distance affiliates are those which:

- require the Company to hold all books and records, management, employees and administrative services separate, except that services may be
provided among affiliates through arm'slength affiliated interest agreements,

- prohibit CenturyTel's Alaska properties from bundling local and long distance services until competition develops in their local markets and

- prevent the Company fromjoint ownership of telephone transmission or switching facilities with thelocal exchange carrier and from using the
local exchange carrier's assets as collateral for its own indebtedness.

Asaresult of theintroduction of competition in ATU's local service areas, the Alaska Public Utilities Commission ("APUC"), predecessor to
the RCA, lifted the restriction on bundling of local and long distance services in ATU'sservice areasin 1998.

Operating results for long distance services are not materially impacted by seasona factors.

Internet Access. ACSGroup provides Internet access servicesto approximately 16,000 customersat December 31, 1999. In order to offer
Internet access, the Company provides local dia-up telephone numbers for its customers. Theselocal dial-up humbers allow customers access,
through a modem connection on their computer, to aseries of computer servers ACS Group owns and maintains. These servers allow customers
to access their e-mail accounts and to be routed to local access pointsthat connect customers to the Internet. ACS Group charges customers
either aflat ratefor unlimited Internet usage or a usage sensitiverate, which, in either case, isbilled on customers' local telephone hill.
Commencing January 2000, ACS Group is offering high speed Digital Subscriber Line service, or DSL, to itsInternet subscribers.

ACS Group aso owns a 28.5% minority interest in Internet Alaska, Inc., which provides Internet access to approximately 28,000 customers,
primarily in Anchorage and Fairbanks.

Operating results for Internet access services are not materially impacted by seasonal factors.

Wireless Cable Television. ACS Group owns ACTV, awireless cable television provider. ACTV provides wireless cabletelevision services
over assigned UHF frequencies to approximately 3,000 customers in the
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Company's Anchorage and Fairbanks service areas. As of December 31, 1999, ACS Group held atwo-thirdsinterest in ACTV and completed
the acquisition of theremaining one-third interest on February 14, 2000.

UNIVERSAL SERVICE REVENUE

Universal service revenue supplements theamount of local service revenue the Company receivesto ensurethat basic local servicerates for
customers in high cost rural areas are not significantly higher than rates charged in lower cost urban and suburban areas. The
Telecommunications Act of 1996 prescribed new standards applicable to universal service, including mechanismsfor defining the types of
services to be provided as part of a universal service program, specific goals or criteria applicableto universal service programs, new
qualifications for receipt of universal service funding and new requirementsfor contributions to universal service funding. The FCC, in
conjunction witha federal-state joint board composed of FCC and state commission members, hasbeen working since passage of the
Telecommunications Act of 1996 to implement these new statutory provisions. The FCC haschosen to address universal service matters,
initialy for non-rural telephone companies, and subsequently for rural tel ephone companies. New cost-identification models for non-rural loca
carriers wereadopted effective on January 1, 2000 and would be applicable to ACS Group's Anchorage operations. New rules for rural
telephone companies, applicableto CenturyTel's Alaska properties, are not expected to be adopted before January 1, 2001 at the earliest.

OTHER

ACS Group seeks to capitalize onitslocal presence and network infrastructure by offering additional services to customers, such as directory
services and billing and collection servicesfor interexchange carriers.

NETWORK FACILITIES

Asof December 31, 1999, ACS Group owned 74 exchanges serving over 325,000 access lines. All of the Company's exchanges are served by
digital switchesprovided predominately by Nortel Networks. ACS Group's switchesare linked through a combination of extensive aeridl,
underground and buried cable, including 485 miles of fiber optic cable, aswell as digital microwave and satellite links. The Company has
100% single-party services (one customer per access line), and believes substantially all of its switcheshave current generic software upgrades
available, alowing for the full range of enhanced customer features.

ACS Group hasintegrated numerous network elements to offer a variety of servicesand applications that meet theincreasingly sophisticated
needs of customers. These elementsinclude Signal System 7 signaling networks, voice messaging platforms, digital switchingand, in some
communities, integrated service digital network access. As thetelecommunications industry experiences significant changes in technology,
customer demand and competitive pressures, the Company intends to introduce additional enhancements.

Network operations and monitoring areprovided for CenturyTel's Alaska properties and ATU by ACS Group's network operating control
center located in Anchorage. The network operating control center hastechnicians staffed or on-call seven days aweek, 24 hours a day.
Automated alarm systemsare in place should problems arise with the network after normal business hours. The Company aso has customer
care call center facilities in Anchorage and Fairbanksaong with additional customer care facilities in Juneau, Sitka, Kenai/Soldotna and
Kodiak. All of these facilities offer extensive business hoursto efficiently handle customer inquiries and ordersfor service.

ACS Group'scellular operations consist of five switching centers, 75 cell sitesand four repeaters covering all major population centers and
highway corridors in Alaska. The Company plansto complete the conversion of all of its switching and cell site equipment to digital service by
the first quarter of 2000. The Company'sswitching and cell siteinfrastructure islinked by digital microwave and fiber. MACtel also hasa
network operating control center located in Anchorage that supports al cellular switchesin ACS Group's markets. Customer care centers are
located in Anchorage, Fairbanks, Juneau and Kenai/Soldotna.
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The Company is enhancing its interexchange network to accommodate developing products and technology. The Company isworking with
Nortel Networks on amultiple phase conversion of its network from atime division multiple access, or TDMA, circuit switched platformto an
asynchronous transfer mode/Internet protocol, or ATM/IP, packet switched platform based on Nortel's SUCCESSION NETWORK(TM). ACS
Group believes the implementation of the SUCCESSION NETWORK (TM) will enhance its capability to provide a complete suite of
telecommunications and data services and achieve significant operating efficiencies. The Company hascompleted thefirst phase of the
conversion, whichresulted in the migration of its network traffic to its fiber optic transport facilities acquired in June 1999. The Company is
currently in the second phase, whichwill involve the conversion of its transport connections between Anchorage and each of Fairbanks, Kenai,
Juneau and Seattle from TDMA to ATM, which ACS Group expectsto complete by the second quarter of 2000. ACS Group expects to

compl ete the implementation of Nortel's SUCCESSION NETWORK(TM) by year-end 2002. Planned network enhancements prior to year-end
2002 will include the installation of call serversin Anchorage and either Fairbanks or Juneau and the conversion of network switching nodesto
accommodate ATM/IP traffic.

Completion of the SUCCESSION NETWORK(TM) will enable the Company to provide anarray of 1P products throughout itscore business.
ACS Group currently offers framerelay, and will offer each of the following services as the necessary network elements are compl eted:

- virtual private networks,
- virtual private lines,
- transparent local area networks(LAN),
- proprietary LANsand wide area networks (WAN) and
- high speed Internet access.
SUPPLIERS
ACS Group believesit has strong, long-term relationships with its numerous communications vendors. The Company'sprimary switching
vendor is Nortel Networks, aleading provider of advanced switching systems. The Company uses Ericsson switches and radios for its cellular
operations. For its billing systems ACS Group uses Saville Systemsand for itsaccounting systems it uses SAP. ACSGroup's primary
information technology architectureis provided by IBM. While the Company recognizes that the separation of CenturyTel's Alaska properties
from therest of CenturyTel's properties might result in higher unit costs for CenturyTel's Alaska properties, it expects that the combination of
CenturyTel's Alaska properties and ATU and the presence of vendor competition will deter any significant unit increases and may result in unit
cost reductions in thelonger term. ACS Group enjoys positive relationships with a variety of vendors for outside plant facilities and other
elements of its network.
COMPETITION

Local Telephone Service
Incumbent local exchange carriers may be subject to any of three types of competition:

- facilities-based competition from providers withtheir own local service network,

- resale competition fromresale interconnection, or providers who purchaselocal service from theincumbent local exchangecarrier at
wholesale rates and resell these services to their customers and
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- competition from unbundled network element interconnection, that is, providers who lease unbundled network elementsfrom the incumbent
local exchange carrier.

The geographic characteristics of rural areas makethe entrance of most facilities-based competitors uneconomical because of the significant
capital investment required and thelimited market size. Thus, competition islikely to come from resale interconnection or unbundled network
element interconnection. There areno regional Bell operating companiesin Alaska.

In September 1997, GCI and AT& T Alascom, thetwo largest long distance carriersin Alaska, began providing competitive local telephone
services in Anchorage. GCI competes principally through unbundled network element interconnection with ATU's facilities, while AT& T
Alascom competes exclusively by reselling ATU's services. Competition is based upon price and pricing plans, types of services offered,
customer service, billing services, quality and reliability. GCl hasfocused principally on advertising discount plansfor bundled services. AT& T
Alascom's strategy has beento resell ATU'sservice as part of apackage of local and long distance services. Asaresult, ATU lost
approximately 19% of itsretail access lines in Anchorage to these competitors during the first ten monthsof competition ended June 1998,
approximately 61% of which resulted from unbundled network element interconnection by GCI. The majority of thisloss was among
price-sensitive residential customers who have lower average monthly bills than ATU's business customers. Since June 1998, the rate of this
loss has slowed, with ATU'saggregate market share loss rising only from 19%to just over 24% in the last eighteen months. The Company
expects GCl and AT& T Alascomto continueto compete for local telephone business.

As"rural telephone companies® under the Telecommunications Act of 1996, ACS Group's rural local exchange carriers have historically been
exempt fromthe obligation to lease their facilities or resell their services on awholesale discount basisto competitive local exchange carriers
seeking interconnection. However, on June 30, 1999 the ordered these exemptions terminated as to certain of their study areas, and on October
11, 1999, the RCA, which replaced the APUC on July 1, 1999, sustained the APUC's order. As aresult, ACSGroup's rural local exchange
carriers have entered into interconnection negotiations and arbitration with GCI affecting certain of their study areas. The RCA hasestablished
July 1, 2000 asthe date for its resolution of any interconnection issues requiring arbitration under the Telecommunications Act. At the
conclusion of this process, ACS Group may be required to provide interconnection elementsand/or wholesale discount servicesto competitors
insome or al of itsrural service areas. However, ACS Group believes that its service offerings, customer relationships and expertise inthe
local telephone business may provide a competitive advantage over new local exchange carriers. See "Business - Regulation™.

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 lease facilities 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's local network.

In addition, while cellular telephone services have historically complemented traditional local exchange carrier services, the Company
anticipates that existing and emerging wirel ess technologies may increasingly compete with local exchange carrier services. Technological
developments in cellular telephone features, personal communications services, digital microwave and other wirel ess technologies are expected
to further permit the development of alternatives to traditional wirelineservices.

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 is likely to increase significantly
as equipment costs and servicerates continueto decline and equipment becomes more convenient and functional. ACS Group currently
competes
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with at least one other cellular provider in each of its cellular service areas, including AT& T Wireless Services, CenturyTel and Mercury
Communications.

Competition is based on price, quality, network coverage and brand reputation. Inaddition, there are six PCS licensees in each of the
Company'scellular service areas. ACS Group holds PCS licenses covering Anchorage, Fairbanks and Juneau. One of the PCS licensees began
providing digital PCS service in Anchorage in October 1998. Another PCS licensee has recently indicated it will commencetrials of its
technology. The Company believes that the unique and vast terrain and the high cost of PCS system buildout makes entrance into markets
outside Anchorage unlikely.

L ong Distance Services

The long distance telecommunications market is highly competitive. Competition in the long distance businessis based on price, customer
service, hilling servicesand quality. ACS Group currently offers long distance service to customers located in ATU's service areas and the
Fairbanks and Juneau areas of CenturyTel's Alaska properties, and intends, subject to regulatory restrictions, to expand ATU'slong distance
operations into the remaining service areas of CenturyTel's Alaska properties. AT& T Alascom and GCl are currently the two major long

distance providersin Alaska, including in ACS Group's service areas. ACS Group currently hasless than 2.5% of total 1ong distance revenues
in Alaska.

I nternet Services
The market for Internet access servicesis highly competitive. There arefew significant barriers to entry, and the Company expects that
competition will intensify in thefuture. ACS Group currently competes with a number of established online services companies, interexchange
carriers and cable companies. The Company believes that its ability to compete successfully will depend upon a number of factors, including
the reliability and security of its network infrastructure, the ease of access to the Internet, and the pricing policies of its competitors.
CUSTOMERS
ACS Group hastwo basic typesof customers for the services of itslocal exchangecompanies:
- business and residential customerslocated in their local serviceareas that pay for local phone service

- interexchange carriersthat pay usfor access to long distance calling customers located within itslocal service aress.

Approximately 57% of ACS Group's retail access lines served residential customers, while 43% served business customers. Inaddition, no
single ACS Group customer represented more than 10% of its total 1999 consolidated revenue.

SALESAND MARKETING

CenturyTel's Alaska properties and ATU have 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 sales force and marketing department. Going forward, ACS Group intends to
consolidate its product and service offerings under the " Alaska Communications Systems" brand, subject to regulatory and strategic business
considerations. See "Business- Introduction”.

Key components of the Company's sales and marketing strategy include:
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- marketing current and future service offerings aggressively, including packaged service offerings,
- centralizing marketing functions
- 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, cellular, long distance and data, and Internet 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 it products and services, the
Company believes it can increase penetration of new product offerings, improve customer retention rates, increase itsshare of its customers
overall telecommunications expenditures, and achieve continued revenue and operating cash flow growth.

While CenturyTel's Alaska properties and ATU have, to alimited extent, marketed local telephone services in attractively-priced, packaged
service offerings with cellular, long distance and Internet services, neither CenturyTel's Alaska properties nor ATU emphasized these types of
offerings. However, ACS Group believes packaged offerings are popular with customers because they allow customers to enjoy pricing for a
number of servicesat a substantial discount to ala carte pricing of individual services. Subject to regulatory limitations, the Company intends to
expand this strategy, which it expectswill 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 will be centralized and sales functionswill be
based locally. To enhanceits direct selling efforts, the Company has established additional customer and retail service centersin its larger
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.

ENVIRONMENTAL REGULATIONS

ACS Group's operations are subject to federal, state and local lawsand regulations governing the use, storage, disposal of, and exposure to,
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'scellular operations are also 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, theresults of these studies have been
inconclusive. Although the Company has not been named in any lawsuits alleging damages fromradio frequency emissions, it is possible it
could be suedin thefuture, particularly if scientific studies conclusively determine that radio frequency emissionsare harmful.

EMPLOYEES
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ACS Group considers employee relations to be good. As of December 31, 1999, the Company employed atotal of 1,231 regular full-time
employees, 837 of whom were represented by the International Brotherhood of Electrical Workers, Local 1547 ("IBEW"). CenturyTel's Alaska
properties had acollective bargaining agreement with the IBEW that was scheduled to expirein 2004. The ATU collective bargaining
agreement with the|IBEW was scheduled to expire on August 31, 1999, but was extended by mutual agreement to accommodate negotiations to
consolidate the Century and ATU agreements. On November 2, 1999, the IBEW membership for ACSGroup ratified theterms of the collective
bargaining agreement that governs the termsand conditions of employmentfor all IBEW represented employees. The new agreement, which
expires December 31, 2006, provides for wage increases up to 4% based on theannual increases in the U.S. Department of Labor CPI-U, the
consumer price index for Anchorage. There have been no work stoppages or strikes, and none are anticipated; management hasworked closely
with IBEW leadership for many years.

REGULATION

OVERVIEW

ACS Group's operations are subject to the separate but concurrent jurisdictional control of both the Federal Communications Commission
("FCC") and the Regulatory Commission of Alaska ("RCA"). The Company'slocal telephone operating subsidiaries, TUNI, TUA, PTIC, which
was formerly the City of Fairbanks Telephone Operation, and Alaska Communications Systems, Inc., formerly ATU, are each
"telecommunications carriers’ and "local exchange carriers' under the Communications Act of 1934, which was amended by the
Telecommunications Act of 1996, and are subject to FCC jurisdiction. ACS Group's cellular companies areal so subject to FCC jurisdiction
because they aretelecommunications carriers and because they hold FCC-issued licenses. The Company'slocal telephone operating companies
are also "public utilities* within the meaning of the Alaska statutes and are, therefore, governed by the applicable rules and regulations of the
RCA. The RCA succeeded to the regulatory responsibilities of the APUC when it ceased to exist on June 30, 1999. Only one of the new RCA
commissioners has prior experience as a commissioner on the APUC.

FEDERAL REGULATION

Under the federal regulatory scheme, incumbent local exchange carriers are required to comply with the Communications Act and the
applicable rules and regulations of the FCC. In substantially overhauling the Communications Act, the Telecommunications Act of 1996 was
intended to, among other things, eliminate unproductive regulatory burdens and promote competition. Despite this, telecommunications carriers
are still subject to extensive ongoing regulatory requirements. For instance, ACS Group's subsidiaries are required to maintain accounting
records in accordance with the Uniform System of Accounts, to structure access charges according to FCC rules, and to charge for interstate
services at arate of return not to exceed a rate prescribed by the FCC. The FCC aso must give prior consent to transfers of control and
assignments of radio station licenses. The FCC requires incumbent local exchange carriers providing access servicesto filetariffs withthe FCC
reflecting therates, termsand conditions of those services. These tariffs are subject to review and potential objection by the FCC or third
parties. Additionaly, al of the Company'sloca exchange carriersare "incumbent local exchangecarriers' within the meaning of the
Telecommunications Act of 1996. Assuch, they are subject to various requirements under that Act, including specific interconnection duties
such asproviding requesting telecommunications carriers with unbundled network elements and wholesale discounted resale of end user
services.

STATE REGULATION

Telecommunications companies subject to the RCA'sjurisdiction are required to obtain certificates of public convenience and necessity prior to
operating as apublic utility in Alaska. The RCA is responsible for approving new certificates and any transfersof existing certificates. In
addition, the RCA isresponsible for implementing a portion of the competitive requirements of the Telecommunications Act of 1996, as well as
for regulating intrastate access and rates for local and other services of local telephone companies. After passage of the Telecommunications
Act of 1996, the APUC adopted a plan to address competition issues across Alaska. The
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APUC established multiple dockets to investigate different competition-related issues, including revising local and long distance market
structures, reforming its intrastate access charge system and establishing a state universal service fund. While some of these dockets have been
completed, many others remain open for further processing by the RCA. In connection with regulatory approval of ACS Group's acquisitions of
CenturyTel's Alaska properties and ATU, the APUC imposed several conditions on its operating companies. Among those conditions was a
requirement that ATU, PTIC, TUA and TUNI eachfile revenue requirements, cost of service and rate design studies no later than July 2001.
Additionally, restrictions were placed on the ability of ACS Group'srura local exchangecarriers to bundle service offeringswith ATU Long
Distance, Inc.

COST RECOVERY AND REVENUE RECOGNITION

Asaregulated common carrier, ACS Group is afforded the opportunity to set maximumrates at alevel that allowsthe Company the
opportunity to recover thereasonable costsincurred in the provision of regulated telecommunications services and to earn a reasonabl e rate of
return on theinvestment 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 intrastate interexchange calls,

- interconnection charges, wholesale service charges, unbundled network element charges, and other ratesto competing carriersinterconnecting
with the Company's networks or reselling its services and

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

Maximum rates for regulated services, and theamount of high-cost support, are set by the FCC with respect to interstate servicesand by the
RCA with respect to intrastate services.

In conjunction with the recovery of costs and establishment of rates for regulated services, alocal exchange carrier must first determine its
aggregate costs and then allocate those costs between regulated and nonregulated services. After identifying the regulated costs of providing
local telephone service, alocal exchange carrier must allocate those costs between state and federal jurisdictions and among its various
interstate and intrastate services. . This process is complicated by the difficulty of alocating specific pieces of plant and equipment to a
particular servicebecause alocal exchange carrier's plant and equipment are utilized for different jurisdictional services, such as local telephone
and interstate and intrastate access. This process isreferred to as"separations’ and is governed primarily by the FCC's rules and regul ations.
The underlying legal purpose of separations rulesisto define how acarrier's expenses are allocated and recovered from federal and state
jurisdictions. The FCC is considering whether to modify or eliminate the current separations process. This decision could indirectly increase or
reduce earnings of carriers subject to separations rules by reallocating costs between thefederal and state jurisdictions.

INTERSTATE END-USER RATES

The deployment of the local telephone network from the switching facility to the customer is known as the "local loop" andis oneof the most
significant costs incurred by alocal exchange carrier in providing telephone service. The FCC has established a rate structure that provides for
the recovery of a portion of the cost of thelocal
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loop allocated to the interstate jurisdiction directly fromthe end user customer through the assessment of a subscriber line charge. The
remaining portion of thelocal loop costs are recovered from interstate access chargesto an interexchange carrier or, in some circumstances,
from thefederal Universal Service Fund.

Asaresult of themarket and geographic conditions in rura 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 local
exchange carrierswould remain allocated to theintrastate jurisdiction placing substantial pressureon such carriersto charge higher ratesfor
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 Fund isavailableto carrierswhose loca loop costs are significantly above the
national average as calculated pursuant to FCC rules. Recent FCC rulings have made thishigh-cost support available to a competitive carrier,
on an averaged per line basis, for those lines serving customers switchingto the competitive carrier. The FCC has adopted new universal
service rules for non-rural local exchange companies, effective January 1, 2000. Rulesfor rura telephone companies are still being developed
by the FCC and will not be adopted before January 1, 2001, at the earliest.

INTERSTATE ACCESS RATES

Interstate access rates are developed on the basis of alocal exchangecarrier's measurement of itsinterstate 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 whichtime they aresubject 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 local exchange carriers.
Accordingly, the FCC established the National Exchange Carriers Association, whichis commonly referred to as NECA, in 1983 to, among
other things, develop common interstate access service rates, termsand conditions. NECA develops interstate access rates on the basis of data
that are provided individually by participating local exchange carriers and blended to yield averagerates. These rates are intended to generate
revenue equal to the aggregate costs plus areturn onthe investment of all of the participants. Currently, the authorized maximum rate of return
used in setting interstate access ratesis 11.25%.

Individual participating local exchange carriers arelikely to have costs of providing service that are either higher or lower than the revenues
generated by applying the overall NECA tariff rate. To rectify this result, the revenues generated by applying the NECA rates are pooled from
all of the participating companies and redistributed on the basis of each individual company's costs. The result of this process not only
eliminates the burden of individual tariff filing, but also produces a systemin which small companies can share and spread risk. For example, if
asmaller local exchangecarrier filed its own tariff and subsequently suffered theloss of major customersthat utilize interstate access service,
the local exchangecarrier could suffer significant under-recovery of itscosts. In the NECA pool environment, theimpact of thislossis reduced
because it is spread over all of the pool participants.

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. ACS Group's rural local exchange
carriers participate in both thetraffic sensitive and non-traffic sensitive NECA pools. ATU files its own traffic sensitive access tariffs with the
FCC but participates in the NECA non-traffic sensitive pool.

The FCC has initiated a proceeding to review itspolicies governing interstate exchange access rates and therate of return applicable to
incumbent local exchange carriers who are subject to rate-of-return, rather than price cap, regulation. Both ATU and the Company'srural local
exchange carriers are rate-of -return regulated, and thus the outcome of this proceeding could directly affect their earning prospects. The
outcome of thisproceeding, however, and itsultimate impact on ACS Group, cannot be predicted at thistime.
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INTRASTATE END USER 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. Locadl ratesare typically set at alevel that will allow recovery of embedded costs for local service divided by the number of services
and customers. Recognized costsinclude an allowancefor arate of return on investment in plant used to provide local service. Rate casesare
typicaly 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 TUA and TUNI, respectively. Theserates were ordered in 1989. PTIC was previously not regulated by the APUC and
instead wasregulated by the City of Fairbanks Public UtilitiesBoard. Asa condition of the acquisition of the City of Fairbanks Telephone
Operation by ACS Group, the APUC required that a general rate proceeding beinitiated for PTIC by June 1999. This proceeding has been
delayed and combined with a company-wide earnings review to be filed withthe RCA by June 30, 2001. ATU's last authorized rate of return
was 9.79% for retail local exchange and 10.85% for intrastate access, ordered in 1991.

The APUC adopted regulationsto govern competition in thelocal exchange marketplace. The transitional regulations provide for, among other
things:

- initial classification of al incumbent local exchange carriers, includingthe Company's rural propertiesand ATU, as dominant carriers,
- symmetrical requirementsthat all carriers, both dominant and nondominant, offer all retail servicesfor resale at wholesale rates and

- substantial dominant carrier pricing flexibility in competitive areas, under which carriers may reduce retail rates, offer new or repackaged
services andimplement special contracts for retail service upon 30 days' notice to the APUC. Only rate increases affecting existing services are
subject to full cost support showings for local exchange carriers in areas with local competition.

INTRASTATE ACCESS RATES

In the past, the APUC has required al local companiesin Alaskato pool their access costs and has set an annual statewide average price for
access service. Each local exchangecarrier charges interexchange carriers feesfor originating or terminating long distance calls on itsnetwork
based on the statewide average cost of access rather than on its costs of access. Accessrevenues are collected in apool administered by the
Alaska Exchange Carriers Association and then redistributed to the local exchange carriers based ontheir actual costs. With the passage of the
Telecommunications Act of 1996 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, local exchange carriers not yet subject to local competition continue to participate in the
Alaska Exchange Carriers Association pool. Participantsin this pool recover their costs based on the embedded cost of services most recently
authorized by the APUC. In the event of competitive entry into a dominant carrier's service area, these revisions also requirethe dominant local
exchange carrier to exit the pool and initiate separate access charges. Dominant local exchange carriers subjected to competitive entry have the
right to propose that their access charges be based on marketrates. The RCA has recently initiated a proceeding to examine whether changesto
the current annual process for establishing access charges are warranted.

An additional consegquence of this access reformis the continued removal of subsidies implicit in access pricing. For instance, the APUC
abolished the"weighting system™ for the non-traffic-sensitive rate element that had loaded extra costs on access charges for lower cost urban
exchanges to support rural exchanges. At the same time, the APUC proposed to support a portion of high switching costs separately through a
state universal servicefund. The RCA has subsequently proposed that such state universal service support be available only to local
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companies with access lines of 20,000 or less. If adopted as proposed, this limitation would reduce the amount of state universal service support
whichthe Company's rural local exchange carrierswould receive in thefuture.

The Alaska Universal Service Fund serves as a complement to the federal Universal Service Fund, but must meet federal statutory criteria
concerning consistency with federal rules and regulations. Currently, the Alaska Universal Service Fund only subsidizes a portion of higher cost
carriers switching costs, and the costs of lifeline service--supporting rates of low income customers. The RCA has proposed to subject existing
support paidto carriersfor switching coststo an access line threshold which could reduce or eliminate such support for some of ACS Group's
subsidiaries. Although it initially ordered the suspension of certain payments fromthe Alaska Universal Service Fund, associated with such
switching costs, to one of the Company's rural local exchange carriers, the RCA subsequently revoked its order without effect on the carrier's
receipts fromthe fund.

THE TELECOMMUNICATIONS ACT OF 1996

Among other things, the Telecommunications Act of 1996 wasenacted to enhance competition without jeopardizing the availability of
nationwide universal service at affordable rates. These two objectives have resulted in a complex set of rules intended 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 Telecommunications Act of 1996 made competitive entry into the local tel ephone business more attractive to other carriers by removing
barriers to competition. In order to promote competition, the Telecommunications Act of 1996 established new interconnection rulesgenerally
requiring local exchange carriersto allow competing carriers to interconnect with their local networks. Congress recognized, however, that
when thedesire to promote competition conflicted with the ability of existing carriersto provide universal serviceto higher cost customers,
local exchange carriers classified as "Rural 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 Telecommunications Act of 1996.

Under the Telecommunications Act of 1996, al local exchange carriers, including both incumbent local exchange carriers and new competitive
carriers, are required to:

- offer reasonable and nondiscriminatory resale of their telecommunications services,
- ensurethat customerscan keep their telephone numberswhen changing carriers,

- ensurethat competitors customerscan usethe same number of digits when dialing and receive nondiscriminatory access to telephone
numbers, operator service, directory assistance and directory listing,

- ensure access to telephone poles, ducts, conduits and rights of way and

- compensate competitors for the costs of terminating traffic.

The Telecommunications Act of 1996 also requiresincumbent local exchangecarriers to:

- 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,

17
19

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




- unbundle and provide nondiscriminatory access to unbundled network elements, such aslocal loops, switches and transport facilities, at
nondiscriminatory rates and on nondiscriminatory termsand conditions,

- offer resaleinterconnection at wholesale rates,

- provide reasonable notice of changesin the information necessary for transmission and routing of servicesover the incumbent local exchange
carrier'sfacilities or in the information necessary for interoperability and

- provide for the physical collocation of equipment necessary for interconnection or access to unbundled network elements at the premises of
the incumbent local exchange carrier, at rates, terms and conditions that are just, reasonable and nondiscriminatory.

In order to implement interconnection requirements, local exchange carriers generaly enter into negotiated interconnection arrangements with
competing carriers. Local exchangecarriers may aso offer interconnection tariffs, available to all competitors.

Competitors arerequired to compensate alocal exchange carrier for the cost of providing interconnection services. In the case of resale
interconnection, therules provide that therates charged should be on a wholesale basis and reflect the current retail rates of the incumbent local
exchange carrier, excluding the portion of costs avoided by the incumbent local exchange carrier. In the case of unbundled network element
interconnection, rates are based on costing methodol ogies that employ a forward-looking economic cost pricing methodology known as total
element long run incremental cost. While the Supreme Court recently affirmed the FCC's authority to develop pricing guidelines, the Supreme
Court did not evaluatethis pricing methodology. Some incumbent local exchange carriers have argued that total element long run incremental
cost pricing methodology does not allow adegquate compensation for the provision of unbundled network elements. The Eighth Circuit Court of
Appeals heard oral arguments on this pricing issue on September 16, 1999, but has not yet issued a stay or a ruling on this methodol ogy.

The Telecommunications Act of 1996 specifies that resale and unbundled network element 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 approval by the state regulatory commission.

The Supreme Court has also recently upheld the FCC's authority to prevent theincumbent local exchange carrier from disaggregating existing
combinations of network elementsand to establish "pick and choose" rules regarding interconnection agreements. "Pick and choose" rules
permit a carrier seeking interconnection to pick and choose among theterms of service from other interconnection agreements between the
incumbent and local exchange carriers and other competitors.

The Supreme Court also remanded the list of unbundled network elementsthat the FCC adopted for further consideration of the necessity of
each one under the statutory standard. On September 15, 1999, the FCC adopted anorder eliminating some previously included unbundled
network elements, but adding other elementsto thelist. These new FCC rules arelikely to be the subject of further appeals.

In January 1997, ATU entered into an interconnection agreement with GCI, which provides for resale and unbundled network el ement
interconnection, and with AT& T Alascom, which provides for resale interconnection. Neither interconnection agreement contained adefined
term or atermination date. Near the end of 1999, the Company notified GCl and AT& T of its view that theinterconnection agreements
pertaining to ATU had reached theend of a reasonable period of availability under applicable regulations. In January of 2000, the Company
filed a motion with the RCA to reopen theoriginal GCI arbitration proceedings involving ATU, for purposes which included the establishment
of an appropriate forward looking cost model and there-pricing of various
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interconnection services and unbundled network elements in the Anchorage market. The RCA subsequently granted the essence of the
Company'smotion and has reopened the docket for such purposes. No specific date for resolution of these issues hasbeen established.

In 1999, the Company also received requests for interconnection from Alaska Fiber Star, L.L.C. and DSL .net, and has entered into
interconnection negotiations and arbitration with respect to certain of theissues raised by those requests.

Certain of ACSGroup's local operating utilities, TUA, TUNI, and PTIC, are defined as "rural telephone companies' under the
Telecommunications Act of 1996. Asrura telephone companies, they were granted rural exemptions from the requirements relating to both
resale interconnection and unbundled network element interconnection. The rural exemptions were continued until the APUC determined that
interconnection was technically feasible, not unduly economically burdensome and consistent with the Telecommunications Act of 1996's
universal service provisions.

On June 30, 1999, the APUC issued anorder terminating the rural exemptions of TUNI, TUA and PTIC. On October 11, 1999, the RCA
affirmed the APUC's order. As aresult, theserural local exchange carriers are no longer exempt from the Telecommunications Act of 1996's
interconnection requirements applicable to incumbent local exchange carriers, and arenow engaged in the negotiation and arbitration of
interconnection agreements with potential competitors, including GCI. The RCA has established July 1, 2000 as the date for its resolution of
any interconnection issues requiring arbitration under the Telecommunications Actin the GCI proceedings. Although it has actively supported
its proposed cost models and interconnection charges, ACS Group cannot be certain that it will be able to charge rates that provide fair
compensation for providing unbundled network elements and/or schedule discounted resale services.

Separately, on September 1, 1999, ACS Group filed petitions with the RCA seeking suspension or modification of interconnection duties and
addressing market structure reforms for the Fairbanks and Juneau-Douglas markets. Inthose petitions, the Company'srura loca exchange
carriers proposed tariffed termsand conditions, including pricing, for resale of their services at wholesale discounts, for certain unbundled
network elements, and for the interconnection of their facilitiesand those of competitive local exchange carriersin the Fairbanks and
Juneau-Douglas markets, effective January 1, 2000. Further, aspart of that proposal, ACS Group also requested that the RCA permit itslocal
exchange carriersto operate subject to competitive regulation and that the RCA remove or reduce other regulatory limitations in those markets,
effective January 1, 2001. Subsequently, on October 26, 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 November 10, 1999, the Company filed
aformal appea of the RCA'sorder terminating the rural exemptionsin the Alaskan Superior Court. On November 12, 1999, the Company filed
aparallel appeal of the RCA'sorder dismissingits petitions for tariffed interconnection in the Alaskan Superior Court. Although ACS Group
believes that the appeals arewell founded, it cannot predict thetiming and outcome of this litigation. The Company believes that tariffing terms
and conditions for interconnection will promote more open competitive markets and thus eventually promote regulatory flexibility and/or
reduced regulation.

In April 1999, a bill was proposed in the Alaska State senate to open to competition many local telephone markets in which ACS Group
operates. Specifically, thebill proposed to allow competitors to provide loca telephone servicein local telephone marketsthroughout Alaska
that have at least 5,000 access lines, and would have deprived incumbent local exchange carriersin those markets of their rural exemptions.
Competition resulting from this bill, if it had been enacted into law, could have materially adversely affected the Company's profitability.
Although this bill was not enacted into law, ACS Group cannot predict at this time whether or to what extent proposals included in thebill will
be offered again and enacted into law.

For 1999, ACSGroup's local exchange carriers benefiting from rural exemptions accounted for 42.4% of its consolidated operating revenues
and 47.8% of its consolidated operating income. The loss of the rural exemptions, absent compensating measures, such as rate increases or
market structure reforms, including the
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replacement of implicit subsidies by explicit support mechanisms, rate deaveraging, or regulatory flexibility, could adversely affect the
Company'soperating results.

PROMOTION OF UNIVERSAL SERVICE

While the Telecommunications Act of 1996 promoted Congress policy of ensuring that affordable service is provided to consumers universally
inrural, high-cost areas of the country, the Telecommunications Act of 1996 altered the framework for providing universal service by:

- providing for the identification of those serviceseligible for universal service support,

- requiring the FCC to make implicit subsidies explicit,

- expanding thetypes of communications carriers required to pay universal service contributions and

- allowing competitive local exchange carriers 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 Telecommunications Act of 1996, federal Universal Service Fund payments areonly available to carriers that are designated as
eligible telecommunications carriers by a state public utilities commission. Inareas served by rural local exchangecarriers, the
Telecommunications Act of 1996 provides that a state public utilities commission may designate more than one eligible telecommunications
carrier, in addition to theincumbent local exchange carrier, only after determining that the designation of an additional eligible
telecommunications carrier is consistent with the public interest. As aresult, an incumbent rural local exchange carrier hasan opportunity to
maintain its status as the sole recipient of federal Universal Service Fund paymentsin its service area, even if it is subsequently subjected to
competition. TUA, TUNI and PTIC are currently the sole designated eligible telecommunications carriersin their respective service areas. 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.

In May 1997, the FCC initiated new proceedings addressing federal universal service support. The new proceedings undertook to separately
analyze and address federal Universal Service Fund requirements and considerations for rural andfor non-rural telephone companies. The FCC
indicated its intention that new rules for universal service support of non-rural companies would be based on forward-looking economic cost
principles as applied through cost proxy models. On October 21, 1999, the FCC issued orders addressing specific implementation mattersfor
providing universal service support to non-rural carriers. The FCC established cost input parameters for use in the cost proxy models, upon
which universal service support payments to non-rural carriers would be based in thefuture. The FCC also established procedures for alocating
universal service support for non-rural carriers among and between the states. This new system of universal service support applies only to
non-rural carriers and became effective January 1, 2000.

With respect to universal service support for rural telephone companies, the FCC established a Rural Task Forcein 1997 to investigate rural
carrier universal service needs, including issues concerning whether and how cost proxy models adopted for non-rural carriers could be applied
torura telephone companies. The FCC hasindicated several times that it will not implement a new universal service support systemfor rural
telephone companies sooner than January 1, 2001 and may delay any implementation beyond that date. The October 21, 1999 order described
above applies only to non-rural carriers.

Because ACSGroup providesinterstate and international services, it isrequired to contribute to thefederal Universal Service Fund a
percentage of itsrevenue earned from its interstate and international services.
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Although the Company's rural local exchange carriersreceive subsidies fromthe federal Universal Service Fund, it cannot be certain of how,in
the future, the Company's contributions to thefund will compare to the subsidiesit receives from the fund.

Separately, the FCC has requested comments concerning ways to promote basic and advanced servicesto unserved and underserved areas. Asa
part of these proceedings, the FCC is reviewing its authority to designate certain types of telecommunications carriers, such as cellular carriers,
as eligibleto receive paymentsfrom the universal service fund. Any determinations concerning such eligibility could affect either ACS Group's
rural local exchange carriers, its cellular carrier, or both, but the Company cannot predict the outcome of these proceedings at present.

On July 30, 1999, theU.S. Court of Appesals for the Fifth Circuit overturned certain of the FCC's rulesgoverning the basis on whichthe FCC
collects subsidy paymentsfrom telecommunications carriers and recovery of those payments by incumbent local exchange carriers. One or
more parties to that litigation may seek review by the Supreme Court. On October 8, 1999, the FCC revised its universal servicerulesin
response to thedecision by the Fifth Circuit. Among other things, these revised rulesprovide that intrastate revenue earned by a contributing
carrier will not be considered in determining the amount of the contribution to the federal universal service 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 services licensees 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 45 MHz of spectrum, except for certainrural cellular markets, in which thelimit is55 MHz. Many interested partiesin the
wireless industry have proposed elimination of the FCC's cap on wireless spectrum. Until thisruleisrelaxed or eliminated, it will limit the
amount of wireless spectrum the Company can acquire in aparticular market.

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. These include:

- Commercial mobile radio service operators must be able to transmit 911 callsfrom any qualified handset without credit check or validation,
are required to provide the location of the 911 caller, withinan increasingly narrow geographic tolerance over time, and in thefuture, will be
required to provide 911 service for individualswith speech and hearing disabilities.

- The FCC is considering mechanismsto permit commercial mobile radio service operators to charge the party initiating the call for the call
(even if itisnot a personal communications serviceor cellular subscriber)

FCC REGULATION OF INTERSTATE LONG DISTANCE SERVICES

The Company's long distance services are currently not subject to rate regulation by the FCC, andit is not required to obtain FCC authorization
for the installation, acquisition or replacement of its domestic interexchange network facilities. However, the Company must comply with the

requirements of common carriage under the Communications Act. ACS Group is subject to thegeneral requirement that its charges and terms
forits
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telecommuni cations services be "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's rules. The FCC has jurisdiction to act upon complaints
against any common carrier for failureto comply with its statutory obligations, and it has recently levied substantial fines on carriersthat have
engaged in "slamming,” whichisthe industry termfor unauthorized switching of acustomer's telecommunications service provider.

In 1996, the FCC issued an order that required nondominant interexchange carriers, like ACS Group, to cease filing tariffsfor its domestic
interexchange services. The order required mandatory detariffing and gave carriers nine months to withdraw federal tariffs and moveinto
contractua relationships with their customers. This order subsequently was stayed by a federal appeals court. If the FCC's order becomes
effective, nondominant interstate services providers will nolonger be able to file tariffs with the FCC and the Company may need to implement
customer contracts which could result in substantial administrative expense.

On March 1, 2000, the FCC and the Federal Trade Commission issued ajoint policy statement on advertising of long distance services. The
joint policy statement establishes guidelines designed to ensure that the information presented in advertising of long distance servicesis
truthful, non-misleading, and substantiated, and that the information is complete and conspicuous. The impact, if any, that this newly issued
order will have on ACS Group's advertising is uncertain.

FCC POLICY ON INTERNET SERVICES

The Telecommunications Act of 1996 establishes a distinction between tel ecommunications services, which are regulated by the FCC, and
information services, which remain unregulated. ACS Group's Internet services are considered information servicesand are not regulated by the
FCC. Becausethe regulatory boundaries in this area are somewhat unclear and subject to dispute, however, the FCC could seek to characterize
some of the Company'sinformation services as "telecommunications services." If that happens, those services would become subject to FCC
regulations. The impact of areclassification of ACS Group's|nternet servicesisdifficult to predict.

OTHER 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'sbusiness. Some of these proceedings include:

- The FCC has adopted certain restrictions on the ability of telecommunications carriers to use and disclose certain types of customer
information in marketing different typesof services. The U.S. Court of Appealsfor the Tenth Circuit has held that theserules are an
unconstitutional abridgment of the carrier's freedom of speech. At least one interested party has asked the U.S. Supreme Court to review the
Tenth Circuit'sdecision. Althoughthe Company continuesto adhere to these rules pending further legal developments, any further judicial
action concerning these rules may impose significant restrictions on ACS Group's ability to market packaged service offerings to its customers.

- The FCC has adopted new rules designed to make it easier for customersto understand thebills of telecommunications carriers. These new
rules, among other things, establish certain requirements regarding the formatting of bills and theinformation that must be included on bills.
Judicial review of these rulesis pending.

- ACSGroup hashistorically classified ISP costs as interstate, consistent with past FCC findings concerning the interstate character of such
cals. The FCC staff, pursuant to FCC accounting policies, has now indicated that such calls, and their associated costs, should be reclassified as
intrastate. The effect of such areclassification could be to decrease thelevel of expense recognized in the interstate jurisdiction, and thus
require reductions in interstate access charges in the future, and/or
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toincrease the level of expenserecognized in theintrastate jurisdiction, and thuslead to increases in various intrastate rates in the future. The
Company is reviewing the FCC'sposition and the ultimate outcome of this matter cannot be predicted at this time.

- The FCC has recently adopted anorder that requires telecommunications service providers to make their services accessible to individuals
with disabilities, if readily achievable. It isunclear the effect that this order will have on ACS Group's businesses.

- The FCC has ordered telecommunications service providersto provide law enforcement personnel witha sufficient number of portsand
technical assistance in connection with wiretaps. The Company cannot predict its cost of complying with thisorder.

- In 1998, the FCC issued a notice seeking comment and evidence concerning possible revisions (including reductions) to the existing
authorized rate of return on thefederal portion of telecommunications facilities and other investment of and by local exchange carriers. Any rate
of return prescribed by the FCC must be utilized in setting the rates for the interstate services of local exchange carriers (such asexchange
access) subject to FCC regulation. To date, the FCC has taken no final action in this proceeding to alter the currently authorized return, which is
11.25 %.

- In June 1999, following prior notification to GCI, PTIC and TUNI (then under the ownership and control of Century Tel, Inc.) effected
network changes associated with removal of the network switch located at North Pole, Alaska, in favor of aremote termina (remote) served
from the Fairbanks switch (host). As a conseguence of this network change, GCI's point of switchingfor serving North Pole changed to
Fairbanks. GCI filed aformal complaint against the Company with the RCA. On November 1, 1999, the RCA issued anorder sustaining GCI's
complaint and requiring further filings. The Company met with GCI and made further filingswith the RCA. GCI hasasked the RCA to grant
GCI protection fromany cost increases for a period of ten years associated with the changeover at North Pole, but hasnever quantified or
offered any proof of damages. The RCA hasnot yet acted on these further submissions.

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.

ITEM 2. PROPERTIES

At December 31, 1999, ACS Group'stelecommunications network includes over 485 miles of fiber optic cable, 176 switching facilities and a
statewide cellular network. Inaddition, the Company recently purchased fiber capacity for high-speed links within Alaska and for termination
of traffic in thelower 48 states. The Company plans to continue enhancing itsnetwork to meet customer demand for increased bandwidth and
advanced services. See "Business -- Network Facilities'.

Local Telephone. ACS Group's primary properties consist of 168 switchingfacilities serving 74 exchanges. The Company ownsmost of its
administrative and maintenance facilities, central office and remote switching platformsand transport and distribution network facilities. ACS
Group leasesits corporate headquarters located in Anchorage.

ACS Group'stransport and distribution network facilities include a fiber optic backbone and copper wire distribution facilitiesthat 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 or other agreements.

Cellular. ACS Group has 75 cell sitesand four repeaters that cover all major population centers and highway corridors throughout Alaska. In
most cases, the Company leases theland on which these sites are |ocated.

Substantially all of the Company'sassets (including those of its subsidiaries) are pledged as collateral for its senior obligations. See Note 7
"Long-term Obligations" to the Alaska Communications Systems Group, Inc. Consolidated Financial Statements for further discussion.
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ITEM 3. LEGAL PROCEEDINGS

The Company isinvolved in variousclaims, legal actions and regulatory proceedingsarising 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 these regulatory proceedings aredescribed under "Business-- Regulation”.

ITEM 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders during the fourth quarter of 1999.
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EXECUTIVE OFFICERSAND DIRECTORSOF THE REGISTRANT

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

NAVE AGE PGsSI TI ON

Charles E. Robinson 66 Chai rman and Chief Executive Oficer

Wesl ey E. Carson 49 Presi dent and Chief Operating Oficer

Donn T. Wnnel | 53 Executive Vice President, General Counsel and Secretary
M chael E. Hol nstrom 57 Senior Vice President and Chief Financial Oficer
John R Ayers 57 Seni or Vice President of Marketing and Sal es

F. Scott Davis 64 Seni or Vice President of Non-Regul ated Qperations
Kevin P. Hemenway 39 Vi ce President and Treasurer

Carl H Marrs 50 Di rector

Byron |. Mallott 57 Di rector

W Dexter Paine, IlI 39 Di rector

Saul A Fox 46 Di rector

Way T. Thorn 28 Director

CHARLES E. ROBINSON, ACSGroup's Chairman and Chief Executive Officer since May 1999, has over four decades of experience inthe
telecommunicationsindustry. Mr. Robinson wasinstrumental in creating Alaska'slong distance communicationssystems, 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 hasbeen a member of the National Security
Telecommunications Advisory Committee for thelast 18 years, 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.

WESLEY E. CARSON, ACS Group's President and Chief Operating Officer, hasbeen withthe Company since its inception. On October 7,
1999, Mr. Carson (previously an Executive Vice President) was appointed President and Chief Operating Officer. Mr. Robinson had previously
held thetitle of President. Mr. Carson has over 20 years of telecommunications experience. He began his career in telecommunicationsin 1980
with TRT Telecommunications Corporation, aninternational data and voice carrier located in Washington, D.C. that was acquired by Pacific
Telecomin 1988. From 1989 to 1998, Mr. Carson served as the Vice President of Human Resources for Pacific Telecom. In 1998, Mr. Carson
became the Director of Human Resources for Pacificcorp and was responsible for administrative services, the planning, development,
implementation and administration of human resources policies and procedures and employee relations. From July 1998 to May 1999, Mr.
Carson served as the Executive Vice President of LEC Consulting. Mr. Carson has been involved with labor issues for nearly 20 yearsand an
active participant in Alaska labor relations since 1989. Mr. Carson holdsaB.A. in International Relations from Brigham Y oung University, a
Master of Public Administration degree fromthe University of Illinois-Springfield and aJ.D. from Georgetown University.

DONN T. WONNELL is Executive Vice President, General Counsel and Secretary, a position he has held since June 1999. Mr. Wonnell has
worked in the telecommunicationsindustry for more than 24 years. Mr. Wonnell
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served asVice President for legal, regulatory and legidative affairs of Pacific Telecom until the merger of Pacific Telecom into CenturyTel at
the end of 1997. Prior to joining Pacific Telecom, Mr. Wonnell served as President of the Telecommunications and Energy Division of
Cdlifornia Pacific Utilities in San Francisco, and, earlier, as Vice President and General Counsel of RCA Alaska Communicationsin
Anchorage. Mr. Wonnell holds a B.A. from the College of William & Mary and a J.D. from the University of Pennsylvania School of Law. Mr.
Wonnell has been admitted to practice before the bars of Alaska, California, Pennsylvaniaand the District of Columbia

MICHAEL E. HOLMSTROM, ACSGroup's Senior Vice President and Chief Financial Officer since February 1999, isresponsible for the
Company'sfinancial, accounting, tax and business development functions. Mr. Holmstrom's career in telecommunications spans 35 years. Since
1990, he has consulted, served as Chief Operating Officer for Spectrum Network Systems, Ltd. in Sydney, Australia, and as Chief Financial
Officer for Atlantic Tele-Network inthe U.S. Virgin Islands. From 1983 through 1989 he was Vice President of Unregulated Operations, Chief
Financial Officer and then President of CP National Corporation, atelecommunications provider that merged with Alltel Corporationin
December 1988. Mr. Holmstrom wasVice President of Finance at Alascom from 1976 through 1980, and Vice President of Financial and
Business Planning at Pacific Telecom, Alascom's parent corporation, from 1980 to 1981. Mr. Holmstrom has aB.S. in Business Administration
from Gannon University.

JOHN R. AYERS is Senior Vice President of Marketing and Sales, a position he has held since May 1999. Mr. Ayers hasmore than 20 years of
experience in the telecommunications industry. As President and co-founder of

e.Net, Ltd. in 1996, Mr. Ayers served as a consultant to a variety of established and start-up businesses. From February 1983 through March
1996, Mr. Ayers held various leadership positions with Pacific Telecom andits subsidiaries, including Executive Vice President of Pacific
Telecom Services Company, with responsibility for strategic planning, marketing and business devel opment, and Executive Vice President and
General Manager of Alascom, Inc., Alaska's largest interexchange carrier. Mr. Ayers holds a bachelor's degree in management from Golden
Gate University.

F. SCOTT DAVIS wasappointed as Senior Vice President of Non-Regulated Operations on February 9, 2000. He isresponsible for the
Company'snonregulated communications enterprises, including cellular, long-distance, Internet and wireless cable television operations. Prior
to his appointment, he served as President and Chief Operating Officer of MACtd since August of 1995. Mr. Davishas been with MACtel
since 1990, previously serving as Sales and Marketing Manager, and then General Manager. Mr. Davishas more than 30 years of experience in
the wireless industry, beginning in 1966 at Airsignal International, Inc., where he advanced to the position of Executive Vise President before
he left in 1982. From 1982 to 1987, he served as Senior Vice President and General Manager for McCaw Communications Companies, Inc.,
with responsibility for Alaska and Hawaii. Mr. Davis worked in Alaska as a communications broker and consultant from 1987 to 1990. Mr.
Davis holds a B.B.A. degree from Washburn University.

KEVIN P.HEMENWAY joined ACSGroup as Vice President and Treasurer in July 1999 with 10 years of prior experience inthe
telecommuni cationsindustry. Before joining the Company, Mr. Hemenway served as the Chief Financia Officer and Treasurer of Atlantic
Tele-Network, Inc. based in the U.S. Virgin Islands. From January 1990 to October 1998, asan independent consultant, Mr. Hemenway
performed financial, accounting, management and rate making consulting services for thetelecommunications industry, principally for Atlantic
Tele-Network, Inc. andits subsidiaries. From 1986 through 1989, Mr. Hemenway was employed by Deloitte& Touche LLP as a CPA and
manager, performing both audit and consulting services and 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., magjoring in accounting, and is a non-practicing CPA
certificate holder registered in the State of Nebraska.

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

BYRON |I. MALLOTT, adirector since January 2000, isthe President and Chief Executive Officer of the First AlaskansFoundation. 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 Sealaska Corporation over a period of nearly 20 years. Mr. Madllott has also served in various political appointments and elected positions.

W. DEXTER PAINE, I1l, adirector sinceJuly 1998, wasa Co-founder and hasbeen President of Fox Paine & Company since itsinceptionin
1997. From 1994 until founding Fox Paine, Mr. Paine served as a senior partner of Kohlberg & Company. Prior to joining Kohlberg &
Company, Mr. Paine served as a general partner at Robertson Stephens & Company. Mr. Painehas aB.A. in economics from Williams College.

SAUL A. FOX, adirector since May 1999, wasa Co-founder and hasbeen Chief Executive Officer of Fox Paine & Company since its
inception in 1997. From 1984 until founding Fox Paine & Company, Mr. Fox was at Kohlberg Kravis & Roberts& Co. Prior tojoining KKR,
Mr. Fox was an attorney at Latham & Watkins, alaw firm headquartered in Los Angeles, California. Mr. Fox has aB.S. in communicationsand
computer science from Temple University and a J.D. from the University of PennsylvaniaLaw School.

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 was an associate in the Acquisition Finance Group of Chase Securities, Inc. Mr. Thorn is a graduate of Harvard University.
SANJAY SWANI, adirector during 1999, left the board in June 1999 for personal reasons unrelated to ACS Group.

J. RUSSELL TRIEDMAN, adirector since June 1999, left the board in October 1999 for personal reasons unrelated to ACS Group.

JASON B. HURWITZ, adirector since October 1999, left the board in January 2000 for personal reasons unrelated to ACS Group.
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PART I
ITEM 5. 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 November 18, 1999 under the symbol

"ALSK". Prior to November 18, 1999, there was no public market for ACS Group's Common Stock. The following table sets forth quarterly
market price rangesfor ACS Group's Common Stock in 1999 for the period during whichit was publicly traded:

1999 QUARTERS H GH
Low
4th (from Novenber 18 through Decenber 31) $16
$12

The approximate number of holders of record of Common Stock as of March 13, 2000 was 46.
STOCK OFFERINGS

During 1999 the Company issued 21,829,273 shares of stock under Rule 144 under the Securities Act of 1933. On May 14, 1999, the Company
sold 20,082,871 shares of common stock to Fox Paine Capital, itsaffiliates and membersof management for proceeds of $121.2 million, which
was used together with proceeds of debt issued to acquire ATU and CenturyTel's Alaska properties. On May 14, 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 $25.0 million in senior discount debentures whichwas also used to fund the acquisitions. The warrants were
converted into 827,670 shares of stock on November 18, 1999 in connection with the Company's initial 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 for proceeds of $10.4 million whichwas used to fund ACS Group'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 Form S-1 under the Securities Act of 1933, as amended, relatingto ACSGroup's initia public offering of
common stock wasNovember 17, 1999. Goldman, Sachs & Co., Donaldson, Lufkin and Jenrette, CIBC World Markets, Deutsche Banc Alex.
Brown, and Hambrecht & Quist led the underwriting syndicate. The offering commenced on November 18, 1999 and closed on November 23,
1999, resulting in aggregate proceeds of $140.0 million. ACS Group's net proceeds from the offering were $127.9 million. Approximately $9.1
million of offering expenses wasattributable to underwriting discounts. Asof March 13, 2000, $10.6 million of the proceeds wasused to retire
35% of the Company's senior discount debentures, including a $1.3 million premium for early retirement, $25.0 million was used to repay
outstanding obligations under the Company's senior revolving credit facility and $3.7 million was used to fund capital expenditures and
operations. Unused proceeds of the offering areinvested in institutional money market fundsand investment grade corporate and U.S.
Government securities. The Company hasnot made any specific expenditure plans withrespect to theremaining proceeds of thisoffering.
While the Company cannot specify with certainty the particular usesfor such proceeds, ACS Group currently intends to use the remaining
proceeds over timeto fund capital expenditures, strategic investmentsand acquisitions, including acquisitions of access lines, and for general
corporate purposes.

On December 3, 1999 the Company registered 6,021,489 shares under variousemployee and non-employee stock option plansand an
employee stock purchaseplan (File#333-92091) on Form S-8 under the Securities Act of 1933. Asof March 13, 2000, 3,982,969 option grants
are outstanding under these plans and 97,528 options have been exercised and converted into shares of the Company's common stock. See Note
10, "Stock Incentive Plans' to the Alaska Communications Systems Group, Inc. Consolidated Financial Statements for further discussion.

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 theforeseeabl e future.
Moreover, the Company's ability to declare and pay cash dividends on its common stock is restricted by covenantsin itssenior credit facility
and in the indentures governing its senior discount debentures and senior subordinated notes.
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ITEM 6. 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 theyear ended December 31, 1999 include the operating results of CenturyTel's Alaska
properties and ATU fromtheir acquisition on May 14, 1999 through December 31, 1999.

- "EBITDA" isnet income before interest expense, incometaxes, depreciation and amortization and extraordinary items. EBITDA isnot
intended to represent cash flow from operations as defined under generally accepted accounting principles and should not be considered as an
alternative to netincome as an indicator of the Company's operating performance or cash flows. EBITDA is presented because management
believesit isauseful 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" is EBITDA 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 financia statements of ACS Group and therelated notes which are
included elsewherein this Form 10-K.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC. AND SUBSIDIARIES
For the Year Ended December 31, 1999
(Dallars in Thousands, Except per Share Amounts)
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OPERATI NG DATA
Operating revenues:
Local tel ephone:
Local network service
Net wor k access service
Directory advertising
Deregul ated and ot her revenue

Total |ocal tel ephone
Cel | ul ar
I nt erexchange network, data services and other

Total operating revenues
Qper ati ng expenses:
Local tel ephone
Cel | ul ar
I nt erexchange network data services and ot her
Depreci ation and anortization

Total operating expenses

Qperating incone
Q her incone and expense:
I nt erest expense
(39, 624)
Interest and other incone
Equity in loss of mnority investnments
(198)

Total other inconme and expense
(38, 799)

Loss before incone tax benefit
(22, 512)
I ncone tax benefit

Loss from continui ng operations

(22, 211)

Extraordinary item - early extingui shnment of debt
(3,267)

Net | oss
(25, 478)

Basic and diluted net |oss per share
(1.09)

Basi ¢ and diluted weighted average shares
out st andi ng

OTHER FI NANCI AL DATA:

Cash provided by operating activities
Cash used by investing activities
(774, 653)

Cash provided by financing activities
EBI TDA

EBI TDA margi n

29. 2%

Capi tal expenditures

(74, 828)

OTHER DATA (END OF PERI QD)
Access |lines in service
Cel | ul ar subscrib~re

Cel lul ar penetrat™ ™" ums 2002, EDGAR Online. Inc.

15. 9%

BALANCE SHEET DATA (END OF PERI QD)

- 1 P

832, 614
56, 593

325, 608
73, 068

D AN A A AN
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SELECTED HISTORICAL COMBINED FINANCIAL DATA--CENTURYTEL'S ALASKA PROPERTIES

The following table setsforth selected historical combined financial 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 three yearsin the period ended December 31, 1998 and
as of December 31, 1997 and 1998 from the audited combined financial statements and therelated notes of CenturyTel's Alaska properties
whichare included el sewherein this Form 10-K.

- The Company derived the selected historical combined financial data for the year ended December 31, 1995 and as of December 31, 1995 and
1996, from the unaudited combined financial statements of CenturyTel's Alaska properties which are not included in this Form 10-K.

- Century acquired its Alaska properties on December 1, 1997 as part of its acquisition of Pacific Telecom. This acquisition was accounted for
as a purchase, resulting in a pushdown of $248 million of goodwill to CenturyTel's Alaska properties.

- The financia statementsfor the 11-month period ended November 30, 1997 and prior periods have been presented on Pacific Telecom's basis
of accounting, while thefinancial statements asof December 31, 1997, the one-month period ended December 31, 1997 and subsegquent periods
have been presented on CenturyTel's basis of accounting.

- Thefinancial statements of CenturyTel's Alaska properties include theresults of the City of Fairbanks Telephone Operation from October 6,
1997, the date of its acquisition. This acquisition wasaccounted for asa purchase.

- On December 31, 1997, the cellular operations in Fairbanks were sold to ATU. The Fairbanks cellular property had 5,497 subscribers at the
time of thesdle.

The selected historical combined financial data below should be read in conjunction with "Management'sDiscussion and Analysis of Financial
Condition and Results of Operations" and the combined financia statements of CenturyTel's Alaska properties and the related noteswhich are
included elsewhere in this Form 10-K.
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CenturyTel

's Al aska Properties

Century Tel ephone

Jan. 1, 1997
to Nov. 30
1995 1996 1997
OPERATI NG DATA:
Oper ating revenues
Local tel ephone $ 70, 540 $ 75,950 $ 79, 330
Cel | ul ar 4,531 4,823 5,120
Total operating revenues 75, 071 80, 773 84, 450
Oper ati ng expenses:
Local tel ephone 38, 043 41,789 42, 404
Cel | ul ar 3, 147 3,381 3,082
Depreci ation and anortization 14, 316 15, 348 15, 823
Total operating expenses 55, 506 60, 518 61, 309
Operating income 19, 565 20, 255 23,141
I nterest expense, net (2,331) (1, 996) (2,169)
O her incone (expense) (1, 020) (33) (298)
I ncome before inconme taxes 16, 214 18, 226 20, 674
I ncome taxes 5,713 6, 737 7,746
Net incone $ 10,501 $ 11,489 $ 12,928
OTHER FI NANCI AL DATA:
Cash provided by operating activities $ 29,917 $ 34,589 $ 21, 213
Cash provided (used) by investing activities (19, 587) (20, 611) (13, 554)
Cash provided by financing activities (10, 578) (12, 947) (8, 209)
EBI TDA 32,861 35,570 38, 666
EBI TDA mar gi n 43. 8% 44. 0% 45. 8%
Capi tal expenditures 19, 437 20, 465 14, 575
OTHER DATA (END OF PERI QD) :
Access lines in service 77, 660 82, 969 -
Cel | ul ar subscri bers 3, 950 5,573 -
Cel | ul ar penetration 2. 7% 3.8% -
BALANCE SHEET DATA (END OF PERI OD):
Total assets $161, 323 $162, 834 -
Long-term debt including current portion 43, 616 44,294 -
St ockhol ders' equity 90, 841 92,137 -
32
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Enterprises, Inc.
Dec. 1, 1997 Year
to Dec 31, Ended
1997 1998
$ 10, 255 $121, 933
181 2,576
10, 436 124, 509
6, 434 72,008
147 2,128
2,466 30, 459
9, 047 104, 595
1,389 19,914
(171) (1, 405)
53 356
1,271 18, 865
736 9, 218
$ 535 $ 9,647
$ 5,588 $ 38,291
(3,279) (26, 664)
(2,563) (6, 770)
3,908 50, 729
37. 4% 40. 7%
1, 825 26, 799
124, 869 131, 858
2,096 2,945
3. 7% 5. 2%
$459, 175 $472, 660
42, 950 43, 408
391, 314 400, 962



SELECTED HISTORICAL FINANCIAL DATA--ATU
The following table setsforth selected historical financial data of ATU. Consider thefollowing points in connection with the table;

- ACSGroup derived the selected historical financial datafor each of the three yearsin the period ended December 31, 1998 and as of
December 31, 1997 and 1998 from theaudited financial statementsand the related notes of ATU which areincluded elsewhere in this Form
10-K.

- ACSGroup derived the selected historical financial data for the year ended December 31, 1995 and as of December 1995 and 1996 from the
audited financial statementsof ATU which arenot includedin thisForm 10-K.

- "Other income (expense)" includes the 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 income taxes.

- Net cash dataincludes information from ATU financial statements prepared in accordance with governmental accounting standards. The
differences between governmental accounting standards and the standards promulgated by the Financial Accounting Standards Board, and their
impact on ATU's financial statements are discussed in Note 1 to the financial statements of Municipality of Anchorage Telephone Utility Fund
whichare included elsewherein this Form 10-K.

- OnJune 1, 1999, as part of the consolidation of its operating and hilling systems, ACS Group conformed the methodology by which the
number of access linesis calculated acrossall of itslocal exchanges to that used for CenturyTel's Alaska properties. If the number of ATU's
access linesin service at December 31, 1998 was computed under thissame method, the number of access linesat ATU would increase by
4,940 and the total number of access lines would equal 305,334 and the combined growth percentage would be 6.6% for 1999. Dueto limited
data available to ACS Group, no adjustments to the access linesin service for any year prior to 1998 have been computed.

The selected historical financial data below should be read in conjunction with "Management's Discussion and Analysis of Financial Condition
and Results of Operations' and thefinancial statements of ATU and therelated noteswhich are included elsewherein thisForm 10-K.
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OPERATI NG DATA:
Operati ng revenues:
Local tel ephone
Cel ul ar
Long di stance

Total operating revenues
Operati ng expenses:

Local tel ephone

Cel | ul ar

Long di stance

Depreciation and anortization

Total operating expenses

Qperating incone

I nt erest expense, net
O her inconme (expense)

I ncone before i ncome taxes
| ncone taxes

Net i ncome

OTHER FI NANCI AL DATA:

Cash provided by operating activities

Cash provided (used) by investing activities
Cash provided (used) by financing activities
EBI TDA

EBI TDA margi n

Capi tal expenditures

OTHER DATA (END OF PERI OD):
Access lines in service
Cel | ul ar subscri bers

Cel lul ar penetration

BALANCE SHEET DATA (END OF PERI OD):
Total assets
Long-term debt
St ockhol der s’

i ncluding current portion
equity

EGAF

— Faalfdalia

1995 1996 1997 1998
$ 110,011 $ 113, 415 $ 116, 555 $ 121, 057
12, 670 16, 897 21, 845 29, 225
- 2 1,541 6, 815
122, 681 130, 314 139, 941 157, 097
73,024 75, 980 74,994 74, 240
9,727 12, 379 14, 455 19, 961
- 543 4,644 10, 395
19, 258 20, 496 26, 839 29, 608
102, 009 109, 398 120, 932 134, 204
20, 672 20, 916 19, 009 22,893
(6, 706) (6, 840) (6,768) (6, 427)
(322) (219) (123) (2,896)
13, 644 13, 857 12,118 13, 570
$ 13,644 $ 13,857 $ 12,118 $ 13,570
$ 43,412 $ 42,120 $ 46,641 $ 53,207
1, 057 (787) (3,665) (5, 659)
(53,518) (30, 095) (46, 916) (33,580)
39, 608 41,193 45, 725 49, 605
32. 3% 31. 6% 32. 7% 31. 6%
27,958 24,958 35, 187 29, 644
147,934 154, 752 158, 486 168, 536
24, 855 37, 651 53, 035 63, 627
8. 4% 12. 6% 13. 3% 15. 8%
$ 289, 903 $ 308, 810 323,124 $ 350, 245
123, 009 146, 412 151, 945 172,521
126, 839 132, 596 136, 414 141, 884
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

INTRODUCTION

This discussion and anaysis should be read in conjunction with thefinancial statements and related notes, and the other financial information
included elsewhere in this Form 10-K.

ALASKA COMMUNICATIONS SYSTEMS GROUP

ACS Group was formed in 1998 by Fox Paine & Company, members of theformer senior management team of Pacific Telecom, 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 the incumbent provider of local telephone services in Juneau, Fairbanksand
more than 70 rural communities in Alaska and provided Internet services to customers statewide. CenturyTel's Alaska propertiesincluded
PTIC, TUA and TUNI. ATU was thelargest local exchange carrier 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. On October 29, 1999, the Company changed its name from ALEC Holdings, Inc. to Alaska Communications Systems
Group, Inc.

Prior to the consummation of the acquisitions of CenturyTel's Alaska propertiesand ATU in May 1999, ACS Group had no operations.
Accordingly, thefollowing discussion should be read in conjunction with the Company's consolidated financial statements and therelated notes,

the combined financial statements and therelated notes of CenturyTel's Alaska properties and the financia statements and the related notes of
ATU included herein.

Today, ACSGroup generates revenue through:

- theprovision of local telephone services, including:

- basic local serviceto retail customerswithin ACS Group's service aress,

- wholesale service to competitive local exchange carriers,

- network access servicesto interexchange carriersfor origination and termination of interstate and intrastate long distance phone calls,
- enhanced services,

- ancillary services, such ashilling and collection, and

- universal service payments;

- theprovision of wireless services,

- theprovision of interexchange network services, data services and other services, and;

- theprovision of wireless cable television services.

ACS Group also recognizes its proportionate share of the netincome or loss of its minority-owned investments.

Within the telecommunications industry, local exchange carriers have historically enjoyed stable revenue and cash flow from local exchange
operations resulting from the need for basic telecommunications services, the
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highly regulated nature of the telecommunications industry and, in the case of rural local exchange carriers, the underlying cost recovery
settlement and support mechanisms applicableto local exchange operations. Basic local service is generally provided at aflat monthly rate and
allowsthe user toplace unlimited calls withina defined local calling area. Access revenues are generated by providing interexchange carriers
access to the local exchange carrier's local network and its customers. Universal service revenuesare a subsidy paid to rural local exchange
carriers to support the high cost of providing service in rural markets. Other service revenue is generated from ancillary 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 methodologies,

- authorized rates of return for regulated services,

- whether an access lineis used by a business or residentia subscriber,

- intrastate and interstate calling patterns,

- customers selection of various local rate plan options,

- selection of enhanced calling services, such asvoice mail, or other packaged products, suchas cellular and Internet and
- other subscriber usage characteristics.

Local exchange carriers have two basic tiers of customers:

- end users located in the local exchangesthat pay for local telephone service including, in ACS Group's case, retail, resale and unbundled
network elements end users and

- interexchange carriers that pay thelocal exchange carrier for access to customers located within that local exchange carrier'slocal service
area.

Local exchange carriers provide access serviceto numerousinterexchange carriers and may also hill and collect long distance charges from
interexchange carrier customerson behalf of the interexchange carriers. The amount of access charge revenue associated with a particular
interexchange carrier varies depending upon long distance calling patterns and the relative market share of each long 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.

ATU has historically provided long distance service both through leased facilities and asareseller of other carriers long distance services. ACS
Group recently purchased $19.5 million of long distance fiber capacity for high-speed links within Alaska and for termination of traffic in the
lower 48 states. The Company hasmigrated long distance traffic from leased circuits onto its own network infrastructure. Asaresult, ACS
Group expectsthat in future periods operating expenses relatingto leased circuits will be lower, but depreciation relating to the purchased
capacity will be higher.
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RESULTS OF OPERATIONS

ALASKA COMMUNICATIONS SYSTEMS GROUP - TWELVE MONTHS ENDED DECEMBER 31, 1999 COMPARED TO
TWELVE MONTHS ENDED DECEMBER 31, 1998

The following unaudited table summarizes ACS Group's combined operations for theyears ended December 31, 1999 and December 31, 1998.
For the year ended December 31, 1999, the summary information representsthe combined historical results of CenturyTel's Alaska properties
and ATU from January 1, 1999 through acquisition on May 14, 1999 and ACS Group's consolidated operating results for the period from May
15, 1999 to December 31, 1999. For the year ended December 31, 1998, the summary information represents the historical combined operating
results of CenturyTel's Alaska properties and ATU. Certain reclassifications have been made to the 1998 combined financial statements of
CenturyTel's Alaska properties and ATU in order to conform with the current presentation of ACS Group's financia data.
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COMVBI NED
YEAR ENDED DECEMBER 31,

(i n thousands)
Operating revenues
Local tel ephone:

Local network service $ 93,079 $ 95,999
Net wor k access revenue 98, 578 105, 366
Directory advertising 26, 507 27,911
Deregul ated revenue and ot her 19, 644 19, 698
Total |ocal tel ephone 237, 808 248, 974
Cel l ul ar 31, 801 36, 090
I nt erexchange network, data services and ot her 11, 997 15, 461
Total operating revenues 281, 606 300, 525
Operating expenses
Local tel ephone 141, 933 160, 200
Cel | ul ar 22,089 24, 315
I nt erexchange network, data services and ot her 14,710 22,170
Depreciation and anortization 60, 067 61, 114
Total operating expenses 238, 799 267, 799
Qper ating income 42, 807 32,726
O her inconme and expense:
I nterest expense (12, 982)
(44, 150)
Interest and other income 5, 555 3, 496
Equity in earnings (loss) of minority investnents (2,945)
(1, 569)
Total other incone and expense (10, 372)
(42, 223)
Income (loss) before incone taxes 32,435
(9,497)
I ncone taxes 9,218 3, 643
I ncone (loss) from continuing operations 23, 217
(13, 140)
Extraordinary item- early extingui shment of debt -
(3, 267)
Net income (I oss) $ 23,217 $
(16, 407)
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OPERATING REVENUES

Operating revenues increased $18.9 million, or 6.7% for the twelve monthsended December 31, 1999 compared to the twelve months ended
December 31, 1998. Local telephone, cellular and interexchange network, data services and other revenues all increased compared to theprior
twelve-month period.

Local Telephone

L ocal telephone revenues, which consist of local network service, network access revenue, directory advertising and deregulated and other
revenues, increased $11.2 million, or 4.7%, for the twelvemonths ended December 31, 1999 compared to the twelve months ended December
31, 1998.

The local service revenue component of local telephone revenues was $96.0 million during 1999 compared with $93.1 million during 1998 --
an increase of $2.9 million or 3.1% over theprior year. Thisincrease corresponds withthe growthin averagetota accesslinesin service of
6.7%, partially offset by the growth in lower margin wholesale and unbundled network element lines as a component of access line growth in
the Anchorage market. Although there can be no assurances, management believes that retail linelosses to competition will be minimal in the
future.

Network access revenues increased by $6.8 million, or 6.9%, from $98.6 million in 1998 to $105.4 millionin 1999. Approximately $3.7
million of thisincrease is due to the recording by ATU of $1.9 million of 1998 revenue true-upsin 1999, prior to its acquisition by ACS Group.
Management expects that access revenues will grow at a lesser rate than access line growth for the foreseeable future.

Directory advertising revenues increased by $1.4 million, or 5.3%, from $26.5 million in 1998 to $27.9 million in 1999. This growth
corresponds with the growth in average access lines in serviceduring 1999 over 1998 from 295,580 during 1998 to 315,471 during 1999, or an
increase of 6.7%.

Deregulated and other revenues, consists principally of billing and collection services, space and power rents, deregulated equipment sales,
paystation revenues and other miscellaneous telephone revenues.

Cdlular

Céllular revenuesincreased $4.3 million, or 13.5%, to $36.1 million for the twelve monthsended December 31, 1999 compared to $31.8
million for the twelve monthsended December 31, 1998. This growth in revenue is due to growth in average cellular subscribersin service to
69,820 during 1999 from 60,852 during 1998, or a growth rate of 14.7%.

I nterexchange Network Data Servicesand Other

Interexchange network, data services and other revenuesinclude principally long distance, data and Internet services revenues. These revenues
increased from $12.0 million in 1998 to $15.5 million in 1999 -- an increase of $3.5 million, or 28.9%. $3.6 million of thisincreaseis dueto an
increase in long distance revenuesfrom $6.8 million to $10.4 million and long distance minutesof use from 41.5 million minutesto 67.7
million minutes for 1998 and 1999, respectively.

OPERATING EXPENSES

Operating expenses increased $29.0 million, or 12.1%, from $238.8 million for thetwelve monthsended December 31, 1998 to $267.8 million
for the twelve monthsended December 31, 1999. Operating expenses increased to 89.1% of revenuesfor thetwelve monthsended December
31, 1999 from 84.8% of revenues for the twelve months ended December 31, 1998. During 1999, the Company incurred one-timeand
transaction related costs associated with the acquisitions of CenturyTel's Alaska properties and ATU of $8.2 million. The Company
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also incurred $6.1 million of compensation expense in connection with options granted below fair value at the date of grant, which vested fully
upon the completion of ACS Group'sinitia public offering. Adjusted for these non-recurring items, operating expenses would have been
$253.5 million for 1999 compared with $238.8 million for 1998, or 84.4% and 84.8% of revenues for 1999 and 1998, respectively.

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
segment isincluded in total depreciation and amortization. Local telephone expenses increased from $141.9 million for the year ended
December 31, 1998 to $160.2 million for the year ended December 31, 1999 - anincrease of $18.3 million, or 12.9%. These expense categories
included the one-time and transaction related costs associated with the acquisitions of $7.1 million and approximately $5.7 of the compensation
expenses as described in the preceding paragraph. Without these non-recurring costs and compensation expense, local telephone expense would
have been approximately $147.4 million for 1999 compared to $141.9 million in 1998, or an increase of $5.5 million or 3.9%. Asadjusted,

local telephone expense represented 59.7% of local telephone revenue for 1998 and 59.2% for 1999.

Cedlular

Cellular expensesincreased $2.2 million, or 10.1%, for thetwelve months ended December 31, 1999 compared to the twelve monthsended
December 31, 1998. Cellular expenses included approximately $300,000 of compensation expense as previously described. Adjusted for the
compensation expense, cellular expense was$24.0 million in 1999 compared to $22.1 million in 1998 - an increase of $1.9 million or 8.7%
from 1998 to 1999. Cellular expense was 69.5% of cdllular revenues for 1998 and, as adjusted for compensation expense, 66.5% of cellular
revenues for 1999. Management expects that cellular expenses as a percentage of cellular revenue will continue to decline as cellular
penetration and subscribers increase over time.

I nter exchange Network, Data Servicesand Other
Interexchange network, data services and other expensesincreased by $7.5 million, or 50.7%, and increased as a percentage of revenuefrom
122.6% in 1998 to 143.4% in 1999. The increase in interexchange network, data services and other was theresult of additional circuit and other
costs associated with devel oping the Company's statewide network and Internet infrastructure and increases in minutesof use for long distance
as discussed above.
DEPRECIATION AND AMORTIZATION

Depreciation and amortization expenseincreased $1.0 million, or 1.7%, due principally to increases in plant in service for the twelve months
ended December 31, 1999 over the corresponding period of 1998.

INTEREST EXPENSE

Interest expense increased $31.2 million, or 240.1%, for the twelve months ended December 31, 1999 as compared to the year ended December
31, 1998 due to $611.6 million of debt incurred in connection with the acquisitions of CenturyTel's Alaska properties and ATU.

EXTRAORDINARY ITEM -EARLY EXTINGUISHMENT OF DEBT

During thefourth quarter of 1999, ACSGroup retired 35% of its 13% senior discount debentures with proceeds generated fromthe Company's
initia public offering, resulting in extraordinary expense of $3.3 million. See Note 9, "Extraordinary Item," to the Alaska Communications
Systems Group, Inc. Consolidated Financial Statements for further discussion.
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INCOME TAXES

ACS Group hasfully reserved theincome tax benefit resulting from the consolidated losses incurred since the date of the acquisitions of
CenturyTel's Alaska properties and ATU. Income taxesreflected in the combined financial statements are substantially those of the predecessor

entities. See Note 8, "Income Taxes," to the Alaska Communications Systems Group, Inc. Consolidated Financial Statements for further
discussion.

NET INCOME

The decrease in net income is primarily aresult of the factors discussed above and, in particular, the decrease in operating margin of $10.1
million and the increase in interest expense of $31.2 million as a result of the financing of the acquisitions.
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CENTURYTEL'S ALASKA PROPERTIES

Century acquired its Alaska properties on December 1, 1997 as part of its acquisition of Pacific Telecom from PacifiCorp Holdings, Inc. On
October 6, 1997, prior to their acquisition by Century, CenturyTel's Alaska properties acquired the assetsof the City of Fairbanks Telephone
Operation. On December 31, 1997, CenturyTel's Alaska properties sold their Alaskarural statistical area, or RSA, #1 B-side cellular property
in Fairbanks to ATU. The operating results of this divested property are included in the historical operating results of CenturyTel's Alaska
properties.

The following table summarizes each component of CenturyTel's Alaska properties’ revenue sources for theyears ended December 31, 1997
and 1998:

Year Ended Decenber

31,
1997 1998

Local tel ephone:

Local service $ 26,937 $
37, 255

Net wor k access 50, 298
64, 321

O her 12, 350
20, 357
Total |ocal tel ephone 89, 585
121, 933
Cel | ul ar 5,301
2,576

Tot al $ 94,886 $
124,509

CenturyTel's Alaska properties’ operating expenses are categorized as.

cost of sales and operating expenses--telephone; cost of sales and operating expenses--wireless; and depreciation and amortization. Cost of
sales and operating expenses--tel ephone are those operating expensesincurred by CenturyTel's Alaska properties in connection withtheir local
telephone business, including the operation of their central officesand outside plant facilities and related operations, customer service,
marketing and other general and administrative expenses and allocated corporate expenses. Cost of sales and operating expenses--wireless are
those operating expensesincurred by CenturyTel's Alaska properties in connection with the operation of their wirelessfacilities and
transmission of wireless services, customer service, marketing and other general and administrative expenses and allocated corporate expenses.

CENTURYTEL'S ALASKA PROPERTIES-FISCAL YEAR ENDED DECEMBER 31, 1998 COMPARED TO FISCAL YEAR
ENDED DECEMBER 31, 1997

The financia statements of CenturyTel's Alaska properties reflect the combined results of CenturyTel's Alaska properties, including TUA,
which operates in Juneau, TUNI, which operatesin numerousrural communities, and the Alaska RSA #3 cellular property for the yearsended
December 31, 1997 and 1998. Additionally, theresults of the City of Fairbanks Telephone Operation are reflected from the date of acquisition,
October 6, 1997. The Alaska RSA #1 B-side cellular property wasdivested on December 31, 1997 to comply with FCC cross-ownership
restrictions. The operating results of thisproperty are includedin thefinancia statements for theyear ended December 31, 1997 as follows:
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Year Ended

Decenber

31,
1997
Revenues $3, 100
Oper ati ng expenses 1,643
Depreci ati on 424
Operating incone $1, 033
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OPERATING REVENUES

Combined operating revenues increased 31.2% to $124.5 million for the year ended December 31, 1998 as compared to $94.9 million for the
year ended December 31, 1997. Local telephone operating revenues increased 36.0% to $121.9 million for the year ended December 31, 1998
as compared to $89.6 million for the year ended December 31, 1997. Cellular revenues decreased 51.4% to $2.6 million for the year ended
December 31, 1998 as compared to $5.3 million for theyear ended December 31, 1997. Ownership of the City of Fairbanks Telephone
Operation for afull yearin 1998 versus a partial year in 1997 accounted for $21.0 million of the total $29.6 million increase in combined
operating revenues.

Local Telephone

Locd telephone revenues increased 36.0% to $121.9 million for theyear ended December 31, 1998 as compared to $89.6 million for theyear
ended December 31, 1997. Of thisincrease, $21.0 million wasdue to thefull year of ownership of the City of Fairbanks Telephone Operation
in 1998 versus a partial year in 1997, $4.2 million wasdue to higher access revenues at TUA and TUNI, $1.5 million was due to higher loca
service revenuesat TUA and TUNI and $0.4 million wasdue to higher other revenues. The increasein local service revenueswas due to a
5.6% growth in access lines from December 31, 1997 to December 31, 1998. Growth in access revenues was primarily theresult of a higher
revenue reguirement due to higher expenses for theyear ended December 31, 1998 ascompared to theyear ended December 31, 1997.

Cellular

Cellular revenuesdecreased 51.4% to $2.6 million for the year ended December 31, 1998 as compared to $5.3 million for the year ended
December 31, 1997. Improved results of the Alaska RSA #3 property increased revenues$0.4 million for theyear ended December 31, 1998 as
compared to the year ended December 31, 1997. The divestiture of the Alaska RSA #1 B-side cellular property decreased cellular revenue by
$3.1 million for the year ended December 31, 1998 as compared to the year ended December 31, 1997.

OPERATING EXPENSES
Local Telephone

Cost of salesand operating expenses--telephone increased 47.5% to $72.0 million for the year ended December 31, 1998 as compared to $48.8
million for the year ended December 31, 1997. Ownership of the City of Fairbanks Telephone Operation for the full year 1998 versus a partial
year in 1997 accounted for $15.0 million of thetotal increase in cost of sales and operating expenses--telephone. The remaining increase was
due primarily to higher expenses at TUA and TUNI loca telephone operations, attributable to increased costs necessary to support growth in
access lines and higher corporate alocated costs.

Cedlular

Cost of salesand operating expenses--cellular decreased by 34.1% to $2.1 million for theyear ended December 31, 1998 as compared to $3.2
million for the year ended December 31, 1997. In addition, $0.5 million of higher cost of sales and operating expense--cellular was due to
increased costs necessary to support theincreased number of customers for the Alaska RSA #3 cellular property. The divestiture of the Alaska
RSA #1 B-side cellular property decreased expenses by $1.6 million.

Depreciation and Amortization
Depreciation and amortization increased $12.2 million to $30.5 million for theyear ended December 31, 1998 ascompared to $18.3 million for
the year ended December 31, 1997. The increase in depreciation and amortization expense was due to higher plant in service balances,

amortization of goodwill associated with
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purchase accounting, higher authorized depreciation rates effective January 1, 1998, as approved by the APUC, and afull year of ownership of
the City of Fairbanks Telephone Operation.

INTEREST EXPENSE, NET
Interest expense, net decreased 40.0% to $1.4 million for the year ended December 31, 1998 as compared to $2.3 million for the year ended
December 31, 1997. The decrease was due to an increase of $4.9 million in cash and cash equivaents and an increase of $11.5 millionin
affiliated receivable balances at December 31, 1998 as compared to December 31, 1997.
OTHER INCOME (EXPENSE)

Other income (expense) isrelated primarily to non-recurring and non-operating income and expenses. For theyear ended December 31, 1998,
other income (expense) was $356,000 as compared to $(245,000) for the year ended December 31, 1997.

INCOME TAXES

Income taxes increased 8.7% to $9.2 million for the year ended December 31, 1998 as compared to $8.5 million for the year ended December
31, 1997. The increase in incometaxes was due to increased taxable incomein 1998 as compared to 1997.

NET INCOME

Asaresult of thefactors described above, net income decreased $3.8 million to $9.6 million for the year ended December 31, 1998 as
compared to $13.4 million for theyear ended December 31, 1997.
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ATU

The following table summarizes each component of ATU'srevenue sources for theyears ended December 31, 1997 and 1998:

Year Ended Decenber

31,
1997 1998
Local Tel ephone:
Local service $ 52,007 $ 50, 863
Net wor k access 34, 369 34, 740
Q her 30, 179 35, 454
Total |ocal tel ephone 116, 555 121, 057
Cel l ul ar 21, 845 29, 225
Long di stance 1,541 6, 815
Tot al $139, 941 $157, 097

ATU's operating expenses are categorized as: cost of sales and operating expenses--local telephone; cost of sales and operating
expenses—-cellular; cost of sales and operating expenses--long distance; and depreciation and amortization. Cost of sales and operating
expenses--local telephone arethose operating expensesincurred by ATU in connection with its local telephone business, including the
operation of its central officesand outside plant facilitiesand related operations, customer service, marketing and other general and
administrative expenses and corporate expenses. These expenses included all ocations from the Municipality of Anchorage totaling $3.2 million,
$3.7 million and $3.2 million for the years ended December 31, 1996, 1997 and 1998, respectively. Management considers these expensesto
be comparable to those whichwould have been incurred on a stand-alone basis and to those it expectsto incur in future periods. Cost of sales
and operating expenses--cellular are those operating expenses incurred by ATU in connection with the operation of itscellular facilitiesand
transmission of cellular services, customer service, marketing and other general and administrative expenses and corporate expenses. Cost of
sales and operating expenses--long distance includes operating expenses incurred by ATU in connection with the provisioning of long distance
services.

ATU--FISCAL YEAR ENDED DECEMBER 31, 1998 COMPARED TO FISCAL YEAR ENDED DECEMBER
31, 1997

OPERATING REVENUES

Operating revenues increased 12.3% to $157.1 million for the year ended December 31, 1998 as compared to $139.9 million for theyear ended
December 31, 1997. ATU reported revenue growthin all three service categories: local telephone, cellular andlong distance.

Local Telephone

Local telephone revenues, which consist of local service, network access charges and other revenues, increased 3.9% to $121.1 million for the
year ended December 31, 1998 as compared to $116.6 million for theyear ended December 31, 1997. Loca service revenues decreased 2.2%
to $50.9 million for theyear ended December 31, 1998 as compared to $52.0 million for theyear ended December 31, 1997 asaresult of a
decrease in retail access lines. Local service revenues includerevenues for ATU's retail local tel ephone service to business and residential
customers and wholesale customersthat resell ATU'slocal telephone service. Although thetotal number of access linesincreased from 158,486
at December 31, 1997 to 168,536 at December 31, 1998, retail access lines decreased 14,492 from 150,720 at December 31, 1997 to 136,228
at December 31, 1998, principally as a result of the introduction of competition in ATU'sservice area. The number of access lines made
available to competitors
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increased from 7,766 at December 31, 1997 to 32,308 at December 31, 1998. This decrease in retail access lines resulted in a decrease in local
Service revenues.

Network access revenues increased 1.1% to $34.7 million for the year ended December 31, 1998 as compared to $34.4 million for the year
ended December 31, 1997. Market share losses relating to increased salesby competitors reduced network access revenues by $1.9 millionin
1998. The Company expects thiscompetition to continue. This decrease was partially offset by $2.4 million in higher intrastate network access
revenues from the settlement of a prior year access charge dispute.

Other revenues increased 17.5% to $35.5 million for the year ended December 31, 1998 as compared to $30.2 million for the year ended
December 31, 1997. Thisincrease was primarily attributable to higher revenues from unbundled network element interconnection and directory
advertising. Revenues from monthly charges paid by competing carriers for unbundled network element interconnection are accounted for as
other revenue.

Cedlular

Cellular revenuesincreased 33.8% to $29.2 million for theyear ended December 31, 1998 compared to $21.8 million for the year ended
December 31, 1997. The increase was due to an increase in the number of cellular subscribersin Anchorage and Alaska RSA #2, as well as the
acquisition of the Alaska RSA #1 B-side cellular property on January 1, 1998. The number of subscribers increased from 47,538, excluding the
Alaska RSA #1 B-side property, at December 31, 1997 to 63,627 at December 31, 1998. The Fairbanks property increased from 5,497
subscribers at January 1, 1998 to 9,064 at December 31, 1998. Average revenue per customer per month remained stable at $42 per customer
per month.

Long Distance

Long distance revenuesincreased 342.2% to $6.8 million for theyear ended December 31, 1998 compared to $1.5 million for theyear ended
December 31, 1997 principally due to customer growth. The number of customers increased to 25,670 customers at December 31, 1998 from
approximately 10,600 customers at December 31, 1997.

OPERATING EXPENSES
Local Telephone

Cost of salesand operating expenses--telephone decreased marginally to $74.2 million for the year ended December 31, 1998 as compared to
$75.0 million for the year ended December 31, 1997. Product sales and advertising expensesincreased $2.4 million in 1998 due to increased
advertising campaignsresulting from heightened competition in the local telephone market in 1998. These increased expenses were offset by
$3.5 million of reduced expenses, primarily due to lower labor expenses associated with reduced full-time local telephone employee levelsin
1998 as compared to 1997.

Cedlular

Cost of salesand operating expenses--cellular increased 38.1% to $20.0 million for theyear ended December 31, 1998 compared to $14.5
million for the year ended December 31, 1997. An increase in customers from 47,538 at December 31, 1997 to 63,627 at December 31, 1998
resulted in increases in sales and marketing, general and administrative and other operating expenses. Of the $5.5 million increase in cost of
sales and operating expenses--cellular, $2.1 million was due to the operation of the newly acquired Alaska RSA #1 B-side cellular property for
afull year in 1998.

Long Distance
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Cost of salesand operating expenses--long distance increased 123.8% to $10.4 million for the year ended December 31, 1998 as compared to
$4.6 million for the year ended December 31, 1997. Increased expenses were dueto additional dedicated facilities leases, access payments,
advertising and administrative expenses to support increasing long distance traffic volumes. Traffic volumes increased due to increases in the

total number of long distance customers. As aresult, ATU'slong distance operations incurred losses of $3.7 million in 1998 and $3.2 millionin
1997.

Depreciation and Amortization

Depreciation and amortization expenseincreased 10.3% to $29.6 million for theyear ended December 31, 1998 as compared to $26.8 million
for the year ended December 31, 1997. Increases in plant in service balances and goodwill amortization accounted for theincrease. Higher
depreciation and amortization expense of $1.5 million in the local telephone operations and $1.3 million in the cellular and long distance
operations was incurred in 1998.

INTEREST EXPENSE, NET

Interest expense, net decreased 5.0% to $6.4 million for the year ended December 31, 1998 as compared to $6.8 million for the year ended
December 31, 1997. Interest expense increased by $1.1 million as a result of additional outstanding long-term obligations associated with a
bond issuance in 1998. Increases in interest incomefrom higher cash balances served to offset higher interest expense. Reversal of previously
accrued interest expense for revenue that had been reserved in prior periods but recognized in 1998 reduced interest expense for the year ended
December 31, 1998 by $0.4 million.

OTHER INCOME (EXPENSE)

Other income (expense) includes equity in earnings (loss) of minority interests and nonoperating other income and expenses ancillary to
telephone operations. ATU recognized losses in its minority investments of $2.9 million for theyear ended December 31, 1998 compared to
earnings of $0.2 million for the year ended December 31, 1997. For theyear ended December 31, 1998, ATU incurred $1.1 millionin
proportional losses from its minority investments, and wrote down $1.5 million and $0.4 million of its investmentsin ACTV and Internet
Alaska, Inc., respectively.

NET INCOME AND INCOME TAXES

Asaresult of thefactors described above, net income increased $1.5 million to $13.6 million for the year ended December 31, 1998 as
compared to $12.1 million for theyear ended December 31, 1997. Because ATU wasa public utility of the Municipality of Anchorage, it was
exempt fromU.S. federal and stateincome taxes.

YEAR 2000

Since theyear 2000 rollover, ACS Group has not experienced any year 2000 issues that have materially affected its business. During 1999,
ACS Group spent approximately $24 million to upgrade and maintain itsinformation technology systems and to make them year 2000
compliant. The Company asotook significant stepsto ensurethat its switching and transmission facilities were year 2000 compliant.

It is possible that ACS Group's computerized systems, switchingand transmission facilitiescould be affected in thefuture by theyear 2000
issue. The Company has numerous switching and computer interfaces with third parties that are possibly vulnerableto failureif those third
parties have not adequately addressed their year 2000 issues. System failures resulting from these issues could cause significant disruption to
ACS Group's operations.
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LIQUIDITY AND CAPITAL RESOURCES

ACS Group hassatisfied its operational and capital cash regquirements primarily through internally generated funds, the sale of stock and debt
financing. The twelve months ended December 31, 1999 include operations from acquired telecommunications enterprises for the period from
May 15, 1999 to December 31, 1999. For this period, the Company's cash flowsfrom operating activities were $44.0 million. At December 31,
1999, the Company had approximately $96.6 million in working capital, including approximately $102.0 million in cash and cash equivalents.
Asof December 31, 1999, the Company had $75.0 million of remaining capacity under its revolving credit facility, representing 100% of
available capacity.

ACS Group'sinitial debt borrowingsand equity contributions were sufficient to fund the acquisitions of CenturyTel's Alaska properties and
ATU and the purchase of fiber capacity. On May 14, 1999 the Company entered into a $435.0 million credit agreement ("senior credit
facility"), issued $150.0 million aggregate principal amount of senior subordinated notes in a private placement, issued senior discount
debentures and warrantsfor $25.0 million in gross proceeds in aprivate placement and received an equity capital infusion in the amount of
$121.2 million. Substantially as aresult of the financingfor theseacquisitions, as of December 31, 1999 the Company had $612.8 million of
long-term debt. Interest on ACSGroup's senior discount debentures and the senior subordinated notes is payable semiannually. Interest on
borrowings under the senior credit facility is payable monthly, quarterly or semi-annually at the Company's option, and the senior credit facility
requires annual principa payments commencing on May 14, 2002. See Note 2 "Acquisitions’ and Note 7 "Long-term Obligations' to the
Alaska Communications Systems Group, Inc. Consolidated Financial Statements for further discussion.

On July 24, 1999 the Company entered into a hedging transaction which fixed at 5.99% the underlying variable rate on one-half of the
borrowings under the senior credit facility, or $217.5 million, for athree-year period.

Subsequent to theacquisition of ATU and CenturyTel's Alaska properties, ACS Group issued 12,574,072 shares of itscommon stock. This
additional issuance included the salein a private placement of 1,624,907 shares to Cook Inlet for $10.0 million in cash and the sale of 10
million sharesin aninitial public offering of ACSGroup's stock for net proceeds of $127.9 millionin cash. On November 18, 1999, ACS
Group began trading onthe NASDAQ National Market under the symbol "ALSK."

A portion of the proceeds of the Company'sinitial public offering were used to pay off 35% or $10.6 million of ACS Group's outstanding
senior discount debentures, including a $1.3 million premium for early retirement and $25.0 million of its outstanding obligations under the
Company'ssenior revolving credit facility.

The local telephone network reguires thetimely maintenance of plant and infrastructure. ACS Group'slocal network is of high quality and is
technically advanced and will have relatively predictable annual capital needs. The Company'shistorical capital expenditures have been
significant. The construction and geographic expansion of ACS Group's cellular network required a substantial amount of capital. The
implementation of the Company'sinterexchange network and data services strategy isalso capital intensive. The Company recently purchased
fiber capacity for $19.5 million, whichwas funded with monies borrowed to finance the acquisitions of CenturyTel's Alaska properties and
ATU. The Company also has agreed to purchase additional fiber capacity for $19.5 million in the second quarter of 2001. See "Business -
Network Facilities'. Total capital expenditures were $74.8 millionin 1999. ACS Group anticipates total capital expenditures of approximately
$92.0 million in 2000. The Company intends to fund these capital expenditures through internally generated cash flow, a portion of the net
proceeds from the recent public offering and if necessary, through additional borrowings under therevolving credit facility.

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.
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ACS Group'sability to satisfy itscapital requirementswill be dependent upon itsfuture financial performance, whichis, in turn, subject to
future economic conditions and to financial, business and other factors, many of which are beyond the Company's control.

On September 30, 1999, the Company acquired an additional one-third interestin Alaskan Choice Television for $1.9 million, increasing its
ownership to atwo-thirds mgjority interest. On October 6, 1999, the Company entered into an agreement to acquire the remaining one-third
interest and on February 14, 2000, the Company completed the acquisition of the remaining one-third interest in ACTV for $3.0 million.

ACS Group believes that it will have sufficient working capital provided by operations and borrowings under the existing revolving credit
facility to fund its operations and capital expenditures over the next 12 months.

EFFECT OF NEW ACCOUNTING STANDARDS

In June 1998, theFinancial Accounting Standards Board ("FASB") issued Statements of Financial Accounting Standards ("SFAS") No. 133,
Accounting for Derivative Instruments and Hedging Activities. This statement establishes accounting and reporting standards for derivative
instruments and hedging activities. It requires that an entity recognizes all derivatives aseither assetsor liabilities in the statement of financial
position and measures those instruments at fair value. This statement, asamended, is effective beginning for the Company's fiscal year ending
December 31, 2001. Currently, the Company believes that adoption of this statement will not have a material impact on its consolidated
statements of financial position and results of operations.

OUTLOOK

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

- continuing growth in demand for core telephone services and enhanced service offerings,

- increased access line demand stemming from growth in population and the demand for multiplelines,

- increases in demand for cellular services and

- growthin demand for DSL and Internet access services due to higher business and consumer bandwidth needs for Internet and data services.

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'soperations.

At the state level:

- theRCA recently terminated therural exemptions of ACS Group's rural local exchange carriers, triggering interconnection obligations under
the Telecommunications Act of 1996 from which the Company had previously been exempt; and

- theRCA has indicated that it does not intend to determine rates and terms for interconnection through tariff processes and hasordered ACS
Group's rural local exchange carriersto negotiate withpotential competitorsfor the purpose of establishing the termsand conditions of
interconnection in
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their service areas, subject to arbitration at the request of any party at any time after December 10, 1999 if the parties are unable to reach
agreement.

- the RCA has recently ruled that it will consider changesto the unbundled network element rate for the Anchorage service area.

At the federd level:

- in October 1998 the FCC initiated proceedings, but hasnot reached a decision, regarding the appropriate rate of return to be applied for
federal rate-making purposes to companies like ACS Group which are not subject to price cap regulation;

- in September 1999 the FCC revised its list of unbundled network elements applicable to the Company's ongoing negotiations regarding
interconnection, excluding some elementsbut increasing the number of sub-elements associated with the local 1oop.

Thisisnot anexhaustive list of regulatory matters that could affect the Company's business, and it cannot predict theimpact of these or future
regulatory devel opments on any of its businesses. See "Business- Regulation” for further discussion.

The telecommunicationsindustry is extremely competitive, and ACS Group expects competition to intensify in thefuture. Asthe incumbent
local exchange carrier, the Company facescompetition mainly from resellers, local providers who lease unbundled network elementsfrom ACS
Group and, to alesser degree, fromfacilities-based providers of local telephone services. In addition, as aresult of the RCA'srecent affirmation
of the APUC's termination of the Company'srural exemptions, ACS Group may be required to provide interconnection elementsand/or
wholesale discounted servicesto competitorsin all or someof its rural service areas. Moreover, while cellular telephone serviceshave
historically complemented traditional local exchangecarrier services, the Company anticipates that existing and emerging wirel ess technologies
may increasingly compete with local exchange carrier services. In cellular services, ACS Group currently competes with at least one other
cellular provider in each of itscellular serviceareas. In long distance, the Company currently has lessthan 2.5% 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.

IMPACT OF INFLATION
The effect of inflation on ACS Group's financia results has not been significant in the periods presented.
FORWARD LOOKING STATEMENTS AND ANALYSTS REPORTS

Thisreport containsforward looking statements within the meaning of thefederal securities laws, including statements concerning future rates,
revenues, costs, capital expenditures, and financing needs and availability and statements of management's expectations and beliefs. Actual
results could differ materially from these statements as a result of many factors, including future economic, regulatory and political conditions
in Alaska and the United States.

Investors should also be aware that while ACS Group does, at various times, communicate with securities analysts, it is against ACS Group's
policy to discloseto them any material non-public information or other confidential information. Accordingly, shareholders 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.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

To financethe Company's operations and the acquisitions of CenturyTel's Alaska properties and ATU, the Company hasissued 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, with the primary interest rate risk exposure resulting from
changesin LIBOR or the prime rate, which are used to determine theinterest rates that are applicable to borrowings under the Company'sbank
credit facilities. The Company uses off-balance sheet derivative financia instruments, in particular an interest rate swap agreement, to partialy
hedge variable interest transactions. The Company's derivative financial instrument transaction has been entered into for non-trading purposes.
The terms and characteristics of the derivative financial instrumentsare matched with the underlying on-balance sheet instrument or anticipated
transactions and do not constitute speculative or leveraged positions independent of these exposures.

The information below summarizes the Company's sensitivity to market risk associated with fluctuationsin interest rates as of December 31,
1999. To the extent that the Company's financial instrumentsexpose the Company to interest rate risk, they are presented within each market
risk category in the table below. The table presents principal cash flows and related interest rates by year of maturity for the Company's senior
discount debentures, bank credit facilities, senior subordinated notes and capital |eases and other long-term obligations in effect at December
31, 1999. The cash flowsrelated to the variable portion of interest rate swapsare determined by dealers using valuation models that estimate
the future level of interest rates, with consideration of the applicable yield curve as of December 31, 1999. For interest rate swap agreements,
the table presents notional amounts and therelated reference interest rates by year of maturity. Fair values included herein have been
determined based on (i) quoted market pricesfor senior subordinated notes; (ii) the carrying value for the bank credit facility at December 31,
1999 asinterest rates arereset periodically; and (iii) estimates obtained from dealers to settle interest rate swaps andinterest rate protection
agreements. Alaska Communi cations 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 theinterest rate swap agreement and
should be read in conjunction with the table below.
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Interest Rate Sensitivity:
Seni or Di scount Debentures:
I nterest Anmpunt
Average interest rate (fixed)

Credit Facility - Tranche A
I nterest Anmpunt
Average interest rate (variable)

Credit Facility - Tranche B:
I nterest Amount
Average interest rate (variable)

Credit Facility - Tranche C
I nterest Amount
Average interest rate (variable)

Seni or Subordi nated Not es:
I nterest Ampunt
Average interest rate (fixed)

Capital |eases and other
I nterest Amount
Average interest rate (fixed)

Credit Facility - $75 MIIlion Revol ver
I nterest Anmpunt
Average interest rate (variable)
Commi t nent fee
Average interest rate (fixed)

Variable to Fixed Interest Rate Swap
-- Credit Facility:

Interest received

Interest paid

Average receive rate

Average pay rate

Interest Rate Sensitivity:
Seni or Di scount Debentures:
I nterest Amount
Average interest rate (fixed)

Credit Facility - Tranche A
I nterest Amount
Average interest rate (variable)

Credit Facility - Tranche B:
I nterest Amount
Average interest rate (variable)

Credit Facility - Tranche C
I nterest Amount
Average interest rate (variable)

Seni or Subordi nated Not es:
I nterest Amount
Average interest rate (fixed)

Capital |eases and other
I nterest Amount
Average interest rate (fixed)

Credit Facility - $75 MIlion Revol ver
I nterest Anpunt
Average interest rate (variable)
Commi t nent fee
Average interest rate (fixed)

Variable to Fixed Interest Rate Swap
-- Credit Facility:

Interest received

Interest paid

Aver age receive rate

Average pay rate

1999
$ 1,798
13. 00%
$ 7,874
8.19%
$ 8,114
8. 44%
$ 7,519
8. 69%
$ 8,894
9.38%
$ 750
8.39%
$ 439
8.30%
$ 84.00
0. 50%
$ -
$ 698
0.73%
TOTAL
PAI D
(DOLLARS IN
$ 27,726
13. 00%
$ 99,643
8. 83%
$ 115, 654
9. 08%
$ 112,993
9.33%
$ 140, 664
9.38%
$ 4,705
8. 84%
439
8. 30%
$ 2,505
0.50%
$ 1,024
$ 698
0.19%
0.73%

$ 2,439 %
13. 00%

$ 13,630 $
8.94%

$ 14,011 $
9.19%

$ 12,953 $
9. 44%

14, 090 $
9. 38%

$ 906 $
9.07%

0. 00%
$ 380 $
0. 50%

$ 413 $
0. 19%

FAI R
VALUE

THOUSANDS)
$ 21,408

$ 150, 000
$ 150, 000
$ 135, 000
$ 145, 500

$ 13,407

$  (923)

Dvwared oo B reins 2000,

(DOLLARS I N THOUSANDS)

2,264 $ 2,264
13. 00% 13. 00%
13,592 $ 13,506
8. 94% 8.94%
13,973 $ 13,884
9.19% 9. 19%
12,918 $ 12,836
9. 44% 9. 44%
14,051 14,051
9. 38% 9. 38%
524 $ 451
9. 06% 8. 65%
.
0. 00% 0. 00%
380 $ 380
0.50% 0.50%
413 % 198
-8 -
0.19% 0.19%
EDGAR Onli ne,

$

$

I nc.

2,264
13. 00%

13,371
8. 94%

13,745
9. 19%

12, 707
9. 44%

14,051
9. 38%

408
8.67%

0. 00%
380
0. 50%

$

2,264
13. 00%

13,271
8. 94%

13, 642
9.19%

12,612
9. 44%

14,090
9. 38%

364
8. 65%

0. 00%
380
0. 50%

THERE-
AFTER

$ 14,433
13. 00%

$ 24,399
8. 94%

$ 38,285
9.19%

$ 41,448
9. 44%

61, 437
9. 38%

$ 1,302
9. 39%

0. 00%
$ 521
0. 50%



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Combined and consolidated financial statements of Alaska Communications Systems Group, Inc. and Subsidiaries, Alaska Communications

SystemsHoldings, Inc., CenturyTel's Alaska Properties, Telephone Fund of Fairbanks Municipal Utilities Services, and Municipality of
Anchorage Telephone Utility Fund are submitted as a separate section of this Annual Report. See Index to Financial Statements and Schedules
which appears on page F-1 hereof.

ITEM 9. CHANGES IN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
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PART III
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERSOF THE REGISTRANT
The information required by thisitem will be included in ACS Group'sdefinitive proxy statement for its 2000 Annual Meeting of Stockholders
(the "Proxy Statement"), or by an amendment to this report to be filed on or before April 10, and suchinformation isincorporated herein by
reference, except that the information regarding ACS Group's executive officers and directors called for by thisitemisincluded in Part | under
the heading "Executive Officers and Directors of the Registrant."

ITEM 11. EXECUTIVE COMPENSATION

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

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

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

ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS

The information required by thisitem will be included in ACS Group's definitive Proxy Statement, and such information isincorporated herein
by reference.
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PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTSON FORM 8-K
(& 1. Financial Statements

Combined and consolidated financial statements of ACS Group and its subsidiaries are submitted as a separate section of this Annual Report.
See Index to Combined and Consolidated Financial Statements and Scheduleswhich appears on page F-1 hereof.

2. Financial Statement Schedule

Financial statement schedules for ACS Group and its subsidiaries are submitted asa separate section of this Annual Report. Seelndex to
Combined and Consolidated Financial Statements and Schedule which appears on page F-1 hereof.

(b) Reports on Form 8-K
The following item was reported on a Form 8-K filed October 14, 1999:

Item 5 Other Events- Company pressrelease announcing filing of a
registration statement related to a proposed initia public offering.

The following item was reported on a Form 8-K filed November 5, 1999;

Item 5 Other Events- The Company and its subsidiary, ACS Holdings,

entered into Amendment No. 1 to the Credit Agreement dated as of May 14, 1999, among ACS Group, ACS Holdings, the Lenders party
thereto, The Chase Manhattan Bank as Administrative Agent and Collateral Agent, Canadian Imperia Bank of Commerce, as Syndication
Agent, and Credit Suisse First Boston, as Documentation Agent.

() Exhibits
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EXHI BI T NO. DESCRI PTI ON

1.1 Form of Underwiting Agreenent

2.1 Purchase Agreenent, dated as of August 14, 1998, as amended, by
and among ALEC Acquisition Sub Corp., CenturyTel of the
Nort hwest, Inc. and CenturyTel Wreless, Inc.*

2.2 Asset Purchase Agreenment, dated as of COctober 20, 1998, by and
bet ween Al aska Communi cations Systens, Inc. and the

Muni ci pal ity

of Anchor age*

3.1 Amended and Restated Certificate of Incorporation of the
Regi strant

3.2 Amended and Restated By-Laws of the Registrant

4.1 Speci nen of Common Stock Certificate

4.2 St ockhol ders' Agreenent, dated as of May 14, 1999, by and anong
the Registrant and the Investors listed on the signature pages
t her et o*

4.3 First Anendnent to Stockhol ders' Agreenment, dated as of July 6,

1999, by and anong the Regi strant and the Stockhol ders |isted
on

t he signature pages thereto*

4.4 Second Anendrent to Stockhol ders' Agreenent, dated as of
Novenber 16, 1999 by and anong the Registrant and the
St ockhol der's listed on the signature pages thereto

4.5 I ndenture, dated as of May 14, 1999, by and between Al aska
Conmuni cations Systenms Hol dings, Inc., the Guarantors (as
defined therein) and I BJ Wiitehall Bank & Trust Conpany*

4.6 Purchase Agreenent, dated as of May 11, 1999, by and anong
Al aska Conmmuni cations Systens Hol dings, Inc., the Guarantors,
Chase Securities Inc., CIBC Wrld Markets Corp. and Credit
Sui sse First Boston Corporation*
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23.
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23.1

peri od
1998

23.2

23.3

23. 4

Indenture, dated as of My 14, 1999, by and between the

Regi strant and The Bank of New York*

First Amendnent, dated as of Cctober 29, 1999, to Indenture
listed as Exhibit No. 4.7**

Form of Second Amendnent dated as of Novenber 17, 1999 to
Indenture listed as Exhibit No. 4.7

Purchase Agreenent, dated as of May 11, 1999, by and anong the
Regi strant, DLJ Investnent Partners, L.P., DLJ Investnent
Funding, Inc. and DLJ ESC I, L.P.*

Qpi nion of Wachtell, Lipton, Rosen & Katz (including consent)
Exchange and Regi stration Rights Agreenent, dated as of May 14,
1999, by and anpong Al aska Comuni cati ons Systens Hol di ngs,

the Guarantors, Chase Securities Inc., CIBC Wrld Mrkets Corp.
and Credit Suisse First Boston Corporation*

Exchange and Regi stration Rights Agreenent, dated as of May 14,
1999, by and anmpong the Registrant, DLJ Investnent Partners,
L.P., DLJ Investnent Funding, Inc. and DLJ ESC Il L.P.*

Credit Agreenent, dated as of May 14, 1999, by and anong Al aska
Conmuni cations Systenms Hol dings, Inc., the Registrant, the
financial institutions Lenders party thereto, The Chase
Manhattan Bank, Credit Suisse First Boston and Canadi an

Bank of Comrerce*

Amendnent No. 1, dated as of Cctober 19, 1999 to Credit
Agreement |isted as Exhibit No. 10.3**

Enpl oynent Agreenent, dated as of March 12, 1999, by and anobng
Al aska Communi cations Systenms Hol dings, Inc., the Registrant

Charles E. Robi nson*
Enpl oynent Agreenent, dated as of March 12, 1999, by and anobng
Al aska Conmuni cations Systens Hol dings, Inc., the Registrant

Wesl ey E. Carson*

ALEC Hol dings, Inc. 1999 Stock Incentive Plan*

Al aska Conmuni cations Systens Group, Inc. 1999 Stock Incentive
Pl an

Al aska Conmuni cations Systens G oup, Inc. 1999 Non- Enpl oyee

Di rector Conpensation Pl an

Al aska Conmuni cations Systens Group, Inc. 1999 Enpl oyee Stock
Pur chase Pl an

Subsi di ari es of the Registrant

Consent of Deloitte & Touche LLP relating to the audited
financial statements of Al aska Conmuni cations Systens G oup,
Inc. as of Decenber 31, 1999

Consent of Deloitte & Touche LLP relating to the audited
financial statements of Al aska Communi cati ons Systens Hol di ngs,
Inc. and subsidiaries as of Decenber 31, 1998 and for the

fromJune 16, 1998 (date of inception) through Decenber 31,

(included in Exhibit No. 23.1)

Consent of KPM3 LLP relating to the audited conbi ned financial
statements of CenturyTel's Al aska Properties as of Decenmber 31,
1998 and for the year then ended

Consent of Deloitte & Touche LLP relating to the audited

conbi ned financial statenents of Tel ephone Fund of Fairbanks
Miuni ci pal Uilities Services as of Cctober 6, 1997 and for the
year ended December 31, 1996 and the period ended Cctober 6,
1997 (included in Exhibit No. 23.1)

Consent of KPMs LLP relating to the audited financial

statenents

23.5

as

of Municipality of Anchorage Tel ephone Uility Fund as of

Decenber 31, 1997 and 1998 and for each of the years in the

three-year period ended Decenber 31, 1998

Consent of Deloitte & Touche LLP relating to the audited

conbi ned fir~rci~l etatagpnts of CenturyTel Al aska Properties
poveres S mits 2002, EDGAR Online. Inc.

of Decenber 31, 1997 and for the year ended Decenber 31, 1996,

the el even nonths ended Novenber 30, 1997 and the one nonth

ended Decenber 31, 1997 (included in Exhibit No. 23.1)
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* Filed as an exhibit to the Registrant's Registration Statement on Form S-4 No. 333-82361
** Filed as an exhibit to the Registrant's Form 8-K filed on November 5, 1999

*** Previoudy filed on October 8, 1999

**** Previoudly filed on November 1, 1999
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INDEPENDENT AUDITORS REPORT

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

We have audited the consolidated balance sheet of Alaska Communications Systems Group, Inc. and subsidiaries (the "Company") as of
December 31, 1999, and therelated consolidated statements of operations, stockholders equity, and cash flowsfor theyear ended December
31, 1999. Our audit included the financia statement schedulelisted in Item 14(a)2 of Form 10-K. These financial statements and financial
statement schedule arethe responsibility of the Company's management. Our responsibility is to express an opinion on these financial
statements and financial statement schedule based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards requirethat we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. Anaudit includes examining, on atest

basis, evidence supporting the amountsand disclosures in the consolidated financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides areasonable basisfor our opinion.

In our opinion, such consolidated financial statementsreferred to above present fairly, in all material respects, the financia position of Alaska
Communications Systems Group, Inc. and subsidiaries as of December 31, 1999, and the results of their operations, and their cash flowsfor the
year ended December 31, 1999 in conformity with generally accepted accounting principles. Alsoin our opinion, suchfinancial statement
schedule, when considered in relationto the basic consolidated financial statementstaken as awhole, present fairly in all material respects the
information set forth therein.

/'s/ DELO TTE & TOUCHE
LLP

Portl and, Oregon
February 25, 2000
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
CONSOLIDATED BALANCE SHEET
DECEMBER 31, 1999
(IN THOUSANDS EXCEPT PER SHARE AMOUNTYS)

ASSETS

Current assets:
Cash and cash equival ents $ 101, 994
Accounts receivabl e-trade, net of allowance of $5, 203 49, 323
Materials and supplies 5,923
Prepayments and other current assets 4,327
Total current assets 161, 567
| nvest nent s 1,673
Property, plant and equi pnent 902, 131
Less: Accunul ated depreciation 452, 304
Property, plant and equi prent, net 449, 827
Goodwi I |, net of accunul ated anortization of $4, 243 250, 346
O her assets 71, 030
Total assets $ 934, 443

LI ABI LI TIES AND STOCKHOLDERS EQUI TY

Current liabilities:

Current portion of long-term debt 4, 845
Account s payabl e-trade 30, 688
Accounts payable-affiliates 610
Advance billings and custoner deposits 7,521
Accrued and other current liabilities 21, 280
Total current liabilities 64, 944
Long-term debt, net of current portion 607, 911
Unanortized investnent tax credits 394
O her deferred credits and long-termliabilities 13, 226

Commitments and conti ngenci es -

St ockhol ders' equity:
Preferred stock, no par, 5,000 authorized, no shares issued and outstanding -
Common stock, $.01 par value; 145,000 shares authorized,

32,657 shares issued and out standi ng 327

Paid in capital in excess of par value 273,119
Accunul ated deficit (25, 478)
Total stockhol ders' equity 247,968

Total liabilities and stockhol ders' equity $ 934, 443

See Notes to Consolidated Financial Statements
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
CONSOLIDATED STATEMENT OF OPERATIONS

YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS EXCEPT PER SHARE AMOUNTYS)
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Operating revenues:
Local tel ephone:
Local network service
Net wor k access revenue
Directory advertising
Deregul ated and ot her revenue

Total |ocal tel ephone
Cel | ul ar
I nt erexchange network, data services and other

Total operating revenues

Qperating expenses:
Local tel ephone
Cel I ul ar

I nt erexchange network, data services and other
Depreciation and anortization

Total operating expenses

Operating incone

Q her incone and expense:
I nterest expense
(39, 624)
Interest income and ot her

Equity in earnings (loss) of investnents
(198)

Total other inconme and expense
(38, 799)

Loss before incone taxes and extraordi nary item
(22, 512)

| ncone tax benefit

Loss from continui ng operations

(22, 211)

Extraordinary item - early extingui shment of debt
(3, 267)

Net | oss
(25, 478)

Net | oss per share - basic and dil uted:
Loss from continuing operations

(0.95)

Extraordi nary item
(0.14)

Net | oss
(1.09)

Wei ght ed average shares outstandi ng

EGAF
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See Notes to Consolidated Financial Statements
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
STATEMENT OF STOCKHOLDERS EQUITY
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

PAID IN
CAPI TAL I N
COVVON EXCESS OF ACCUMULATED STOCKHOLDERS'
STOCK PAR DEFICI T EQUI TY

Bal ance, Decenber 31, 1998 $ -- $ -- $ -- $
| ssuance of 32,657 shares of

common stock, $.01 par 327 261, 885 -- 262,212
Fair val ue of warrants issued

in conjunction with long term debt -- 5, 089 -- 5,089
St ock based conpensation -- 6, 145 -- 6, 145
Net | oss -- -- (25, 478) (25, 478)
Bal ance, Decenber 31, 1999 $ 327 $ 273, 119 $ (25, 478) $ 247, 968

See Notes to Consolidated Financial Statements
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
CONSOLIDATED STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 1999

(IN THOUSANDS)

CASH FLOW5S FROM OPERATI NG ACTI VI Tl ES:
Net | oss

Adj ustnments to reconcile net loss to net cash provided by operating activities:

Depreci ation and anortization
Anortization of debt issuance costs
Anortization of deferred conpensation - stock options
Investment tax credits
O her deferred credits
Capitalized interest
Changes in components of working capital:
Accounts receivable and other current assets
Account s payabl e and other current liabilities
O her

Net cash provided by operating activities

CASH FLOA5S FROM | NVESTI NG ACTI VI TI ES:

Construction and capital expenditures, net of capitalized interest
Cost of acquisitions, net of cash received

O her assets

Net cash used by investing activities

CASH FLOANS FROM FI NANCI NG ACTI VI Tl ES:
Proceeds fromthe issuance of |ong-term debt
Paynents on | ong-term debt

Debt issuance costs

| ssuance of comon stock and warrants

Net cash provided by financing activities

I ncrease in cash
Cash and equi val ents at beginning of the period

Cash and equivalents at the end of the period

SUPPLEMENTAL CASH FLOW DATA:

Interest paid

| ncone taxes paid

SUPPLEMENTAL NONCASH TRANSACTI ONS:
Property acquired under capital |eases

See Notes to Consolidated Financial Statements
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40, 306
3,199
6, 145

(301)
2,987
(860)

3, 154
15, 544
(663)

(74, 088)
(697, 732)
(2, 833)

(774, 653)

616, 597
(12, 590)
(37, 900)
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

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, and inter-exchange network and data services to its customers in the
State of Alaskathrough its telecommunications subsidiaries. The Company wasformed in October of 1998 for the purpose of acquiring and
operating telecommunications properties.

The consolidated financial statements for the Company represent the operating results of the following legal entities fromthe date of their
respective acquisition (see Note 2, Acquisitions):

- Alaska Communications Systems Group, Inc. (formerly ALEC Holdings, Inc.)

- Alaska Communications Systems Holdings, Inc. (formerly ALEC Acquisition Corporation, whichwas acquired at the closing of the
acquisitions on May 14, 1999) - ALEC Acquisition Sub Corp., Inc., which acquired the stock of Century Telephone Enterprises, Inc.'s Alaska
companies ("CenturyTel Alaska properties’ ) at theclosing of the acquisitions on May 14, 1999, comprised principaly of thefollowing entities:
- Telephone Utilitiesof Alaska, Inc. ("TUA™) - Telephone Utilities of the Northland, Inc. ("TUNI") - PTI Communications of Alaska, Inc.
("PTIC") - Alaska Communications Systems, Inc. which acquired the stock of ATU Long Distance, ATU Communications, Inc. and MACtel
Inc. on May 14, 1999 and purchased a mgjority interest in Alaskan Choice Television ("ACTV") on September 30, 1999.

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

Basis Of Presentation

The accompanying consolidated financia statementsare asof and for the year ended December 31, 1999 and include the operations of the
Company and Alaska Communications Systems Holdings, Inc.,Century Telephone Enterprises, Inc.'s Alaska companies, ATU Long Distance,
ATU Communications and MACtel since their acquisition on May 14, 1999, and ACTV since itsacquisition on September 30, 1999. Prior to
the completion of theacquisitions on May 14, 1999, the Company's balance sheet wascomprised of 100 shares of common stock and the
Company had no operations, therefore, no comparative datais presented for 1998 in this report.

The consolidated financial statements includeall majority-owned subsidiaries. All significant intercompany balances have been eliminated.
Use Of Estimates

The preparation of financial statementsin conformity with generally accepted accounting principles reguires management to make estimates
and assumptionsthat affect the reported amounts of assets and liabilities and disclosure of commitmentsand contingencies at thedate of the

financial statements and the reported amounts of revenuesand expenses during the reporting period. Actual results may differ fromthose
estimates.

Cash and Cash Equivalents

For purposes of the statements of cash flows, the Company considers all investments with amaturity at acquisition of three months or lessto be
cash equivaents.

Materials and Supplies
Materials and supplies are carried in inventory at thelower of weighted average cost or market.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
I 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.

Investments carried at equity consists of the following at December 31, 1999:

Conpany: Carrying val ue Per cent
Omned
Al aska Network Services, Inc. $1, 614 47. 0%
I nternet Al aska, |nc. 59 28. 5%
$1, 673

Property, Plant and Equipment

Telephone plant is stated substantialy 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 was 6.5% for 1999.

The company isthe lessee of equipment and buildings under capital leases expiringin variousyears through 2013. 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 1999.

Non-Telephone plant is stated at purchase cost and, when sold or retired, again or loss isrecognized. Depreciation of such property is provided
on the straight-line method over its estimated service live ranging from threeto 15 years.

Cdlular, 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 our option in perpetuity. The amortization expense for 1999 is $347.

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 tel ephone properties is amortized on the straight-line method over 40 years. Goodwill associated with non-regulated
properties is amortized using the straight-line method over 15 years. The amortization expense for 1999 was $4,243.

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 on the straight-line method over the term of the debt, which approximates the effective interest

method. Amortization expense included in interest expense for 1999 was $2,899.

Credit Concentrations and Significant Customers
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During 1999, no customer accounted for more than 10% of the consolidated revenues of the Company.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Revenue Recognition

Recurring local service revenues arebilled one monthin advance and are deferred until earned. Nonrecurring revenues are hilled in arrears and
are recognized when earned. Additionally, the Company establishes estimated reserves against uncollectible revenues incurred during the

period.

Access revenuesare recognized when earned. The Company participates in 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™") within theintrastate jurisdiction and
the Federal Communications Commission ("FCC") withinthe interstate jurisdiction. Much of theinterstate access service revenueisinitially
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 and finalized.

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 unlikely they will be realized. One of the
acquired companies had a remaining unamortized regulatory investment tax credit of $695, of which $301 was amortized against income in
1999, leaving a remaining balance of $394 at December 31, 1999.

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 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 assuch 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 principals. The effect of adopting SFAS 101 , Regulated Enterprises - Accounting for the Discontinuation of Application of FASB Statement
No. 71, would not be material to the Company'sfinancial position, operations or cash flows.

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. Cellular operations are not subject to rate
regulation.

Impairment of Long-Lived Assets

The Company evaluates the carrying valueof property, plant and equipment and intangibles in relation to the operating performance and future
undiscounted cash flows of the underlying business. The Company adjusts the net book value of underlying assets to fair value if the sum of
expected future cash flows islessthan book value. The Company will continue to evaluate long-lived assets if events or changesin
circumstances indicate the carrying amount of such assets may not be fully recoverable on an undiscounted cash flow basis.

F-9
65

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




ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Compr ehensive Income (L 0ss)

The Company's comprehensivelossis equal to its net loss.

Earnings Per Share

Earnings per share is based on the weighted average number of shares of common stock outstanding from May 14, 1999 through December 31,
1999 (basic earnings per share) and dilutive common equivalent shares from stock optionsand warrants, using the treasury stock method
(dilutive earnings per share). The weighted average number of shares outstanding is calculated from May 14, 1999 because the Company had
no significant operations or outstanding shares prior to that date. Due to the Company's reported net loss, common equivalent shares, which
consisted of 3,154 options granted to employees, wereanti-dilutive for the year ended December 31, 1999.

Recent Accounting Pronouncements

In June 1998, theFinancial Accounting Standards Board ("FASB") issued SFAS No. 133, Accounting for Derivative Instruments and Hedging
Activities. This statement establishes accounting and reporting standards for derivative instruments and hedging activities. It requiresthat an
entity recognizes all derivatives aseither assetsor liabilities in the statement of financial position and measures those instruments at fair value.
This statement, as amended, is effective beginning for the Company'sfiscal year ending December 31, 2001. Currently, the Company believes
that adoption of thisstatement will not have a material impact on its consolidated statements.

2. ACQUISITIONS

On May 14, 1999, the Company acquired Alaska Communications SystemsHoldings Inc. ("ACS Holdings"), who acquired Century Telephone
Enterprise, Inc.'s Alaska holdings, including TUA, TUNI, PTIC, Pecific Telecom of Alaska PCS, Inc., and Pacific Telecom Cellular of Alaska,
Inc., excluding the assets, liabilitiesand equity of Alaska RSA#1 (collectively, "CenturyTel Alaska properties'). On the same date, ACS
Holdings aso acquired fromthe Municipality of Anchorage ATU Communications, Inc. and itssubsidiaries, MACtel and ATU Long Distance
(collectively, "ATU"). These holdings include local area exchange service, long distance service, Internet service and cellular operations
throughout rural Alaska and Anchorage. Both acquisitions wereaccounted for under the purchase method of accounting. The financial
statements reflect the allocation of the purchase price and assumption of certain liabilities and include the operating results of both ATU and
CenturyTel Alaska properties from the date of acquisition. In total, the Company paid Century Telephone Enterprise $411,784 for the
CenturyTel Alaska properties and the Municipality of Anchorage $265,115 for the assets acquired. Acquisition expenses totaling $19,802 were
also allocated to the purchase price. The purchase price information presented is subject to final settlement of working capital adjustments with
Century Telephone Enterprises, Inc., which management does not expect to be material.

The following reflects the preliminary allocation of the purchase price and the sources of funds to finance the purchase.
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CENTURYTEL

ALASKA
PROPERTI ES ATU TOTAL

Current assets $ 18, 665 $ 43,758 $ 62, 423
Property, plant and equi pnent 158, 435 248, 648 407, 083
O her assets 13, 680 20, 665 34, 345
Less liabilities assuned (19, 365) (40, 781)
(60, 146)
Net assets acquired 171, 415 272, 290 443, 705
Goodwi | | 248, 349 4, 647 252, 996
Total cost of acquisition 419,764 276, 937 696, 701
Acqui siti on expenses (7,980) (11, 822)
(19, 802)
Total purchase price paid $ 411,784 $ 265,115 $ 676,899
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999

(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)
2. ACQUISITIONS (CONTINUED)

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

Senior credit facility revolving |oan $
6, 700

Senior credit facility term| oans

435, 000

9- 3/ 8% seni or subordi nat ed notes due 2009

150, 000

13% seni or di scount debentures due 2011

19, 911

| ssuance of commbn stock and warrants

126, 289

Tot al sources
$737, 900

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

The following are the unaudited pro formaresults for the years ended December 31, 1999 and 1998, giving effect to the acquisitions as if they
had occurred at the beginning of the periods.

1999 1998
Revenues $ 300, 525 $ 281, 606
Loss from continui ng operations (26, 749)
(17, 276)
Net | oss (30, 016)
(17, 276)
Loss from continui ng operations per share $ (0.82) $
(0.53)
Net | oss per share (basic and dilutive) $ (0.92) $
(0.53)

On September 30, 1999, the Company acquired a majority interestin Alaskan Choice Television, LLC ("ACTV™'). The cash purchase price was
approximately $1,900. On February 14, 2000, the Company purchased the remaining one-third interest of ACTV for $3,042, including a
contingent purchase price component of $2,250 based on the achievement of certain subscriber goals in the future. This acquisition is not
included in the pro formaresults above as it would not have had a significant effect.

3. ACCOUNTS RECEIVABLE

Accounts receivable - trade at December 31, 1999 is comprised of thefollowing:
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Accounts receivabl e:

Cust oners
$36, 163
Connecti ng conpani es
14, 261
Q her
4,102
54, 526

Less all owance for doubtful accounts
5, 203

Accounts receivable - trade, net
$49, 323
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

4. PROPERTY PLANT AND EQUIPMENT

Property, plant, and equipment at December 31, 1999 is comprised of thefollowing:

Property, plant and equi pnent:
Land, buildings and support assets
$134, 578
Central office switching and transm ssion

257, 301
Qutside plant cable and wire facilities

437, 813
Cel lular switching and transm ssion systens

29, 678

Q her
7,231

Construction work in progress
35, 530

902, 131
Less accunul ated depreciation and anortization

452, 304

Property, plant and equi pnent, net
$449, 827

Land and buildingsinclude $8,974 of property under capital leases, and accumulated depreciation and amortization includes $325 of
amortization for these leases.

The Company leases various land, buildings, right-of-ways, and personal property under operating lease agreements. Rental expenses under
operating leases for 1999 were $1,030. Future minimum payments under these leases for the next five years and thereafter are as follows:
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2000
$2, 028
2001
1,679
2002
1, 457
2003
1, 387
2004

842
Thereafter

602

5. OTHER ASSETS

Other assets at December 31, 1999 was comprised of the following:

Debt issue costs, net of anortization of $3,193

$34, 701

Cellular, PCS, and UHF licenses, net of anortization of $347
25, 431

Prepai d pensi on asset

3,530

Def erred charges and other assets

7, 368

6. ACCRUED AND OTHER CURRENT LIABILITIES

Accrued and other current liabilities consist at December 31, 1999 was comprised of the following:
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Accrued payroll, benefits and related liabilities $ 7,928
Accrued personal tine off

4,506
Accrued interest
2,904
O her
5,942

F-12
68

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




ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

7. LONG-TERM OBLIGATIONS

Long-term obligations consist of the following:

DECEMBER 31
1999
Senior credit facility termloan - tranche A $ 150, 000
Senior credit facility termloan - tranche B 150, 000
Senior credit facility termloan - tranche C 135, 000
9 3/ 8% seni or subordi nated notes due 2009 150, 000
13% seni or di scount debentures due 2011 17,598
Oiginal issue discount - 13% senior discount debentures due 2011
(3, 249)
Capital |eases and other |ong-term obligations 13, 407
612, 756
Less current portion 4,845
Total |ong-term obligations $ 607, 911

Senior Credit Facility

On May 14, 1999, the Company entered into a credit agreement with a syndicate of commercial bankswhich provides the Company's senior
credit facility. The senior credit facility provides $435 million of term loans and arevolving credit facility witha $75 million line of credit. The
Company'sobligations under the senior credit facility areunconditionally and irrevocably guaranteed, joint and severaly, 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 expenditure, incurrence of debt, and the
payment of dividends, and requires the Company to achieve certain financial ratios. As of December 31, 1999 the Company was in compliance
with all of the covenants of the senior credit facility except one relating to the manner in which licenses areheld, for which awaiver was
obtained.

The tranche A term loan of $150 million isrepayable in annual principal paymentsof 1% of outstanding principal commencing on May 14,
2002 with the balance due on November 14, 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 2.75% or (2) arate equal to 1.75% plus the greater 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'sfinancial
performance. Therate of interestin effect at December 31, 1999 is 8.94% and is based on the LIBOR rate option.

The tranche B term loan of $150 million is repayable in annua principal payments of 1% of outstanding principal commencing on May 14,
2002 with the balance due on November 14, 2007. The loan bears interest at an annual rate equal (at the Company's option) to: (1) LIBOR plus
3.00% or (2) arateequal to

2.00% plus the greater of the administrative 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 December 31, 1999is9.19% and is based on the LIBOR rate option.

The tranche C term loan of $135 million is repayablein annua principal payments of 1% of outstanding principal commencing on May 14,
2002 with the balance due on May 14, 2008. The loan bears interest at an annual rate equal (at the Company's option) to: (1) LIBOR plus
3.25% or (2) arateequal to 2.25% plus the greater of theadministrative agent's prime rate, acertificate of deposit rate plus 1.00% or the federal
fundsrate plus .50%. The rate of interest in effect at December 31, 1999 is9.44% and is based on the LIBOR rate option.

The senior credit facility also provides arevolving credit facility in theamount of $75 million whichis available, in part, for up to $25 million
inletters of credit and upto $10 million in theform of swinglineloans. This revolving facility is available for seven years and outstanding
balances thereunder will bear interest at an annual interest rate option equivalent to that provided under tranche A.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED

YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

7. LONG-TERM OBLIGATIONS (CONTINUED)

On July 24, 1999 the Company entered into a interest rate swap agreement to reduce theimpact of changesin interest rates on its floating rate
long-term debt. This agreement fixed at 5.99% the underlying variable rate on one-half the borrowings under the senior credit facility, or
$217.5 million, for athree-year period. The differential to be paid or received isrecorded as interest expensein the consolidated statement of
operations in the period in which it is recognized. The Company is exposed to credit losses from counterparty nonperformance, but does not
anticipate any losses from its agreement.

Senior Subordinated Notes

On May 14, 1999, the Company issued $150 million in aggregate principal amount of 9 3/8 % senior subordinated notes due 2009. Interest on
the notesis payable semi-annually on May 15 and November 15, commencing November 15, 1999. The noteswill mature on May 15, 2009,
and are redeemable, in wholeor in part, at the option of the Company, at any time on or after May 15, 2004 at 104.688% of the principal
amount declining to 100% of the principal amount on or after May 15, 2007. The notes contain a number of restrictive covenants, including
covenants limiting incurrence of debt and the payment of dividends. As of December 31, 1999 the Company was in compliance withall the
covenants of the notes.

The Senior Discount Debentures

On May 14, 1999 the Company issued $46.9 million in aggregate principal amount of senior discount debentures due 2011 and 828 warrants,
for gross proceeds of $25 million. Asamended on October 29, 1999, interest accrues at 13.00% andis payable at the Company's option
semiannually on May 15 and November 15, commencing May 15, 2000 until May 15, 2004 when the company will be required to semiannually
pay interest. After the consummation of our offering of common stock, in December 1999 we redeemed 35% ($9,321) of the aggregate
principal amount of the discount debenturesoriginal issues, at a price equal to their accreted value plus a premium of oneyear's interest at the
stated rate. The debentures will mature on May 15, 2011, and areredeemable, in whole or in part, at the option of the Company, a any time on
or after May 15, 2004 at 106.5% of the principal amount declining to 100% of the principal amount on or after May 15, 2009. The debentures
contain a number of restrictive covenants, including covenants limiting incurrence of debt and the payment of dividends. As of December 31,
1999 the Company was in compliance with all the covenants of the debentures.

The original issue discount resulted from theissuance of detachable warrantsin connection with the 13.00% senior discount debentures. These
detachable warrants were exercisable into 828 shares of common stock at any time fromMay 14, 1999 through May 15, 2011 at $0.01 per
share. The original issue discount represents the difference between the exercise price and the fair value of theunderlying shares at the date of
issue. On November 18, 1999, these warrants wereexercised resulting in 828 shares of stock being issued.

Capital leases and other long-term obligations

The Company has entered into variouscapital leases and other debt agreements totaling $13,407 with aweighted average interest rate of 8.978
% at December 31, 1999.

The aggregate maturities of long-term debt and capital lease obligations for each of the five years and thereafter subsequent to December 31,
1999 areas follows:
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Tot al

4,786

591, 655
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

8. INCOME TAXES
The Company's combined federal incomeand state effective income tax rate from continuing operations was 1.3% in 1999. The Company had

no operations during 1998. The difference between taxes calculated as if the statutory federal rate of 35% was applied to income from
continuing operations before income tax and the recorded tax expense isreconciled as follows:

Conput ed federal income tax benefit at the 35%statutory rate

$(7,774)
I ncrease (reduction) in tax resulting from
Oiginal issue discount interest 908
O her 85
Anortization for Investnment Tax Credits
(301)
Val uation al |l owance 6, 781
Total incone tax benefit $
(301)

The benefit for income taxes is summarized as follows:

Current:
Federal incone tax $ --
State i ncone tax --

Total Current - -
Def err ed:
Federal incone tax --
State income tax - -
Total Deferred --
Anortization of investnent tax credits
(301)
Total incone tax benefit
$(301)

The effect of significant items comprising the Company'snet deferred tax liability wereas follows:
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Deferred tax liabilities:
Non- current:

Property Plant and Equi pnent $

(4,011)
Q her

(80)

Long-term deferred tax liabilities $

(4, 507)

Deferred tax assets:

Current:

Accrued Conpensation $ 1,433
Accrued Bad Debts 997
Deferred | nvestnment Tax Credit 162
Regul atory Liabilities 113
Net operating |oss from operations 9, 292
Extraordi nary net operating |oss 1, 343

Current deferred tax assets 14, 090

Val uation all owance

(9, 308)

Net deferred tax asset $ 275

The company generated a net operating loss carryforward of $27,693 during 1999, whichwill be lost if not utilized by the year 2018.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED

YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

9. EXTRAORDINARY ITEM

On December 3, 1999 the Company retired 35% ($9,321) of the senior discount debentures due in 2011 with a portion of the proceeds fromits
initial public offering of common stock in November. The Company paid a premium of 13% of the retired principal in theamount of $1,219.
Additionally, 35% of thedebt issue costsand original issue discount resulting from the warrants associated the senior discount debentures were
written off in theamounts of $294, and $ 1,754, respectively. The transaction resulted in an extraordinary charge of $3,267 ($.14 per share).
The income tax benefit of $1,343 wasoffset by a vauation allowance.

10. 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 December 31, 1999, ACS Group has reserved a total 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
yearsand the plansterminate in approximately 10 years.

ALEC Holdings, Inc. 1999 Stock I ncentive Plan

The Company has reserved 3,410 shares under this plan, which was adopted in connection withthe completion of the acquisition of CenturyTel
Alaska properties and ATU. At December 31, 1999, 3,423 options have been granted under the Plan at an exercise price of $6.1542 per share,
generally vesting ratably over five yearsor after nineyears subject to accel eration upon the attainment of certain performance goals. Of the
options granted under the plan, 39 have been exercised, and 230 have been forfeited upon termination of the grantee. The plan allowsforfeited
options to be reissued.

During May, Juneand July of 1999, 2,919 of these options were granted at an exercise price equivalent to the then fair value of the underlying
stock asevidenced by salesto third parties. Of the options granted in May, 654 are variable plan performance vesting options granted to certain
officers and management of ACS Group (of which 125 subsequently wereforfeited). These performance vesting options became vested upon
completion of the IPOin November 1999, and resulted in the recording of $4,148 of compensation expense. Compensation expense recorded
represents the difference between the initial public offering price of $14.00 and the exercise price of $6.1542. During September, October, and
November 1999, 504 options were granted, all at exercise prices below the fair value of the underlying stock at the time of issuance, whichwas
an average of $10.12 per share. These options vested upon completion of the initial public offering ("IPO") in November of 1999, and resulted
in the recording of compensation expense of $1,997. Compensation expense recorded for these options represents the difference between the
fair value of the underlying stock of $10.12 and the exercise price of $6.1542.

Information on outstanding options is summarized as follows:

Wi ght ed
Aver age
Nurber of Exerci se
Shar es Price

Qut standi ng January 1, 1999 --

G ant ed 3,423 $

6.15

Exerci sed (39)

6. 15

Cancel ed or expired (230)

6.15

Qut st andi ng Decenber 31, 1999 3,154

6.15
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

10. STOCK INCENTIVE PLANS (CONTINUED)

The outstanding options at December 31, 1999 have the following characteristics:

Qut st andi ng Opti ons Exerci sabl e Options
Wi ght ed \\éi ght ed
Aver age Aver age
Nunmber of Remai ni ng Exerci se Nunmber Exerci se
Range of Exercise Prices Shar es Life (Years) Price Exer ci sabl e Price
$ 6.15 3,154 8. 48 $6. 15 1, 255 $6. 15

The Company applies Accounting Principles Board Opinion No. 25 "Accounting for Stock Issued to Employees,” in accounting for its plan.
Accordingly, no compensation cost has been recognized for options with exercise prices equal to or greater than fair value on the date of grant.
If compensation costs for the Company's plan had been determined consistent with SFAS No. 123 "Accounting for Stock-Based
Compensation”, the Company's net loss and net 10ss per share on a pro formabases for 1999 would have been as follows:

Net | oss:
As reported
$(25, 478)
Pro forma (as adjusted for SFAS No. 123)
(26, 144)
Net | oss per share - basic and dil uted:
As reported $
(1.09)
Pro forma (as adjusted for SFAS No. 123)
(1.12)

Thefair value for these options was estimated at the date of grant, using a Black-Scholes option pricing model with thefollowing weighted
average assumptions for grants in 1999: risk free interest rate of 5.5%, dividend yield of 0%, expected volatility factor of 40.3%, and expected
option life of 7 years.

The plan will terminate on May 14, 2009.
Alaska Communications Systems Group, Inc. 1999 Stock | ncentive Plan

This plan was adopted by the Company in November 1999 in connection withitsinitial public offering. At December 31, 1999, 1,500 shares
are availablefor grant. No shares were awarded under this plan during 1999. The term of options granted under the plan may not exceed 10
years. Unless otherwise determined by the Compensation Committee, options will vest ratably on each of thefirst 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.

On February 9, 2000, the Board of Directors approved the grant of optionsunder the plan to purchase 887 sharesto certain members of
management at anexercise price of $14.1354 per share, generally vesting over four years ratably.

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

The non-employee director stock compensation plan was adopted by the Company in connection with its initial public offering. At December
31, 1999, 150 shares are available for grantsunder the plan. Directors are required to receive not less than 25% of their annual retainer and
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meeting fees in the form of the Company's stock, and may elect to receive up to 100% of directors compensation in the form of stock. No shares
had been granted under the plan as of December 31, 1999. During January of 2000, eight shares under the plan were awarded to a director.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

10. STOCK INCENTIVE PLANS (CONTINUED)
Alaska Communications Systems Group, Inc. 1999 Employee Stock Purchase Plan

This plan was aso adopted in connection with the Company's initial public offering in November 1999. At December 31, 1999, 1,000 shares
are availablefor issuance and sale. The plan will terminate on December 31, 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 are indligible to participate due to restrictions under the
Internal Revenue Code.

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 will be applied to the purchase of full shares of common stock under options to purchase shares at 85% of thelesser
of thefair market value of such shares on the date of purchase or on the offering date for such offering period. The offering dates will be
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 January 1, 2000. Shares will be purchased on the open market or issued from authorized but unissued
shares on behalf of participating employees on the last business days of Juneand December for each purchase plan year and each such
participant will have the rights of astockholder withrespect to such shares. Approximately 37% of eligible employeeselected to participatein
the offering period commencing January 1, 2000.

11. RETIREMENT PLANS

Pension benefits for substantially al of ACS Group's employees are provided through the Alaska Electrical Pension Plan. ACS Group pays a

contractual hourly amount based on employee classification or base compensation. As a multi-employer defined benefit plan, the accumulated
benefits and plan assetsare not determined or allocated separately to the individual employer. ACS Group's portion of the plan's pension cost

for 1999 was $6,099.

ACS Group aso has a separate defined benefit planthat covers certain employees previously employed by Century Telephone Enterprise, Inc.
("CenturyTel Plan"). This plan was transferred to ACS Group in connection with the acquisition of CenturyTel Alaska properties. Existing plan
assets and liabilities of the CenturyTel Plan weretransferred to the ACS Retirement Plan on September 1, 1999. Accrued benefits under the
ACS Retirement Plan were determined in accordance with the provisions of the CenturyTel Plan. Upon completion of the transfer to ACS
Group, covered employees ceased to accrue benefits under the plan. ACSGroup uses thetraditional unit credit method for the determination of
pension cost for financia reporting and funding purposes and complies with the funding requirements under the Employee Retirement |ncome
Security Act of 1974. Since theplan is adequately funded, no contribution was made in 1999.

The following table represents the net periodic pension benefit for the ACSRetirement Plan for 1999:

Servi ce cost $ --
I nt erest cost 149
Expected return on plan assets
(170)
Net anortization and deferral --
Net periodi c pension benefit $
(21)

F-18

74

swarrt o SO imsim 2002, EDGAR Online. I nc.




ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

11. RETIREMENT PLANS (CONTINUED)

The following is areconciliation of the beginning and ending balances for the benefit obligation and the plan assets for the ACS Retirement
Plan:

Change in benefit obligation:

Benefit obligation at beginning of year $ --
Acqui sition 5,780
Servi ce cost --
I nterest cost 149
Ef fect of change in discount rate assunption

(205)

Benefits paid --

Benefit obligation at end of year $ 5,724

Change in plan assets
Fair value of plan assets at begi nning of year $

Acqui sition
9, 289
Return on plan assets

275

Enpl oyer contributions

Benefits paid

Fair value of plan assets at end of year
$9, 564

The following table represents thefunded status of the ACS Retirement Plan at December 31, 1999:
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Proj ected benefit obligation
$(5, 724)
Pl an assets at fair val ue 9, 564

Funded St atus 3, 840

Unrecogni zed net prior obligation --
Unrecogni zed prior service cost --
Unr ecogni zed net gain

(310)

Pensi on asset at end of year $ 3,530

The actuarial assumptions used to account for the plan as of December 31, 1999 are as follows:

D scount rate

7.90%

Expected return on assets
5.50%

Rat e of conpensation increase
0. 00%

The Company also provides a 401(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 1999.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

12. BUSINESS SEGMENTS

The Company has two reportable segments: local telephone, which provides landline telecommunications services, and consists of local
telephone service, network access, directory advertising, deregulated and other revenues, and cellular, which provides wireless

telecommuni cations service. Each reportable segment is astrategic business under separate management and offering different services than
those offered by the other segments. The Company also has interexchange network, and data services segmentswhich do not meet the criteria
for areportable segment and aretherefore included in "All Other" below. The Company also incurs interest expense, interest income, equity in
earnings of minority investments and other non operating income and expense at the corporate level which are not allocated 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 at the Company or ACS Holdings, Inc. and areallocated below based on operating revenues. The
accounting policies of the segments are the sameas those described in the summary of significant accounting policies.

The following table illustrates selected financial datafor each segment as of and for the year ended December 31, 1999:

LOCAL
TELEPHONE CELLULAR ALL OTHER TOTAL
Qperating revenues $ 159, 151 $ 24,882 $ 9, 586 $ 193,619
Depreci ation and anorti zation 33,100 2,159 5, 047 40, 306
Qperating incone (loss) 17,517 6, 801 (8,031) 16, 287
I nt erest expense (240) (10) (39, 374) (39, 624)
I nterest income 682 88 851 1,621
Equity in earnings of minority investnments -- -- (198) (198)
I ncome tax provision (benefit) 7,793 2,890 (10, 984) (301)
Net incone (| oss) 9, 663 4, 056 (39, 197) (25, 478)
Extraordinary item -- -- (3,267) (3,267)
Total assets $ 780, 167 $ 73,042 $ 81,234 $ 934, 443
Capi tal expenditures $ 43,606 $ 10,962 $ 19,520 $ 74,088

Operating revenues disclosed above include intersegment operating revenuesof $3,177 for local telephone, $479 for the cellular, and $853 for
all other.

13. RELATED PARTY TRANSACTIONS

Fox Paine & Company, the majority stockholder, receives an annual management fee in the amount of 1% of the Company's net income before
interest expense, interest income, incometaxes, depreciation and amortization, and equity in earnings (losses) of minority investments,
calculated without regard to thefee. The management fee expense for 1999 is $610 all of whichwas payable at December 31, 1999.

In addition, Fox Paine & Company received aggregate advisory fees in the amount of $14,200 upon consummation of the acquisitions of
CenturyTel 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 aninterest rate of the federal funds rate or 8%,
whichever is greater. The loans are secured by shares of the Company's common stock owned by the individua officers. At December 31, 1999
the balances of the officer loanswere $794. These loanswere repaid in their entirety on January 3, 2000.

F-20
76

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




ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

14. 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 values of the Company's term loan facilities also approximate carrying values due to the
variable interest rate nature of the debt.

The fair value for the Company's senior subordinated notesis estimated 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's interest 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 the
current market interest rate.

The following table summarizes the Company's carrying values and fair values of thedebt components of its financia instruments at December
31, 1999:

Carrying Fair
Val ue Val ue
Senior credit facility termdebt - tranche A $ 150, 000 $ 150, 000
Senior credit facility termdebt - tranche B 150, 000 150, 000
Senior credit facility termdebt - tranche C 135, 000 135, 000
9 3/8% seni or subordi nated notes 150, 000 145, 500
13% seni or di scount debentures due 2011 17, 598 21, 408
Oiginal issue discount - 13% senior discount debentures due 2011 (3,249) (3,249)
Interest Rate Swap Agreement -- (923)
Capital |eases and other |ong-term obligations 13, 407 13, 407

$ 612, 756 $ 611, 143

15. COMMITMENTS AND CONTINGENCIES

The Company has a commitment to acquire additional fiber optic circuit capacity in the first quarter of 2001 at a purchase price of $19,500.
The Company isinvolved in variousclaims, legal actions and regulatory proceedingsarising 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 financia

position, results of operations or cash flows.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED
YEAR ENDED DECEMBER 31, 1999
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTYS)

16. CONSOLIDATED QUARTERLY OPERATING INFORMATION (UNAUDITED)

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter
Qper ating revenue $ -- $ 38,330 $ 75,747 $ 79,542
Qperating incone -- 2,374 10, 602 3,311
Incone (loss) from continuing operations -- (5, 746) (4,914) (11, 551)
Extraordinary item -- -- -- (3, 267)
Net | oss -- (5, 746) (4,914) (14, 818)
Loss per share - basic:
Net | oss before extraordinary item -- (0.29) (0.23) (0.43)
Extraordinary item -- -- -- (0.12)
Net 1| oss -- (0.29) (0.23) (0.55)
Loss per share - diluted
Net | oss before extraordinary item -- (0.29) (0.23) (0.43)
Extraordi nary item -- -- -- (0.12)
Net | oss -- (0.29) (0.23) (0. 55)

The Company had no operations prior to theacquisitions of Alaska Communications Systems Holdings, Inc., CenturyTel Alaska properties, and
ATU on May 14, 1999. Fourth quarter operating income included stock based compensation expense of $6,145.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
SCHEDULE 11 - VALUATION AND QUALIFYING ACCOUNTS
(IN THOUSANDS)

Bal ance at Charged to Charged to Bal ance at
Begi nni ng costs and ot her End
Descri ption of Period expenses accounts(1) Deduct i ons(2) of Period
Al l owance for doubtful accounts
1999 $-- 1,130 4,798 725 5, 203

(1) Represents the allowance for doubtful accounts at the date of acquisition, and reserves for accounts receivable collected on the behalf of
others.

(2) Represents credit losses written off during the period, less collection of amounts previously written off.
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INDEPENDENT AUDITORS REPORT

Board of Directors
Alaska Communications Systems Holdings, Inc. Anchorage, Alaska

We have audited the consolidated balance sheet of Alaska Communications SystemsHoldings, Inc. and Subsidiaries (the "Company") as of
December 31, 1998, and therelated consolidated statement of cash flows for the period from July 16, 1998 (date of inception) through
December 31, 1998. These financial statements arethe responsibility of the Company's management. Our responsibility isto expressan opinion
on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards requirethat we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. Anaudit includes examining, on atest
basis, evidence supporting the amountsand disclosures in the financia statements. Anaudit a so includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financia statementsreferred to above present fairly, in all material respects, the consolidated financial position of Alaska
Communications SystemsHoldings, Inc. and Subsidiaries asof December 31, 1998, and their cash flowsfor the period from July 16, 1998
(date of inception) through December 31, 1998 in conformity with generally accepted accounting principles.

/'s/ DELO TTE & TOUCHE
LLP

Portl and, Oregon
March 24, 1999
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ALASKA COMMUNICATIONS SYSTEMSHOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS
CURRENT ASSETS:
Cash
Recei vabl e from enpl oyees and related party (Note 2)

Total current assets
PROPERTY, PLANT, AND EQUI PMENT, Net (Notes 1 and 3)
DEFERRED ACQUI SI TI ON AND FI NANCI NG COSTS (Note 1)
DEPCSI TS

LI ABI LI TIES AND STOCKHOLDER S EQUI TY
CURRENT LI ABI LI TI ES:

Accrued Liabilities
Advances payabl e to stockhol der (Note 2)

Total current liabilities
COVM TMENTS AND CONTI NGENCI ES (Notes 4 and 5)
STOCKHOLDER S EQUI TY:
Common stock, $.01 par value; authorized, 1,000 shares;
out standi ng, 1 share

See Notes To Consolidated Financial Statements.
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$281, 236
41,771



ALASKA COMMUNICATIONS SYSTEMSHOLDINGS, INC.
AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Period from July
16,

1999 (Date of

I nception) Through

Decenber 31, 1998

CASH FLOAS FROM | NVESTI NG ACTI VI Tl ES:

Paynents for property, plant, and equiprent $ (36,536)
Deferred acquisition costs (248, 637)
Deposits (11, 820)
Accounts receivable from enpl oyees and related party (41, 771)
Accrued liabilities -
Net cash used in investing activities (338, 764)

CASH FLOAS FROM FI NANCI NG ACTI VI Tl ES:
Proceeds from advances from st ockhol der 620, 000
NET ( DECREASE) | NCREASE | N CASH 281, 236

CASH, BEG NNI NG OF PERI CD -

CASH, END OF PERI CD $ 281, 236

See notesto consolidated financial statements.

F-26
82

swneet ox SO asim 2002, EDGAR Onl i ne, I nc.




ALASKA COMMUNICATIONS SYSTEMSHOLDINGS, INC.
AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
PERIOD FROM JULY 16, 1998 (DATE OF INCEPTION) THROUGH DECEMBER 31, 1998

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements for Alaska Communications Systems Holdings, Inc. and Subsidiaries (the "Company") represent the
operating results of the following threelegal entities:

Alaska Communications Systems Holdings, Inc. (formerly ALEC Acquisition Corporation)
ALEC Acquisition Sub Corp., Inc.
Alaska Communications Systems, Inc.
The Company was organized in 1998 as the principal entity to acquire and manage telecommunication operations in Alaska. The principal

activitiesin 1998 were the preparation of systems and obtaining financing for pending acquisitions (see Note 5). In May 1999, the Company
was acquired and became awholly owned subsidiary of ALEC Holdings, Inc.

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

USE OF ESTIMATES--The preparation of financia statementsin conformity with generally accepted accounting principles 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. Actual
results may differ from those estimates.

PROPERTY, PLANT, AND EQUIPMENT is stated at cost. At December 31, 1998, the Company was in the early stages of opening its
Corporate Headquartersin Anchorage. No depreciation was claimed in 1998 since the assets in service were acquired at year end.

DEFERRED ACQUISITION AND FINANCING COSTS are stated at cost and are direct costs incurred in connection with the Company's
acquisitions and related financings.

REVENUES--No revenues or expenses have been generated since the Company washot in operation as of December 31, 1998.

2. TRANSACTIONS WITH RELATED PARTIES

Fox Paine Capital Fund, the majority stockholder of the Company's parent, ALEC Holdings, Inc., has advanced cash to allow the Company to
operate until permanent funding is put in placeat the closing of the acquisitions (see Note 5). Outstanding advances were $620,000 as of
December 31, 1998. Fox Paine Capital Fund will continue to fund the Company until permanent funding is obtained at the closing of the
acquisitions.

The Company advanced cash to arelated party to perform certain consulting services in connection with the Company's pending acquisitions.
Cash used is capitalized as deferred acquisition costs. Any unused cash that was advanced to this related party isto be repaid to the Company.
Asof December 31, 1998, the total amount of unused cash was $41,771.
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ALASKA COMMUNICATIONS SYSTEMSHOLDINGS, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
PERIOD FROM JULY 16, 1998 (DATE OF INCEPTION) THROUGH DECEMBER 31, 1998

3. PROPERTY, PLANT, AND EQUIPMENT

The balances by category of property, plant, and equipment, at December 31, 1998 are:

Ofice furniture, equipnent, and other $
3,049

Construction work in progress

33, 487

Total property, plant, and equi prment
36, 536
Less: Accunul at ed depreciation

Property, plant, and equiprment - net
$36, 536

4. LEASES

The Company has entered into an operating leasefor office space in Anchorage, Alaskafor its corporate headquarters. The leaseisfor 60
months and, under this lease agreement, future minimumannual rental payments are as follows:

1999
$278, 772
2000
139, 060
2001
141, 841
2002

144, 678
2003
147,571

Tot al
$851, 922

5. COMMITMENTS AND CONTINGENCIES

The Company has announced two purchase agreements that will allow the Company to enter thetelecommunications industry. The first
agreement involves theacquisition of CenturyTel's Alaska holdingsincluding Telephone Utilitiesof Alaska, Inc., Telephone Utilities of the
Northland, Inc., PTI Communications of Alaska, Inc., Pacific Telecom of Alaska PCS, Inc., and Pacific Telecom Cellular of Alaska, Inc. and
the second iswith the Municipality of Anchorage to acquire al of its telecommunication investments. Upon completion of thesetwo contracts,
the Company will havein excess of 300,000 local telephone, 70,000 cellular, 20,000 long distance, and 16,000 Internet access lines. The
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combined purchase priceis approximately $700 million. The Company is being funded by a $145 million equity contribution from its parent,
ALEC Holdings, Inc., and theremainder with bank financed debt.

It is currently anticipated that by mid-1999 al regulatory approvals will have been granted and the acquisitions will be completed. At that time,
the Company'sprimary business will be to provide traditional local telephone, long distance, cellular, and Internet service throughout the state
of Alaska. Until the completion of theacquisitions, the Company is incurring costs to facilitate certain transition and financing activities.
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INDEPENDENT AUDITORS REPORT

The Board of Directors
Century Telephone Enterprises, Inc.:

We have audited the accompanying combined balance sheet of CenturyTel's Alaska Properties as of December 31, 1998, and therelated
combined statement of income and retained earnings, and cash flowsfor the year then ended. These combined financial statementsare the
responsibility of the Company's management. Our responsibility isto express an opinion on these combined financia statements based on our
audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards requirethat we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. Anaudit includes examining, on atest
basis, evidence supporting the amountsand disclosures in the financia statements. Anaudit a so includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the combined financial statementsreferred to above present fairly, in all material respects, the financial position of CenturyTel's
Alaska Properties as of December 31, 1998, and the results of their operations and their cash flowsfor the year ended December 31, 1998, in
conformity with generally accepted accounting principles.

/sl KPMG
LLP
Shreveport, Louisiana
February 26, 1999
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INDEPENDENT AUDITORS REPORT

Board of Directors

Century Telephone Enterprises, Inc.
Monroe, Louisiana

We have audited the combined balance sheet of CenturyTel Alaska Properties asof December 31, 1997, and therelated combined statements of
income and retained earnings and of cash flowsfor theyear ended December 31, 1996, eleven months ended November 30, 1997, and one
month ended December 31, 1997. Thesefinancia statements arethe responsibility of the Company's management. Our responsibility isto
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that weplan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. Anaudit includes examining, on atest
basis, evidence supporting the amountsand disclosures in the financia statements. Anaudit a so includes assessing 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 basisfor our opinion.

In our opinion, the financia statementsreferred to above present fairly, in all material respects, the combined financia position of CenturyTel
Alaska Properties as of December 31, 1997, and the results of their operations and their cash flowsfor the year ended December 31, 1996,
eleven months ended November 30, 1997, and one month ended December 31, 1997, in conformity with generally accepted accounting
principles.

/'s/ DELO TTE & TOUCHE
LLP

Portland, Oregon
March 25, 1999
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CENTURYTEL ALASKA PROPERTIES
COMBINED BALANCE SHEETS
(IN THOUSANDS)

DECEMBER 31

ASSETS
CURRENT ASSETS
Cash and cash equival ents $ 871 $ 5,728
Account s recei vabl e:
Custoners, |ess allowance for doubtful accounts of $376, and $164 at

Decenber 31, 1997 and 1998, respectively 5,071 8, 446
Affiliates (Note 8) 20, 404 31,922
Connecti ng conpani es 4,146 10, 984
Recei vabl e from sale of cellular license 5, 022 -
M scel | aneous accounts recei vabl e and ot her 2,760 1, 213

Material and supplies (at cost) 2,653 2,072

Pr epaynent s 1,513 610

Total current assets 42, 440 60, 975

PROPERTY, PLANT, AND EQUI PMENT - Net (Note 4) 158, 590 161, 710

OTHER ASSETS!

Excess cost of net assets acquired, |ess accunul ated anortization of $5, 056,

and $6, 853 at Decenber 31, 1997 and 1998, respectively (Note 1) 248, 948 242,632

Investments, at cost 997 976

O her, net 8, 200 6, 367

Total other assets 258, 145 249, 975

TOTAL ASSETS $ 459, 175 $ 472,660

LI ABI LI TIES AND SHAREHOLDER S EQUI TY
CURRENT LI ABI LI TI ES

Current maturities of long-term debt (Note 5) $ 1,316 $ 1,427

Account s payabl e 3,275 5,322
Accrued expenses and other accrued liabilities

Sal aries and benefits 2,434 1, 949

Taxes 1,123 1, 008

Q her 684 1, 849

Advance billings and custonmer deposits (Note 1) 1,643 2,019

Total current liabilities 10, 475 13,574

LONG TERM DEBT (Note 5) 41, 634 41, 981

DEFERRED CREDI TS AND OTHER LI ABI LI TI ES

Deferred income taxes (Note 6) 11, 297 13,523

Deferred investnment tax credits 1,421 909

Q her 3,034 1,711

Total deferred credits and other liabilities 15, 752 16, 143

SHAREHOLDER S EQUI TY
Common stock (103 and 104 shares authorized and 23 and 24 issued

and outstanding, respectively) 23 24

Pai d-in capital 393, 026 393, 026
Ret ai ned earni ngs (1, 735) 7,912
Total shareholder's equity 391, 314 400, 962

TOTAL LI ABILITIES AND SHAREHOLDER S EQUI TY $ 459, 175 $ 472,660

See accompanying notes to combined financial statements.
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CENTURYTEL ALASKA PROPERTIES
COMBINED STATEMENTS OF INCOME AND RETAINED EARNINGS
(IN THOUSANDS)

OPERATI NG REVENUES
Tel ephone
Cel | ul ar

Total operating revenues
OPERATI NG EXPENSES
Cost of sales and operating
expenses-t el ephone
Cost of sales and operating
expenses-cel | ul ar
Depreci ation and anortization
Total operating expenses
OPERATI NG | NCOMVE
OTHER | NCOVE ( EXPENSE)
I nt erest expense
Interest income (Note 8)
O her incone (expense) - Net

Total other incone (expense)
I NCOVE BEFORE | NCOVE TAX
EXPENSE
I NCOVE TAX EXPENSE (Note 6)

NET | NCOVE
RETAI NED EARNI NGS AT

BEA NNI NG OF PERI OD
Less dividends to sharehol der

RETAI NED EARNI NGS AT END
OF PERI OD

Year Ended
Decenber 31,
1996

80, 773

41, 789

3,381
15, 348

See accompanying notes to combined financial statements.
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El even Mbont hs

Ended
Novenber 30
1997

84, 450

42, 404

3,082
15, 823

EDGAR Online, Inc

One Mont h
Ended
Decenber 31
1997

10, 436

6,434
147

Year Ended
Decenber 31,
1998

124, 509

72,008

2,128
30, 459

(3, 588)
2,183
356



CENTURYTEL ALASKA PROPERTIES
COMBINED STATEMENTS OF CASH FLOWS

OPERATI NG ACTI VI TI ES:
Net incone
Adj ustnents to reconcile net incone to net cash
provi ded by operating activities:
Depreci ation and anortization
Deferred i ncome taxes and unanortized
investment tax credits, net
Change in current assets and liabilities:
Accounts receivabl e
Accounts payabl e
G her current assets and liabilities, net
C her, net

Net cash provided by operating activities
I NVESTI NG ACTI VI TI ES:
Paynents for property, plant, and equi pnent
O her, net
Net cash provided (used) by investing activities
FI NANCI NG ACTI VI Tl ES:
Proceeds fromissuance of |ong-term debt
Di vi dends pai d
Paynents of |ong-term debt
Change in affiliate bal ance
Net cash used by financing activities

| NCREASE ( DECREASE) | N CASH AND CASH EQUI VALENTS

CASH AND CASH EQUI VALENTS - BEG NNI NG OF YEAR

CASH AND CASH EQUI VALENTS - END OF YEAR

SUPPLEMENTAL CASH FLOW
| NFORVATI ON:

Net assets of acquisitions contributed as paid-in capital,

i ncl udi ng push-down of goodwill of $32,159
Push-down of excess costs of Al askan entities from
CenturyTel acquisition

of

Paydown of minority interest liability through transfer
property, plant, and equi pnent
I ncone tax paid
Interest paid
See accompanying notes to combined financial statements.
kY 2 - f——

(IN THOUSANDS)

El even Mont hs

Year Ended Ended
Decenber 31, Novenber 30,
1996 1997

11, 489 12,928

15, 348 15, 823

1,538 1, 160
14, 476 (1,383)
(6,828) (2, 986)
(1, 434) (4, 329)

34, 589 21,213
(20, 465) (14, 575)
(146) ,

(20, 611) (13, 554)
1,739 -
(13, 626) (7,080)
(1, 060) (1,129)
(12, 947) (8, 209)
1,031 (550)

644 1,675

$ 1,675 $ 1,125

$ - $ 89,132

5,344 4,653

3,510 2,706
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One Month
Ended Year Ended
Decenber 31, Decenber 31,
1997 1998
535 9, 647
2, 466 30, 459
65 24
3,873 (3, 644)
(1,527) 1,479
17 2,427
- (2,101)
5, 588 38,291
(1, 825) (26, 799)
(1, 454) 135
(3,279) (26, 664)
(2,270) -
(293) (1,322)
- (5, 448)
(2,563) (6, 770)
(254) 4, 857
1,125 871
$ 871 $ 5,728
$ - $ -
208, 389 -
1,525 -
3, 207 600
261 3,434



CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998
(IN THOUSANDS)

1. GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

GENERAL--The combined financial statementsfor CenturyTel Alaska Properties (the "Company") represent the operating results of the
following legal entities ("Alaskan Entities’):

Telephone Utilitiesof Alaska, Inc. ("TUA")

Telephone Utilities of the Northland, Inc. ("TUN")

PTI Communications of Alaska, Inc. ("PTICA")

Pacific Telecom of Alaska PCS, Inc. ("PTAPCS")

Pacific Telecom Cdlular of Alaska, Inc. ("PTCA"), excluding the assets, liabilities and equity of Alaska RSA #1

TUA, TUN, PTICA, and PTAPCS were wholly owned subsidiaries of Pacific Telecom, Inc. ("PTI") and PTCA wasawholly owned subsidiary
of Pacific Telecom Cdllular, Inc., whichwas awholly owned subsidiary of PTI. Until December 1, 1997, PacifiCorp Holdings owned 100% of
the voting securities of PTI. The Company was acquired on December 1, 1997 as aresult of Century Telephone Enterprises, Inc.'s
("CenturyTel") acquisition of Pacific Telecom, Inc. (the "Acquisition™) (Note 13). The financia statements beginning December 1, 1997 reflect
the excess cost of net assets acquired and the subsegquent amortization expense which wasallocated to the Alaska properties in accordance with
purchase accounting.

TUA, TUN, PTICA, and PTAPCS became wholly owned subsidiaries of CenturyTel of the Northwest, Inc. ("CNI") whichis awholly owned
subsidiary of CenturyTel. PTCA is awholly owned subsidiary of CenturyTel Wireless, Inc. ("CT Wireless') which isawholly owned
subsidiary of CenturyTel.

The Company's primary businessiis to provide traditional and cellular telephone service to its customers which are located in the state of
Alaska. The Company wasdependent on PTI and certain subsidiaries prior to the Acquisition and is dependent upon CenturyTel and certain
CenturyTel subsidiariesto provide construction and maintenance services, materials and supplies and managerial, technical and accounting
services. Inter-company billingsinclude a return oninvestment to the related company.

The Company's telephone operations are regulated in nature and itstelephone accounting records are maintained in accordance with therules
and regulations of the Alaska Public Utilities Commission ("APUC") which substantially adhere to the rules and regulations of the Federal
Communications Commission. The Company'sregulated operations are subject to the provisions of Statement of Financial Accounting
Standards ("SFAS") No. 71, Accounting For The Effects Of Certain Types Of Regulation.

ESTIMATES--The preparation of financial statementsin conformity withgenerally accepted accounting principles requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and ligbilities at the
date of the financial statements and the reported amountsof revenues and expenses during thereporting period. Actual results may differ from
those estimates.
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CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998
(IN THOUSANDS)

1. GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

REVENUE RECOGNITION--Revenues are recognized when earned. The Company participates in toll revenue pools with other telephone
companies. Such pools are funded by toll revenue and/or access charges regulated by the APUC within theintrastate jurisdiction and the
Federal Communications Commission withinthe interstate jurisdiction. Much of theinterstate toll service revenue earned through various
pooling processes isinitially recorded based on estimates. These estimates are derived from interim financial statements, available separations
studies and the most recent rate of return published by the National Exchange Carriers Association. These estimates are subject to subsequent
adjustment in future accounting periods as refined operational information becomes available. Any subsequent adjustments have not been
meaterial.

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, less salvage, is charged to accumulated depreciation with no gain or loss
recognized. Renewals and bettermentsof telephone plant are capitalized while repairs, as well as renewal s of minor items, are charged to
operating expense.

The Company provides depreciation for telephone plant on the straight-line method, using rates approved by the regulatory authorities.
Depreciation expense for telephone plant amounted to $13,774, $14,406, $1,737, and $23,550 for the year ended December 31, 1996, eleven
months ended November 30, 1997, one month ended December 31, 1997, and year ended December 31, 1998, respectively. Included in 1998
expense is additional depreciation of approximately $1,506 whichwas approved by the regulatory authorities. The composite depreciation rate
was 5.7% for the year ended December 31, 1996, 5.8% for the eleven months ended November 30, 1997 and the one month ended December
31, 1997, and 6.1% for theyear ended December 31, 1998.

Non-telephone plant is stated at cost and, whensold or retired, againor loss is recognized. Depreciation of such property is provided onthe
straight-line method over its estimated service livesranging from 7 to 15 years. Depreciation for non-telephone plant amounted to $1,198,
$922, $190, and $583 for the year ended December 31, 1996, eleven monthsended November 30, 1997, onemonth ended December 31, 1997,
and the year ended December 31, 1998, respectively.

LONG-LIVED ASSETS AND EXCESS COST OF NET ASSETS ACQUIRED (GOODWILL)--The carrying value of long-lived assets,
including allocated goodwill, is reviewed for impairment at least annually, or whenever events or changesin circumstances indicate that such
carrying value may not be recoverable, by assessing the recoverability of such carrying value through estimated undiscounted future net cash
flows expected to be generated by the assets. The excess cost of net assetsacquired is being amortized over 40 years. Amortization expense was
$333 for theyear ended December 31, 1996, $455 during the eleven months ended November 30, 1997, $537 during the onemonth ended
December 31, 1997, and $6,326 for the year ended December 31, 1998.
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CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998
(IN THOUSANDS)

1. GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

INCOME TAXES--Prior to the Acquisition, the Company was included in the consolidated federal income tax return of PacifiCorp Holdings
and CenturyTel in subsequent periods. For financia accounting purposes, federal income taxes are computed and recorded as if the Company
filed a separate federal income tax return, except that, (i) in the event the Company generates a net tax loss whichis utilized in the respective
consolidated return, the Company will be given the benefit of suchloss, and (ii) incometaxes are calculated based upon the statutory tax ratein
effect for PacifiCorp prior to the Acquisition and CenturyTel and its subsidiaries for subsequent periods on a consolidated basis. The Company
periodically settles amountsowed to CenturyTel for federal income taxes. The Company isincluded in a consolidated Alaska state incometax
return.

The Company uses the asset and liability method of accounting for income taxes under which deferred tax assets and liabilities are established
for the future tax consequences attributable to differences between the financial statement carrying amounts of assetsand liabilities and their
respective tax bases. Investment tax credits related to plant have been deferred and are being amortized as a reduction of federal incometax
expense over the estimated useful lives of the assets giving rise to thecredits.

Pursuant to SFAS 71, theregulatory liability, net of therelated tax impact, isbeing amortized as a reduction of federal incometax expense over
the estimated remaining lives of the assets which generated the deferred taxes.

CASH EQUIVALENTS--For purposes of the statement of cash flows, the Company considers all demand deposits, central depository bank
account ("CDA") deposits, and all short-term investmentswith a maturity at date of purchase of three monthsor less to be cash equivalents.

INVESTMENTS--The Rural Telephone Bank ("RTB") requires borrowers of RTB fundsto purchase RTB stock as apercentage of loan funds
provided. These investments have been accounted for using the cost method.

ADVANCE BILLINGS--Advance hillings creditable to revenue accounts in future monthsare recorded in advance billings until theservice is
rendered.

EARNINGS PER SHARE--The common stock of the Company is not traded in a public market; therefore, earnings per share amounts are not
presented in accordance with SFAS 128, EARNINGS PER SHARE.

2. PCSLICENSE ACQUISITION COSTS

In early 1997, the Company was awarded three 10 MHz licenses to provide personal communicationsservices ("PCS') in Alaska. The
Company paid $3,023 for such licenses, which will be amortized over the useful economic lives once construction is complete. At thistime,
construction hasnot yet begun. These licenses areincluded in Other Assets on the balance shest.
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CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998

(IN THOUSANDS)
3. FAIR VALUE OF FINANCIAL INSTRUMENTS

CASH AND CASH EQUIVALENTS, ACCOUNTS RECEIVABLE, ACCOUNTS PAYABLE, ACCRUED EXPENSES, AND CUSTOMER
DEPOSITS--The carrying amount approximates the fair value due to the short maturity of these instruments.

OTHER INVESTMENTS--The Company'sother investments are represented by itsinvestmentin RTB stock. The carrying amount of such
investment approximates the fair market value of theseinstruments.

LONG-TERM DEBT--The carrying valueof the Company'slong-term debt hadafair value of $42,669 at December 31, 1997 and $45,853 at
December 31, 1998. The fair value was estimated by discounting the scheduled payment streams to present value based upon rates currently
offered to the Company for debt of similar remaining maturities. Prepayment penalties and other costs of debt retirement are not reflected in the
estimates.

4. PROPERTY, PLANT, AND EQUIPMENT, NET

The following table summarizes themajor classes of property, plant, and equipment as of December 31, 1997 and 1998:

1997 1998
General Support $ 33,508 $ 31,811
Central office 113, 040 120, 613
| OT 21, 283 5, 652
Cable and wire 221, 428 232,819
Construction in progress 5,633 9, 345
Non-regul ated and ot her 677 8, 452

Tel ephone property, plant, and equi pnent 395, 569 408, 692
Less accunul ated depreciation (238, 228)

(248, 915)

Net tel ephone property, plant, and equi pnent 157, 341 159, 777
Wrel ess property, plant, and equi pnent 1, 340 2,617
Less accunul ated depreciation (91)

(684)
Net wireless property, plant, and equi pnent 1, 249 1,933
Property, plant, and equipnment, net $ 158, 590 $ 161,710

The Company retired approximately $1,762 of telephone property, plant, and equipment and a like amount of accumulated depreciation in
1998.
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CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998

(IN THOUSANDS)
5. LONG-TERM DEBT

Long-term debt asof December 31, 1997 and 1998 is summarized below:

1997 1998

First nortgage notes:

5.0%6.5% due in installnments to 2027 $ 29, 226 $ 28, 546

7.2%9.4% due in installnments to 2020 10, 820 10, 588

10.1% 11.8% due in installnments to 2017 2,904 2,672
Unsecured note at 3% due in installnments to 2007 - 1,602

Subt ot al 42,950 43, 408
Less current maturities (1, 316)
(1,427)

Total |long-term debt, excluding current maturities $ 41,634 $ 41,981

The approximate annual debt maturities for the five years subsequent to December 31, 1998 are as follows: 1999, $1,427; 2000, $1,527; 2001,
$1,637; 2002, $1,755; and 2003, $1,551.

At December 31, 1998, under the most restrictive covenant of the Company'slong-term debt agreement, all of the Company's retained earnings
were available for the payment of cash dividends.

Substantially all of the Company'stelephone property, plant, and equipment is pledged to secure the first mortgage notes.
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CENTURYTEL ALASKA PROPERTIES

NOTESTO COMBINED FINANCIAL STATEMENTS(CONTINUED)

YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998

6. INCOME TAXES

Income tax expense consists of the following components:

Year Ended
Decenber 31,
1996
Federal :
Current $ 4,733
Deferred 265
St at e:
Current 1, 388
Def err ed 351
I ncome tax expense $ 6,737

(IN THOUSANDS)

El even Mont hs

Ended

Novenber 30,

1997

$ 5,689
109

One Month

Ended
Decenber 31,
1997

$ 575
(12)

170

3

$ 736

The following isareconciliation from the statutory federal income tax rate to the Company's effective income tax rate:

Year Ended
Decenber 31,
1996
Statutory federal incone tax rate 35. 00%
Sate incone taxes, net of federal incone tax
benefit 6. 00%
Anortization of nondeducti bl e excess cost of
net assets acquired -
Anortization of excess deferred incone taxes (1.67)%
Anortization of deferred investnment tax credits (3.15)%
O her, net 0.78%
Effective incone tax rate 36. 96%
F-39
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El even Mont hs
Ended
Novenber 30
1997

35. 00%

6. 00%
(1.32)%

EDGAR Online, Inc.

Year Ended
Decenber 31,
1998
$ 7,093
(177)
2,101
201
$ 9,218
One Mont h
Ended Year Ended
Decenber 31, Decenber 31,
1997 1998
35. 00% 35. 00%
8. 44% 7.90%
14. 20% 10. 10%
(2.18) % (1.60)%
(3.76) % (2.70) %
6. 20% 0. 20%
57. 90% 48. 90%



CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998

(IN THOUSANDS)

6. INCOME TAXES (CONTINUED)

The tax effects of temporary differencesthat gave rise to significant portions of the deferred tax assetsand deferred tax liabilitiesat December
31, 1997 and 1998 were as follows:

1997 1998
Deferred tax assets:
Regul atory liability $ 18 $ 388
Deferred investnment tax credits 991 374
Q her 829 567
Total gross deferred tax assets 1, 838 1, 329
Less: Val uation all owances - -
Net Deferred tax assets 1, 838 1, 329
Deferred tax liabilities:
Property, plant, and equipnent, primarily due to
depreci ation differences (13, 088) (14, 112)
Excess costs of net assets acquired (47) (740)
Total gross deferred tax liabilities (13, 135) (14, 852)
Net deferred tax liability $(11, 297) $(13, 523)

7. EMPLOYEE BENEFT PLANS

Substantialy all employees of the Company, except those who are membersof the International Brotherhood of Electrical Workers ("IBEW"),
are covered by a pension plan (the "Plan") which is sponsored by PTI before the Acquisition and CNI subsequently which includes other
affiliated companies. The Plan provides benefits based upon employees total years of service and the highest five years compensation during
their last 10 years of service. The Company's portion of pension income was $57 during theyear ended December 31, 1996, $219 during the
eleven months ended November 30, 1997, $23 during the one month ended December 31, 1997, and $384 for the year ended December 31,
1998. Because actuarial information regarding the status of the Plan is computed for the Plan in total, the Company does not separately
determine its portion of the actuarial present value of theaccumulated plan benefits, projected benefit obligation, or net assets available for
benefits.

In accordance with the purchase agreement with Alaska Communications Systems Holdings, Inc., formerly known as ALEC Acquisition
Corporation ("ALEC") (see Note 13), the Plan assets and aobligationswill be valued at theclosing date. Based on this valuation, assets equaling
the actuarial present value of the accrued benefits of the Company'semployees, plus an additional $250, will be transferred to a replacement
plan.
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CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998
(IN THOUSANDS)

7. EMPLOYEE BENEFIT PLANS(CONTINUED)

The Company participates in a post retirement health care and insurance plan (the "PRB Plan") whichis sponsored by PTI prior to acquisition
and by CNI subsequently which includes other affiliated companies.

The Company recognizes the cost of other post retirement benefits over the active service period of its employees. PTI's policy was to fund
annually an amount of the post retirement benefit liability that will systematically reduce that liability using available fundsand allow
deductibility for federal income tax purposes. Due to income tax regulationsthat restrict the deductibility of certain contributions for post
retirement benefits, PTI elected to makenon-tax contributions to meet funding requirements imposed by state regulatory commissions. PTI
recognized the transition obligation, which represents the previously unrecognized prior service cost, over a period of 20 years. Because
actuaria information regarding the status of the PRB Plan is computed for the PRB Plan intotal, PTI did not separately determine its portion of
the actuarial present value of the accumulated plan benefit, projected benefit obligations or net assets available for benefits. At December 31,
1997, the date of thelatest actuarial evaluation for the PRB Plan, plan assets were less than the projected benefit obligation by approximately
$46,246 and the unamortized portion of the transition obligation was$26,099. The Company's portion of the net periodic post-retirement
benefit cost was$846 during theyear ended December 31, 1996, $485 during the eleven monthsended November 30, 1997, $41 during theone
month ended December 31, 1997, and $471 during theyear ended December 31, 1998, as follows:

Servi ce cost $ 183
I nterest cost 392
Anortization of transition obligation 116

Amortization of unrecognized prior service cost

(4)
Expected return on assets
(216)

Net periodic postretirenent benefit cost $ 471

At the time of adoption of SFAS 106, Employers' Accounting For Postretirement Benefits Other Than Pensions, the Company elected to
amortize the transition obligation, at the date of implementation, over 20 years.

In accordance with the purchase agreement with ALEC (see Note 13), the purchaser assumes theliability for post retirement benefits related to
employees that retire subsequent to theclosing date.
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CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998
(IN THOUSANDS)

8. CERTAIN TRANSACTIONS

The Company purchases certain plant materials and other services (including certain operating expenses) from PTI, CenturyTel, and other
affiliated companies. Materials and services purchased by the Company from PTI prior to acquisition and CenturyTel and its subsidiaries
subsequently totaled approximately $9,227 for the year ended December 31, 1996, $8,581 for the eleven monthsended November 30, 1997,
$1,626 for the one month ended December 31, 1997, and $29,306 (which included $15,648 of operating expenses) during theyear ended
December 31, 1998. Many of the coststhat areallocated to the Alaska companies are based on time distribution and are, therefore,
representative of what costs would have been on a stand-alone basis. General and administrative costs are allocated based on expense levels of
all companies. Such costs, when allocated to the subsidiaries, include a reasonable rate of return oninvestment to the related affiliate and,
therefore, are representative of what costs would have been on a stand-alone basis.

Prior to the Acquisition, short-term advances weremade to PTI under anagreement providing interest at the prime commercia rate for funds
held more than 90 days. Interest income on these advances was $1,052 during theyear ended December 31, 1996, $797 during the eleven
months ended November 30, 1997, and $81 during the one month ended December 31, 1997.

Subsequent to the Acquisition, the Company participates in a Central Depository Account ("CDA") with CenturyTel and other affiliates. The
Company is assessed or receivesinterest on the net amount of its CDA balance and the net accounts receivable or payableto CenturyTel and its
affiliates. Related interest income amounted to $2,156 for the year ended December 31, 1998. The rate used to calculate the related interest
income wasthe threemonth U.S. T-Bill rate. Related interest expense amounted to $637 for the year ended December 31, 1998. The rate used
to calculate the related interest expense was theweighted average rate of CenturyTel's debt.

9. BUSINESS AND CREDIT CONCENTRATIONS

The Company provides telephone services to customers (business and residential) located in the state of Alaska. Receivablesfrom connecting
companies represent the amounts due from various long distance carriers suchas AT& T and the Bell operating companies.

The ultimate realization of the Company'sbalance in the CDA discussed above is dependent upon thefinancial resources of CenturyTel.

10. COMMITMENTS AND CONTINGENCIES

Expenditures for property, plant, and equipment are anticipated to be approximately $19,469 for telephone operations and $615 for wireless
operations during 1999.

The Company isinvolved in variousclaims andlegal actions arisingin the ordinary course of business. In the opinion of management, the
ultimate disposition of the matterswill not have a material adverse effect on the Company's financial position or results of operations.
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CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998
(IN THOUSANDS)

10. COMMITMENTS AND CONTINGENCIES (CONTINUED)

The Company's operations are subject to federal, state and local lawsand 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 certain environmental lawsthat impose liability for the entire 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 withapplicable environmental lawsand regulations and that thereis no material
exposure to loss related to environmental issues.

Many of the Company's properties formerly contained, or currently contain, underground and aboveground 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 is being,
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.

11. BUSINESS SEGMENTS

The Company is engaged in providing local exchange telephone services and cellular telephone services in Alaska. The followingtables
illustrate selected financial data for each segment:

YEAR ENDED DECEMBER 31, 1996 TELEPHONE CELLULAR TOTAL

Qper ating revenues $ 75, 950 $ 4,823 $ 80,773
Depreci ati on and anortization 14, 383 965 15, 348
Operating income 19, 778 477 20, 255
Capi tal expenditures 19, 694 771 20, 465
ELEVEN MONTHS ENDED NOVEMBER 30, 1997 TELEPHONE CELLULAR TOTAL

Qper ating revenues $ 79, 330 $ 5,120 $ 84, 450
Depreci ation and anortization 15, 090 733 15, 823
Operating income 21, 836 1, 305 23,141
Capi tal expenditures 14, 225 350 14, 575
ONE MONTH ENDED DECEMBER 31, 1997 TELEPHONE CELLULAR TOTAL

Qper ating revenues $ 10, 255 $ 181 $ 10, 436
Depreci ation and anortization 2,375 91 2,466
Operating income 1, 446 (57) 1, 389
Capi tal expenditures 1,732 93 1, 825
Total assets 450, 155 9, 020 459, 175
YEAR ENDED DECEMBER 31, 1998 TELEPHONE CELLULAR TOTAL

Operating revenues $ 121,933 $ 2,576 $ 124,509
Depreci ation and anortization 29,734 725 30, 459
Operating income (loss) 20, 190 (276) 19,914
Capital expenditures 26, 664 135 26, 799
Total assets 470, 649 2,011 472, 660
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CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998
(IN THOUSANDS)

11. BUSINESS SEGMENTS (CONTINUED)

The following is areconciliation of operating income to income before income tax expense:

El even Mont hs One Mont h

Year Ended Ended Ended Year Ended
December 31, Novenber 30, Decenber 31, Decenber 31,
1996 1997 1997 1998
Oper ating incone $ 20, 255 $ 23,141 $ 1,389 $ 19,914
I nterest expense (3,176) (3,027) (253) (3,588)
I nterest income 1, 180 858 82 2,183
O her incone (expense), net (33) (298) 53 356
I ncone before income tax expense $ 18, 226 $ 20,674 $ 1,271 $ 18, 865

12. ACCOUNTING FORTHE EFFECTS OF REGULATION

The Company currently accounts for its regul ated telephone operations in accordance with the provisions of SFAS 71. Whilethe ongoing
applicability of SFAS 71 to the Company'stel ephone operations is being monitored due to the changing regulatory, competitive, and legidative
environments, the Company believes that SFAS 71 still applies. However, it is possible that changes in regulation or legislation or anticipated
changesin competition or in the demand for regulated servicesor products could result in the Company's telephone operations not being subject
to SFAS 71 in the near future. In that event, implementation of SFAS 101, Regulated Enterprises--Accounting For The Discontinuance Of
Application Of FASB Statement No. 71, would require the write-off of previously established regulatory assetsand liabilities, along with an
adjustment of certain accumulated depreciation accountsto reflect the difference between recorded depreciation and the amount of depreciation
that would have been recorded had the Company's telephone operations not been subject to rate regulation. Regulatory assets were
$45,600,000, and regulatory liabilities were $880,000. Such discontinuance of theapplication of SFAS 71 would result in a material, noncash
charge against earnings whichwould be reported as an extraordinary item. Whilethe effect of implementing SFAS 101 cannot be precisely
estimated at this time, management believes that the noncash, after-tax, extraordinary charge would be between $25,000 and $28,000.
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CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998

(IN THOUSANDS)
13. ACQUISITIONS AND DISPOSITIONS

On September 8, 1997, the Company acquired the outstanding stock of Polarnet, Inc., aninternet service provider. The purchase price was
approximately $1,100 and was accounted for by the purchase method. The excess of the purchase price over the estimated fair value of net
assets acquired amounted to approximately $968, whichisincluded in goodwill. The results of operations of Polarnet, Inc. from September 8,
1997 areincluded in the statement of income.

On October 6, 1997, PTI acquired the net assetsof the local exchange utilities ("PTI-Fairbanks") from the City of Fairbanks. The purchase
price wasapproximately $87 million and wasaccounted for by the purchase method. The excess of the purchase price over the estimated fair
value of net assets acquired amounted to approximately $31 million, whichisincluded in goodwill. The results of operations of PTI-Fairbanks
from October 6, 1997 are included in the statements of income. Assetsand liabilities acquired wereas follows:

Fair val ue of assets acquired $ 86, 750
Cash paid for net assets
(85, 000)

Liabilities assumed $ 1,750

On December 1, 1997, PTI was sold to CenturyTel for approximately $2.2 billion (including assumed debt). As aresult of this transaction, the
Company recorded all previously retained earnings as paid-in capital and pushed down excess costs of approximately $208 million to the
Alaskan entitiesto reflect the changefrom PTI'sto CenturyTel's basis of accounting.

In August 1998 CNI and CT Wireless entered into a definitive agreement to sall the stock of the Company to ALEC for approximately $409
million, subject to certain adjustments. The transaction is anticipated to close in 1999 subject to regulatory approvals and various closing

conditions.
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CENTURYTEL ALASKA PROPERTIES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996, ELEVEN MONTHS ENDED NOVEMBER 30, 1997,
ONE MONTH ENDED DECEMBER 31, 1997 AND YEAR ENDED DECEMBER 31, 1998

(IN THOUSANDS)
14. YEAR 2000 (UNAUDITED)

The Company has initiated a plan ("Year 2000 Plan") to identify, assess, and remediate™Y ear 2000" issues within each of itssignificant
computer programs and certain equipment which contain micro-processors. The Year 2000 Plan is addressing the issue of computer programs
and embedded computer chipsbeing unable to distinguish between the year 1900 and the year 2000, if a program or chip usesonly two digits
rather than four to define the applicable year. The Company has divided the Y ear 2000 Plan into four major phases--assessment, planning,
implementation, and testing. After completing the assessment and planning phases earlier this year, the Company is currently inthe
implementation and testing phases. Systemswhich have been determined not to be Year 2000 compliant are being either replaced or
reprogrammed, and thereafter tested for Y ear 2000 compliance. The Y ear 2000 Plan anticipates that by October 1999 theimplementation and

testing phases will be completed.

The Company isidentifying and contacting critical suppliersand customers whose computerized systems interface with the Company's systems,
regarding their plans and progress in addressing their Y ear 2000 issues. The Company has received varying information from such third parties
on the state of compliance or expected compliance. Contingency plansare being developed in the event that any critical supplier or customer is
not compliant.

The failure to correct amaterial Y ear 2000 problem could result inan interruptionin, or afailure of, certain normal business activities or
operations. Such failures could materially and adversely affect the Company'soperations, liquidity, and financial condition. Due to the general
uncertainty inherent in the Y ear 2000 problem, resulting in part from the uncertainty of the Y ear 2000 readiness of third-party suppliers and
customers, the Company is unable to determine at this time whether consequences of Y ear 2000 failures will have a material impact on the
Company'soperations, liquidity, or financial condition.
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INDEPENDENT AUDITORS REPORT

Board of Directors

Century Telephone Enterprises, Inc.
Monroe, Louisiana

We have audited the combined balance sheet of Telephone Fund of Fairbanks Municipal Utilities Services (the "Company") as of October 6,
1997, and the related combined statements of income and fund equity and of cash flows for the period ended October 6, 1997 and theyear
ended December 31, 1996. These financial statements are theresponsibility of the Company's management. Our responsibility isto expressan
opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that weplan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. Anaudit includes examining, on atest
basis, evidence supporting the amountsand disclosures in the financia statements. Anaudit a so includes assessing 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 basisfor our opinion.

In our opinion, the financia statementsreferred to above present fairly, in all material respects, the combined financial position of Telephone
Fund of Fairbanks Municipal Utilities Services as of October 6, 1997, and the results of their operations and their cash flows for the period
ended October 6, 1997 and theyear ended December 31, 1996 in conformity with generally accepted accounting principles.

/sl Deloitte & Touche
LLP

Portland, Oregon
March 25, 1999
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TELEPHONE FUND OF FAIRBANK S
MUNICIPAL UTILITIESSERVICES
COMBINED BALANCE SHEET
OCTOBER 6, 1997
(IN THOUSANDS)

ASSETS
CURRENT ASSETS:
Accounts receivabl e:
Custoners, |less allowance for doubtful accounts of $156

903
Connecti ng conpani es and ot her

1,949

Material and supplies (at cost)
2, 608

Prepaynent s
23

Total current assets

5, 483
PROPERTY, PLANT, AND EQUI PMENT, Net
50, 279
$55, 762

LI ABI LI TIES AND FUND EQUI TY
CURRENT LI ABI LI TI ES:
Accounts payabl e

290

Accrued expenses and other accrued liabilities
2,869

Advance billings and custoner deposits (Note 1)
1, 140

Capital |eases
262

Total current liabilities

4,561
DEFERRED CREDI T (Note 1)
1,180
FUND EQUI TY
50, 021
$55, 762

See accompanying notes to combined financial statements.
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TELEPHONE FUND OF FAIRBANK S
MUNICIPAL UTILITIESSERVICES
COMBINED STATEMENTS OF INCOME AND FUND EQUITY
YEAR ENDED DECEMBER 31, 1996 AND PERIOD ENDED OCTOBER 6, 1997
(IN THOUSANDS)

YEAR ENDED PERI CD ENDED
DECEMBER 31, OCTOBER 6,
1996 1997
OPERATI NG REVENUES- - Tel ephone $ 28, 602 $ 22,796
OPERATI NG EXPENSES:
Cost of sales and operating expenses-tel ephone 17,678 14,074
Depreci ation and anortization 5,172 4,249
Total operating expenses 22,850 18, 323
OPERATI NG | NCOVE 5,752 4,473
OTHER | NCOVE ( EXPENSE) :
I nterest expense (1,552) (1,520)
I nterest incone 462 416
O her incone (expense), net 555 217
Total ot her expense (535) (887)
NET | NCOVE 5, 217 3,586
FUND EQUI TY, BEG NNI NG OF YEAR 48, 298 49, 690
DI VI DENDS (3, 825) (3, 255)
FUND EQUI TY, END OF YEAR $ 49,690 $ 50,021

See accompanying notes to combined financial statements.
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TELEPHONE FUND OF FAIRBANK S
MUNICIPAL UTILITIESSERVICES
COMBINED STATEMENTS OF CASH FLOWS
YEAR ENDED DECEMBER 31, 1996 AND PERIOD ENDED OCTOBER 6, 1997
(IN THOUSANDS)

YEAR ENDED PERI OD ENDED
DECEMBER 31, OCTOBER 6,
1996 1997
OPERATI NG ACTI VI Tl ES:
Net incone $ 5,216 $ 3,586
Adj ustnments to reconcile net income to net cash provided by
operating activities:
Depreciation and anortization 5,172 4, 249
Change in current assets and liabilities:
Accounts receivable 167 996
Account s payabl e (563) (2,133)
O her current assets and liabilities, net 132 529
Net cash provided by operating activities 10, 124 7,227
I NVESTI NG ACTI VI TI ES
Payments for property, plant, and equi pnent (6,023) (3,452)
FI NANCI NG ACTI VI Tl ES:
Di vi dends paid to MJS (3,825) (3,255)
Payments of | ease obligation (276) (520)
Net cash used in financing activities (4,101) (3,775)
| NCREASE ( DECREASE) | N CASH - -
CASH AND CASH EQUI VALENTS, BEG NNI NG OF YEAR - -
CASH AND CASH EQUI VALENTS, END OF YEAR $ - $ -

See notesto combined financial statements.
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TELEPHONE FUND OF FAIRBANKS MUNICIPAL UTILITIESSERVICES
NOTESTO COMBINED FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 1996 AND PERIOD ENDED OCTOBER 6, 1997
(DOLLARS IN THOUSANDYS)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Telephone Utility of Fairbanks Municipa Utilities Services (the"Company") primary businessis to provide telephone service to its
customers who are located in the City of Fairbanks and surrounding local areas. The Company'stelephone operations areregulated in nature
and its telephone accounting records are maintained in accordance with the rules and regulations of the Alaska Public Utilities Commission
("APUC") which substantially adhere to therules and regulations of the Federal Communi cations Commission. The Company's regul ated
operations are subject to the provisions of Statement of Financial Accounting Standards No. 71 ("SFAS 71"), Accounting For The Effects Of
Certain Types Of Regulation. In an asset purchase agreement effective October 6, 1997, the Company was sold by the Municipal Utilities
System ("MUS"), an enterprise fund of the City of Fairbanks, to PTI Communications of Alaska, Inc. and began doing business as
PTI-Fairbanks. The financial statements do not reflect any purchase adjustmentsfrom this transaction. The financial statementsalso exclude the
cellular fund, which operates the RSA #1 A-Sidecellular property site license.

The accompanying financial statements represent thefinancial position of the Company asof October 6, 1997 and theresults of its operations
and cash flowsfor the period ended October 6, 1997 and the year ended December 31, 1996.

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

USE OF ESTIMATES--The preparation of financia statementsin conformity with generally accepted accounting principles requires
Management to make estimates and assumptionsthat affect the reported amounts of assets and liabilities and disclosure of commitmentsand
contingencies at thedate of the financial statements and the reported amounts of revenuesand expenses during the reporting period. Actual
results could differ fromthose estimates.

PROPERTY, PLANT, AND EQUIPMENT--The Company states itsproperty, plant and equipment at cost. Additionsto plant include direct
costs and related indirect charges. Depreciation is provided using the straight-line method based primarily on the estimated service lives of the
various classes of depreciable assets. The composite depreciation rate for depreciable telecommunications plant was 5.7% for the period ended
October 6, 1997 and 4.9% for the year ended 1996.

INCOME TAXES--AsMUSisapublic entity, it isexempt from paying any federal, state or local taxes. In place of property taxes, MUS makes
apaymentin lieu of taxes (seeNote 2).

REVENUE RECOGNITION--The Company participatesin access revenue pools for certain interstate and intrastate revenues, which are
initially recorded based on estimates. Certain network access revenues are estimated under cost separations procedures that base revenues on
current operating costs and investments in facilities to provide such services. These estimates are derived frominterim financial statements,
available separations studies and the most recent rate of return published by the National Exchange Carriers Association. These estimatesare
subject to subsequent adjustment in future accounting periods as refined operational information becomes available. Any subsequent
adjustments have not been material.

ADVANCE BILLINGS--Advance hillings creditable to revenue accountsin future monthsare recorded in advance billings until theservice is
rendered.
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TELEPHONE FUND OF FAIRBANK MUNICIPAL UTILITIESSERVICES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996 AND PERIOD ENDED OCTOBER 6, 1997
(DOLLARS IN THOUSANDYS)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

DEFERRED CREDIT--In prior years contributions were made by outside third parties to fund construction of certain property, plant, and
equipment of the Company. These contributions have been recorded as a deferred credit and are being amortized over thelives of the funded
assets.

2. TRANSACTIONS WITH RELATED PARTIES

The Company purchases certain administrative, engineering, personnel, andlega services fromthe City of Fairbanks. These services, whichare
charged at cost to variouscapital and expense accounts, were $596 for the period ended October 6, 1997 and $853 for theyear ended
December 31, 1996.

The Company makes paymentsin lieu of taxes at 4% of grossrevenue, with payments capped at $2,243, plus a 3% supplemental, with
payments capped at $1,300 for all utilities. Paymentsin lieu of taxes to the City of Fairbanks General Fund by the Company amounted to
$1,536 for the period ended October 6, 1997 and $1,715 for the year ended December 31, 1996.

MUS also allocates interest expense on revenue bonds as well as interest income earned on short-term investments to each of its utilities as part

of its centralized cash management program. The amount of interest expense and income all ocated to the Company was $1,520 and $416 during
the period ended October 6, 1997 and $1,552 and $462 during theyear ended December 31, 1996.

3. PROPERTY, PLANT, AND EQUIPMENT, NET

The balances by category of property, plant, and equipment, net at October 6, 1997 are:

Central office equi pnent $ 25,533
Pol es, cable, and conduit 60, 195
Bui | di ngs 6, 675
Ofice furniture, equipnment, and other 25, 884
Construction work in progress 4, 897
Total property, plant, and equi pment, gross 123,184
Accunul at ed depreciation
(72,905)
Property, plant, and equi pnent, net $ 50, 279

4. EMPLOYEE BENEFT PLANS

All permanent employees of the Company areeligible to participate as membersof the State of Alaska Public Employees Retirement System
("PERS"), adefined benefit agent multiple-employer public employee retirement system that acts as a common investment and administrative
agent for the State of Alaska and any political subdivision or public organization that electsto join the system. Eligible employees contribute
6.75% of their grosssalary to PERS. The Company isrequired to contribute the remaining amounts necessary to fund PERS, using the actuarial
basis specified by the PERS Board. Because actuarial information regarding the status of the PERS planis computed for the Plan in total, the
Company does not separately determineits portion of the actuarial present value for the accumulated plan benefits, projected benefit obligation,
or net assetsavailable for benefits. At June 30, 1997, the date of the latest actuarial evaluation for the Plan, Plan assetsof $70,726 exceeded the
projected benefit obligation by approximately $33,837.
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TELEPHONE FUND OF FAIRBANKS MUNICIPAL UTILITIESSERVICES
NOTESTO COMBINED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 1996 AND PERIOD ENDED OCTOBER 6, 1997
(DOLLARS IN THOUSANDYS)

4. EMPLOYEE BENEFIT PLANS(CONTINUED)

Certain employees of the Company are membersof the International Brotherhood of Electrical Workers ("IBEW") and are eligible to
participate in two different union-sponsored multiple employer defined benefit plans, a pension plan and a thrift plan. Under the pension plan,
the Company contributed between $4 and $5.09 per compensable hour to the Alaska Electrical Pension Fund and thetotal contribution was
$782 for the period ended October 6, 1997 and $864 for the year ended December 31, 1996. Under the thrift plan, the Company paysa
minimum of 4% of the participant's gross wagesinto the plan plus after one year it matches the empl oyee's contributions, to a maximum of 3%.
The Company's contributions to the thrift plan was $332 for the period ended October 6, 1997 and $298 for the year ended December 31, 1996.

5. EMPLOY EES DEFERRED COMPENSATION

The Company offers its employeesthree deferred compensation plans which are part of the MUS multiemployer plan. The plansare available
to all Company employees and permit them to defer a portion of their salary until future years. Participants rights under the plans areequal to
those of general creditors of MUS in an amount equal to the fair market value of thedeferred account for each participant. The fair market
value of both the assetsand liabilities for the Planin total at October 6, 1997 was $13,247.

6. COMMITMENTS AND CONTINGENCIES

Expenditures under the Company's 1998 construction and capital expenditure program are expected to approximate $7,193.
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INDEPENDENT AUDITORS REPORT
The Honorable Mayor and Members of the Assembly Municipality of Anchorage:

We have audited the accompanying balance sheets of the Municipality of Anchorage Telephone Utility Fund (Utility) as of December 31, 1998
and 1997, and the related statements of revenues, expenses, and changes in retained earnings, and cash flows for each of the yearsin the
three-year period ended December 31, 1998. Thesefinancial statements are theresponsibility of the Utility's management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that weplan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. Anaudit includes examining, on atest
basis, evidence supporting the amountsand disclosures in the financia statements. Anaudit also includes assessing 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 basisfor our opinion.

Thefinancia statements present only the Municipality of Anchorage Telephone Utility Fund and are not intended to present fairly the financial
position and results of operations of the Municipality of Anchorage in conformity with generally accepted accounting principles.

In our opinion, the financia statementsreferred to above present fairly, in all material respects, the financial position of the Municipality of
Anchorage Telephone Utility Fund as of December 31, 1998 and 1997, and theresults of itsoperations and its cash flows for each of theyears
in the three-year period ended December 31, 1998 in conformity with generally accepted accounting principles.

/sl KPMG
LLP
Anchorage, Alaska
February 19, 1999
F-54
110

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




MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
BALANCE SHEETS
(IN THOUSANDS)

ASSETS
CURRENT ASSETS
Cash
Accounts receivable, net of uncollectibles of $1,586 and $1, 343
in 1998 and 1997
I nventories

Total current assets

RESTRI CTED CASH
RESTRI CTED | NVESTMENTS
NET TELEPHONE PLANT
OTHER ASSETS

Cellular licenses

M nority investnents

O her

Total other assets
TOTAL ASSETS

FUND EQUI TY AND LI ABI LI TIES

CURRENT LI ABI LI TI ES

Account s payabl e

Accrued interest

Conpensat ed absences payabl e

Accrued enpl oyee benefits

Advance billings and custoner deposits

Current installnents of |ong-term obligations

Total current liabilities
LONG- TERM OBLI GATI ONS
FUND EQUI TY
Ret ai ned Ear ni ngs

TOTAL FUND EQUI TY AND LI ABILITIES

See accompanying notes to financial statements.
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Decenber 31,

1997 1998
$ 10,474 $ 25,755
21, 216 23,733
4,415 3,074
36, 105 52,562
2,067 754
12, 895 14, 838
250, 669 257, 703
9,670 16, 315
7,983 5,535
3,735 2,538
21, 388 24, 388
$323, 124 $350, 245
$ 23,211 $ 24, 366
1, 730 2,227
3,297 2,786
2,141 1, 938
4, 386 4,523
16, 719 17,614
51, 484 53, 454
135, 226 154, 907
136, 414 141, 884
$323, 124 $350, 245



MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
STATEMENTSOF REVENUES, EXPENSES, AND CHANGES IN RETAINED EARNINGS
(IN THOUSANDS)

YEARS ENDED DECEMBER 31,

1996 1997 1998
OPERATI NG REVENUES
Local tel ephone $ 113,415 $ 116, 555 $ 121, 057
Cel | ul ar 16, 897 21, 845 29, 225
Long di stance 2 1,541 6, 815
Total operating revenue 130, 314 139, 941 157, 097
OPERATI NG EXPENSES
Cost of sales and operating
expenses- -1 ocal 75, 980 74,994 74, 240
Cost of sales and operating
expenses--cel |l ul ar 12, 379 14, 455 19, 961
Cost of sales and operating
expenses--1ong di stance 543 4,644 10, 395
Depreci ati on and anortization 20, 496 26, 839 29, 608
Total operating expenses 109, 398 120, 932 134, 204
OPERATI NG | NCOVE 20, 916 19, 009 22,893
I nterest expense (9, 187) (9, 308) (9, 394)
Equity in earnings (loss) of minority
i nvest nent s (45) 158 (2,945)
I nterest incone 2,347 2,540 2,967
O her incone (expense), net (174) (281) 49
Net ot her expense (7,059) (6,891) (9, 323)
NET | NCOVE 13, 857 12,118 13,570
RETAI NED EARNI NGS, JANUARY 1 126, 839 132, 596 136, 414
Uility Revenue Distribution to
Muni ci pality of Anchorage (8,100) (8,300) (8,100)
RETAI NED EARNI NGS, PERI CD END $ 132,596 $ 136,414 $ 141, 884

See accompanying notes to financial statements.
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
STATEMENTSOF CASH FLOWS

(IN THOUSANDS)

CASH FLONS FROM OPERATI NG ACTI VI TI ES

I ncone from operations

Adj ustments to reconcile income from operations to
net cash provided by operating activities
Depreciation and anortization
Provision for uncollectible accounts
Loss on disposition of fixed assets
Non-regul ated income and ot her

Changes in assets and liabilities which increase (decrease) cash

Accounts receivabl e

Inventory of materials, supplies, and goods for resale

QO her assets
Accounts payabl e

Accrued enpl oyee benefits and conpensated absences payabl e

Cust oner deposits
Advance billings
Cther liabilities

Net cash provided by operating activities

CASH FLOAS FROM FI NANCI NG ACTI VI TI ES
Cash flows from noncapital financing activities

Utility revenue distribution--Mnicipality of Anchorage

Cash flows fromcapital and related financing activities
Acqui sition of tel ephone plant

Short-term advance from Municipality of Anchorage General

Principal paynents on |ong-term obligations
Bond i ssuance

Interest paynents on |ong-term obligations
Cost of renpval of telephone plant

Fund

Net cash provided (used) by capital and related financing activities

CASH FLOAS FROM | NVESTI NG ACTI VI TI ES
Interests
Mnority investments
Proceeds fromsale of restricted investnents
Purchase of restricted investments

Net cash used by investing activities

NET CHANCE I N CASH
CASH, JANUARY 1

CASH, PERI OD END (including Restricted Cash (see Note 1))
NON- CASH CAPI TAL, FI NANCI NG AND | NVESTI NG ACTI VI TI ES
Retirenent of tel ephone plant

Wite down of |ong-terminvestnents
Fi nanced equi pment purchased

Total Non-cash Capital, Financing, and Investing Activities

See accompanying notes to financial statements.
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(8, 100)

(24, 958)
(12, 000)
(22, 002)
43, 659
(6, 513)

(181)

2,347
(2, 398)
12. 865

(13, 601)

EDGAR Onl i ne,

YEARS ENDED DECEMBER 31,

1997

26, 839
1,113
100

43

(4, 040)
(504)
120
4,172
194
(262)
558
(697)

(8, 300)
(35, 187)

(19, 617)
24, 790
(7, 952)

(650)

2,325
(5, 227)
12,109

(12, 872)

16, 481

I nc.

29, 608
1,643
174

95

(4, 160)
1,341
1, 244
1,155

(713)
(292)
428
136

(8, 100)
(29, 644)

(17, 340)
29, 592
(8,011)

(77)

2,968
(7, 283)
13,912

(15, 256)



MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
NOTESTO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description Of Business

The accompanying financial statements includethe activities of the Telephone Utility Fund (Utility), a public utility of the Municipality of
Anchorage (Municipality), ATU Communications, Inc. (ACl), aholding company, MACtdl, Inc. (MACtel) and ATU Long Distance, Inc. (ATU
LD), wholly owned subsidiaries of ACI. All significant intercompany transactions have been eliminated.

The regulated arm of the Utility provides local telecommunications service and access to long distance telecommunications serviceto the
Anchorage Bowl area and to Girdwood and other small communities in the area south of the Anchorage Bow! both inside and outside the
boundaries of the Municipality. The nonregulated arm of the Utility sells, rents, and leases customer premise eguipment to customers
throughout the State of Alaska. MACtel isawholesale/retail cellular service provider that operatesin Anchorage, the Kenai Peninsula, and the
North Star and North Slope Boroughs. ATU LD provides long distance service to customers in Anchorage, Fairbanks, Juneau, the Kenai
Peninsula and the Matanuska Valley. Approximately 70% of the Utility's employees are covered under alabor contract with the International
Brotherhood of Electrica Workers (IBEW) which expires on August 31, 1999.

On January 5, 1998, MACtel acquired certain assetsof Pacific Telecom Cellular of Alaska RSA #1, Inc. and stock of Prudhoe
Communications, Inc., collectively d/b/aCellulink, a cellular service company in Fairbanks, Alaska for $8,900.

The purchase price wasallocated as follows:

Property and equi prnent
$1, 817

Cel lular licenses
7,083

Results of operations for the acquired companies have been included in 1998 operations since thedate of acquisition. Pro forma information for
prior periods is not presented because it is not material.

Sale Of Utility

During 1998, the Municipal Assembly accepted abid intheamount of $295,000 from Alaska Communications Systems, Inc. to acquire
substantially al of the assets and assume substantially all of the liabilities of the Utility. The sale will become effective after review and
approval by the Alaska Public Utilities Commission (APUC), the Federal Communications Commission (FCC), and non-action by the United
States Department of Justice under the Hart-Scott-Rodino Act. The sales price will be adjusted based upon levelsof cash and net plant on the
closing date.
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Regulation

The Utility is subject to rate regulation by the FCC for interstate telecommunication service, and the APUC for intrastate and local exchange
telecommunication service. The Utility, as required by the FCC, accounts for such activity separately.

The services of ATU LD are subject to rate regulation as a non-dominant interexchange carrier by the FCC for interstate telecommunication
services and the APUC for intrastate telecommunication services. The operations of MACtel are not subject to rate regulation.

BasisOf Accounting
The accounting records of the Utility conform to Part 32 Uniform System of Accounts as prescribed by the FCC and the APUC.

The accompanying financial statements are prepared on theaccrual basis of accounting. The accounting policies of the Utility arein conformity
with therequirements of the FCC and the APUC. The Utility preparesits financial statements in accordance with Statement of Financial
Accounting Standards (SFAS) No. 71, "Accounting for the Effects of Certain Types of Regulation”. Accounting under SFASNo. 71 is
appropriate as long as rates are established by or subject to approval by independent third-party regulators; rates are designed to recover the
specific enterprise's cost-of-service; and in view of demand for service, it isreasonable to assumethat rates are set at levels that will recover
costsand can be collected from customers.

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, the Utility applies all applicable GASB pronouncements and all Financia
Accounting Standards Board (FASB) Statements and I nterpretations, Accounting Principles, Board Opinions and Accounting Research
Bulletins, unlessthey conflict with or contradict GASB pronouncements. ATU follows the provisions of GASB Statement No. 27 to account for
pension and post-retirement costs, which differsfrom FAS Statement No. 87 and FAS Statement No. 106 regarding the methodology for
calculation of such costs and how they arerecorded and disclosed. Specificaly, GASB Statement No. 27 requiresthat annual pension cost be
equa to the annual required contributions of the employer (ARC) to the plan for that year calculated via an actuarial valuation performed in
accordance with specific parameters. These parameters address such matters as thefrequency of actuarial valuations, acceptable actuarial cost
methods, asset valuation methodol ogy, minimum and maximum amortization periods and the amortization method. Generally, employersare
required to record a net pension obligation (NPO) if the ARC calculated in accordance with the parameters exceeds actual contributions made.
Annual pension cost is calculated asthe ARC, one year'sinterest on the NPO, and certain required adjustments. Under GASB Statement No.
27, employers are permitted to apply the measurement and recognition requirements of GASB Statement No. 27 to postemployment healthcare
benefits.
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND

NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Pursuant to GASB Statement No. 27, the Municipality of Anchorage Telephone Utility Fund recorded annual pension cost of $1,041,000 for
the year ended December 31, 1998, of which $749,520 related to pension benefits and $291,480 related to postemployment healthcare benefits.
Asof December 31, 1998 and 1997, thereisno NPO.

Under FASB Statement No. 87, Employers Accounting For Pensions, thefollowing components areincluded in the net pension cost recognized
for a period by an employer sponsoring a defined benefit pension plan:

- Service cost

- Interest cost

- Actual return on plan assets, if any

- Amortization of unrecognized prior service codt, if any

- Gain or loss (including the effects of changesin assumptions) to the extent recognized

- Amortization of the unrecognized net obligation (and loss or cost) or unrecognized net asset (and gain) existing at the date of initial
application of FASB Statement No. 87.

The service component of net periodic pension cost, the projected benefit obligation, and the accumulated benefit obligation are based on an
attribution of pension benefits to periods of employee service and on the use of actuarial assumptions to calculate the actuarial present value of
those benefits. Actuarial assumptions reflect thetime value of money (discount rate) and the probability of payments (assumptions asto
mortality, turnover, early retirement, and so forth).

Under FASB Statement No. 87, aliability (unfunded accrued pension cost) isrecognized if net periodic pension cost recognized pursuant to
FASB Statement No. 87 exceeds amounts the employer has contributed to the plan. Anasset (prepaid pension cost) isrecognized if net periodic
pension cost isless than amounts the employer has contributed to the plan.

If the accumulated benefit obligations exceeds the fair value of plan assets, theemployer shall recognize in the statement of financial position a
liability (including unfunded accrued pension cost) that isat least equal to the unfunded accumulated benefit obligation. Recognition of an
additional minimum liability is required in certain other circumstances.

Accounting for post retirement benefits pursuant to FASB Statement No. 106, Employers Accounting For Postretirement Benefits Other Than
Pensions, is similar to the accounting proscribed for pension benefits in accordance withFASB Statement No. 87.

It is not practicable to quantify the differences between the statements without an additional compl ete actuarial valuation because the actuarial
calculations for FAS Statement No. 87 purposes require different assumptions and represent different measurement bases. Other differences
between GASB and FAS have been evaluated and have been determined not to be material for the periods presented.
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND

NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

In preparing thefinancial statements, management is required to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assetsand liabilities asof the date of the balance sheet and revenues and expenses for the period. Actual
results could differ fromthose estimates. The more significant accounting and reporting policies and estimates applied in the preparation of the
accompanying financial statements arediscussed below.

Cash Pools And Restricted | nvestments

The Municipality usesa central treasury to account for all cash and investmentsto maximizeinterest income. Interest income from cash pool
investments is allocated to the Utility based on its monthly closing cash pool equity balance. Restricted investmentsare recorded at fair value.
All amounts in the cash pools and in restricted investments areinterest bearing and consist primarily of repurchase agreements, banker's
acceptances or U.S. Government securities. The Utility adopted GASB Statement No. 31, Accounting And Financial Reporting For Certain
Investments And For External Investment Pools, during 1998. The impact of adopting this statement wasnot materia to thefinancial
statements.

Under GASB Statement No. 3, Deposits With Financia Institutions, Investments (Including Repurchase Agreements), And Reverse Repurchase
Agreements, the Utility's cash and investments are classified in credit risk category 1 because they are insured or registered or are securities
held by the Utility or its agent in the Utility's name.

Statement Of Cash Flows

The Utility has adopted GASB Statement No. 9, Reporting Cash Flows Of Proprietary And Nonexpendable Trust Funds And Governmental
Entities That Use Proprietary Fund Accounting. For purposes of the statement of cash flows, the Utility has defined cash as the demand deposits
and investments maintained in the general and construction cash pools, including restricted and unrestricted balances, as well as cash balances
maintained separately from the cash pools. Maturity periods of investmentshave been disregarded, since the Utility uses the general and
construction cash pools as demand deposit accounts.
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
NOTESTO FINANCIAL STATEMENTS (CONTINUED)

YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)
(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Cash consists of the following at December 31:

1996 1997 1998
Equity in general cash pool 14, 427 9,401 19, 254
Cash 963 1,073 6, 501
Total cash 15, 390 10, 474 25, 755
Amounts included with restricted investnents:
Equity in construction cash pool - 927 -
Equity in general cash pool reserved for customer deposits 1,091 830 537
Cash included in revenue bond reserve investnents - 310 217
$16, 481 $12,541 $26, 509

Inventories

The Utility'sinventories, consisting primarily of parts and supplies, are valued at thelower of weighted average cost or market.

Telephone Plant
Telephone plant is stated at cost. The additions to telephone plant in service are recorded at the original cost of contracted services, direct
materials and labor, and indirect overhead charges. When property isretired, the cost of the property unit, plus removal costs, lesssalvage, is
charged to accumulated depreciation. Gain or loss on theretirement of regulated telephone plant is not recognized except for extraordinary
retirements.
The Utility's depreciation is computed using the straight-line method over the estimated lives of the assets. Current rates on regulated plant were
implemented January 1, 1997 and were based on APUC Docket U-96-78. MACtel and ATU LD property and equipment are depreciated using
the straight-line and declining balance methods over the estimated useful asset lives.

The estimated lifein yearsof major plant and equipment categories follows:

ESTI MATED

PLANT AND EQUI PMENT LI FE
Bui | di ngs 56
Central office equipnent 9-10
Cable, wire and conduit 12- 46
Furniture, conputers and support equi pnent 7-22
Vehi cl es 11-19
Leasehol d i nprovenents 2-3
Nonr egul at ed 3-10
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARSENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)
(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Minority Investments
Minority investmentsconsist of investments in companies which are accounted for using the equity method.
Cdlular Licenses
Cellular licensesare stated at net book value. Amortization is computed on the straight-line method over an estimated useful life of 40 years.
Discount On Revenue Bonds Payable
The discount on revenue bonds payable is amortized over the life of the related bond issue using the effective interest method.

Revenue Recognition

Recurring revenues are billed one month in advance and are deferred until the month earned. Nonrecurring revenues arebilled in arrears and
are recognized when earned.

During 1998 the Utility participated in both interstate and intrastate common line pooled settlements. During 1998 the Utility did not participate
in any traffic-sensitive pools. Pooled revenuesare based on settlements with the applicable pool's administrator. Intrastate pooled revenuesare
settled on a monthly basis withthe Alaska Exchange Carrier Association (AECA) and are final at the time of settlement. Participation in the
AECA pool was discontinued effective January 1, 1999. Interstate pooled revenues are settled on a monthly basiswith the National Exchange
Carrier Association (NECA). The NECA settlements may be adjusted for a period of up to twenty-four months. Interstate traffic sensitive
revenue is based on rates and charges defined in the Utility's interstate tariff approved by the FCC. Interstate traffic sensitive revenue is
recognized when earned for both recurring and nonrecurring charges.

To theextent that disputes arise over revenue settlement procedures, the Utility's policy isto defer revenue collected until settlement
methodol ogies are resolved and finalized.

Municipal Utility Service Assessment
The Municipal Utility Service Assessment (MUSA) is assessed by theMunicipality and is calculated based on the net book value of telephone
plant in theprior year. Net book value for each tax district is multiplied by the current mill rate to determine the assessment. The Utility also
pays a grossreceipt tax, whichis 1.25% of gross operating revenues, excluding nonregulated revenues.
Advertising

Advertising costs areexpensed in the period in which they are incurred.
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Income Taxes

The Internal Revenue Code provides that grossincome for tax purposes doesnot includeincome accruing to a state or territory, or any political
subdivision thereof, whichis derived fromthe exercise of any essential governmental function or from any public utility. The Utility isa public
utility of the Municipality and istherefore exempt from federal and state incometaxes. ACI and its subsidiaries are exempt from federal and
state incometaxes because ACI is a holding company owned 100% by the Utility.

GASB NO. 27
The Utility adopted GASB Statement No. 27, Accounting For Pensions By State And Local Governmental Employers, during 1998. GASB No.
27 establishes standards for the measurement, recognition and display of pension expense and related liabilities, assets, note disclosure and
applicable required supplementary information in thefinancial reports of stateand local governmental employers. The impact of adopting
GASB No. 27 was not material to the financia statements.
Impairment Of Long-Lived Assets
The Utility has adopted FASB Statement No. 121, Accounting For The Impairment Of Long-Lived Assets And For Long-Lived Assets To Be
Disposed Of. Under the provisions of this statement, the Utility hasevaluated its long-lived assets for financial impairments and will continueto
evaluate them if events or changesin circumstanceindicate the carrying amount of such assets may not be fully recoverable.
Reclassifications

Certain reclassifications have been made to the December 31, 1997 and 1996 financia statementsto conform to the current year's presentation.
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)

(2) TELEPHONE PLANT

A summary of telephone plant and equipment at December 31, follows:

1997
Plant in Service
Cable, wire and conduit $ 166, 055
Central office equipnent 124,199
Bui | di ngs 43, 908
Furniture, conputers and support equi prment 21,580
Non-r egul at ed equi pnent 30, 413
Vehi cl es 7,523
Land 5,101
Leasehol d i nprovenents 468
399, 247
Less accunul ated depreciation (162, 990)
(187, 179)
Net plant in service 236, 257
Construction work in progress 14, 412
Net tel ephone pl ant $ 250, 669

EGAF

— Faalfdalia
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$ 169, 705
126, 364
44, 207
21, 380
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND

NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARSENDED DECEMBER 31, 1996, 1997 AND 1998

(IN THOUSANDS)
(3) LONG-TERM OBLIGATIONS
Long-term obligations consist of the following at December 31:

Bonds payable:

1993 Series, effective interest rate of 5.49% due in 2013
1994 Series, effective interest rate of 4.38% due in 2010
1996 Series, effective interest rate of 5.71% due in 2016
1997 Series, effective interest rate of 5.18% due in 2017
1998 Series, effective interest rate of 4.44% due in 2010

Less: Unanortized | oss on refunding
Less: Current portion

Less: Unanortized di scount

Less: Unanortized prem um

Net | ong-term revenue bonds payabl e
Equi prent financing obligations, interest rates range from approxi mately
4-5% final paynment due in 2004
Less: Current portion
Net equi prent financing obligations
Not e payabl e:
Not e payable, effective interest rate of 5.98% due in 1999
Less: Current portion
Net note payabl e
Arbitrage payabl e

Total |ong-term obligations
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
NOTESTO FINANCIAL STATEMENTS (CONTINUED)

YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)
(3) LONG-TERM OBLIGATIONS (CONTINUED)

Debt service requirements are thefollowing for the years ended December 31:

Long-Term Obligations

PRI NCI PAL | NTEREST TOTAL
1999 $ 17,614 $ 8,272 $
25, 886
2000 17, 686 7,592
25,278
2001 18, 381 6, 853
25,234
2002 19, 176 6, 063
25, 239
2003 9, 989 5,152
15, 141
2004- 2008 41, 461 18, 580
60, 041
2009- 2013 30, 825 9, 164
39, 989
2014- 2017 17,715 1,720
19, 435
$172, 847 $ 63, 396
$236, 243

The 1993 revenue bond covenants require the establishment of reserves over afive-year period equal to the maximum annual debt service on all
outstanding bonds. The 1994 refunding bond covenants require establishment of areserve in the amount of $9,750. The 1996 revenue bond
covenants require an amount equal to the lesser of $4,400 or the maximum annual debt serviceto be funded in equa installments over four
years. The 1997 revenue bond covenants require an amount equa to thelesser of $2,500 or the maximum annual debt serviceto be funded in
equal installments over four years. The 1998 revenue bond covenants require an amount equal to the lesser of $3,000 or the maximum annual
debt service to be funded in equal installmentsover four years. The revenue bond covenants further stipulate that revenues less expenses will be
equal to at least 1.4 times the debt service requirements for that year. Expenses are defined as costsfor operation and maintenance of the
system, excluding depreciation and MUSA for each year. For the years ended December 31, 1998, 1997 and 1996, the Utility complied with
the revenue bond covenants.

(4) REFUNDING OF LONG-TERM OBLIGATIONS

In 1994, the Utility issued refunding bond issues for the purpose of redeeming certain bond issues when they become due or callable. The net
proceeds of the refunding bond issue were used to purchase US Government securities which were deposited in anirrevocable trust with an
escrow agent to provide al future debt service paymentson therefunded bonds. Since payment of these advance refunded issues has been
provided, asdescribed above, neither the liability nor the assetsirrevocably pledged, including related interest income and expense, are
reflected in the accompanying financial statements.

Defeased bonds as of December 31, 1998 total $11,390 for the 1990 issue.
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND

NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)

(5) RETIREMENT PLANS
Substantialy all employees are covered by one of thefollowing plans.

International Brotherhood of Electrical Workers (IBEW) Plan
The IBEW Plan is aunion sponsored defined benefit pension plan for members of the IBEW #1547 Union. The Utility contributed $3.67 per
compensable employee hour to the Alaska Electrical Trust Fundin 1998, 1997 and 1996. Utility contributions to this plan were $3,130, $3,379
and $3,608 for the yearsended December 31, 1998, 1997 and 1996, respectively. The hourly rate paid by the Utility is determined by the

collective bargaining process. The Utility's obligation for IBEW employee retirement islimited to the amount paid to the Alaska Electrical
Trust Fund.

State Of Alaska Public Employees Retirement System Plan

Asdiscussed in note 1, the Utility adopted the provisions of GASB Statement No. 27, Accounting For Pensions By State And Local
Governmental Employers (GASB 27), in 1998.

State Of Alaska Public Employees Retirement System
A. Plan Description

The Utility contributes to the State of Alaska Public Employees Retirement System (PERS), a defined benefit, agent multiple-employer public
employee retirement system which wasestablished and is administered by the State of Alaska (State) to provide pension, postemployment
healthcare, death and disability benefits to eligible employees.

All full-time Utility employees not covered by the IBEW Plan are eligible to participate in PERS. Benefit and contribution provisions are
established by State law and may be amended only by the State L egislature.

Eachfiscal year, PERS issuesapublicly available financia report that includes financial statements and required supplementary information.
That report may be obtained by writing to the State of Alaska, Department of Administration, Division of Retirement and Benefits, P.O. Box
110203, Juneau, Alaska, 99811-0203 or by calling (907) 465-4460.

B. Funding Policy and Annual Pension Cost
Employee contribution rates are 6.75% as required by State statute. The funding policy for PERS provides for periodic employer contributions
at actuarially determined rates that, expressed as a percentage of annual covered payroll, are sufficientto accumulate sufficient assets to pay

benefits when due.
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARSENDED DECEMBER 31, 1996, 1997 AND 1998

(IN THOUSANDS)
(5) RETIREMENT PLANS (CONTINUED)

The Utility's annual pension cost for the current year and therelated information is as follows:

POST- EMPLOYMENT

PENSI ON HEAL THCARE

Contribution rates:

Enpl oyee 4.86% 1.89%

Enpl oyer 6. 36% 2.47%
Annual pension cost $750 $291
Contri buti ons nade $750 $291
Actuarial valuation date June 30, 1996 Sane
Actuarial cost nethod Projected unit credit Sane
Anortization nethod Level dollar, open Sane
Amortization period Rol Iing 25 years Sane
Asset val uation net hod 5-year snoothed narket Sane
Actuarial assunptions:

Inflation rate 4% Same

I nvestment return 8. 25% Sane

Projected salary increase 5.50% N A
Heal th cost trend N A 5. 50%

The components of annual pension cost for the year ended December 31, 1998 are as follows:

Annual required contribution (ARC $1, 041
Interest on the net pension obligation (NPO -
Adj ustnent to the ARC -

Annual pension cost (APQ) 1, 041
Contri buti ons made 1, 041
I ncrease in NPO -
NPO, begi nning of year -

NPO, end of year $ -
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)

(5) RETIREMENT PLANS (CONTINUED)

Three year trend information follows:

PERCENTAGE OF

YEAR ENDED APC
DECEMBER 31 APC CONTRI BUTED NPO
Pensi on 1996 $1, 032 100% $ -
1997 827 100% -
1998 750 100% -
Post - enpl oynent heal t hcare 1996 $ 382 100% $ -
1997 306 100% -
1998 291 100% -

In thecurrent year (the transition year), the Utility determined, in accordance with provisions of GASB No. 27, that no pension liability (asset)
existed to PERS and there wasno previously reported liability (asset) to PERS.

Information regarding funding progress follows:

UNFUNDED
ACTUARI AL
ACTUARI AL ACCRUED UAAL AS A
ACTUARI AL ACTUARI AL ACCRUED LI ABI LI TY PERCENTAGE OF
VALUATI ON YEAR VALUE OF PLAN LI ABILITY ( ASSET) FUNDED COVERED COVERED
ENDED JUNE 30 ASSETS (AAL) (UAAL) RATI O PAYROLL PAYRCLL
Pensi on benefits 1995 $5, 417 $4, 457 $(960) 122% $11, 288 -9%
1996 6, 656 5,702 (954) 117% 11, 436 -8%
1997 10, 180 7,419 (2,761) 137% 12, 290 -22%
Post - enpl oynent heal t hcare

benefits 1995 $2, 036 $1, 675 $(361) 122% 11, 288 -3%
1996 2,565 2,198 (367) 117% 11, 436 -3%
1997 3,794 2,765 (1, 029) 137% 12, 290 -8%
Tot al 1995 $7, 453 $6, 132 $(1,321) 122% $11, 288 -12%
1996 9,221 7, 900 (1,321) 117% 11, 436 -11%
1997 13,974 10, 184 (3,790) 137% 12, 290 -31%

(6) OTHER EMPLOYEE BENEFITS

The Municipality offers itsemployees, including employees of the Utility, a deferred compensation plan (Plan) created in accordance with
Internal Revenue Code Section 457. The Plan, availableto al Municipal employees, permitsthem to defer a portion of their salary until future
years. The deferred compensation is not available to employees until termination, retirement, death or unforeseeable emergency. Itisthe
opinion of theMunicipality's legal counsel that the Municipality has no liability for losses under the Plan but does have the duty of duecare that
would be required of an ordinary prudent investor.
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)

(6) OTHER EMPLOYEE BENEFITS (CONTINUED)
The municipality believes that it is unlikely that it will use the assets to satisfy the claims of general creditorsin the future.

In accordance with labor agreements, IBEW employees medical/dental coverage is provided through the Alaska Electrical Health and Welfare
Trust Fund. Utility contributions to thisfund were $2,859, $3,143 and $2,888 for the years ended December 31, 1998, 1997 and 1996,

respectively.
(7) MINORITY INVESTMENTS

Minority investmentsheld consist of the followingat December 31:

1997 1998 OWNERSHI P
%
Al askan Choi ce Tel evision, LLC $4, 627 $2, 651 33%
Al aska Network Systens, Inc. 2,353 2,015 47%
Internet Al aska, |nc. 803 500 30%
Security One, LLC 200 369 20%
$7, 983 $5, 535

The Utility is one of three membersof alimited liability company, Alaskan Choice Television, LLC (ACTV). ACTV has accumul ated
substantial losses since inception and is not generating sufficient cash flow to sustain operations. These factors, among others, indicate that
ACTV may be unable to continue as a going concern for a reasonable period of time. ACTV's continuation as a going concern is dependent
upon its ability to attain additional equity and debt financing and achieve positive cash flow and profitability. ACTV isin negotiation with a
potential investor whowill provide working capital. The other two members of the limited liability company have agreed to sell their interests
to thisinvestor. ACTV expectsto complete this transaction in the second quarter of 1999. Additionally, ACTV isin discussion with several
financial institutions to provide the necessary debt financing. Pursuant to Statement of Financial Accounting Principles Board Opinion No. 18,
"The Equity Method of Accounting for Investments in Common Stock”, the Utility assessed the recoverability of its investment in ACTV
during 1998 and adjusted the carrying value of theinvestment to its estimated fair value resulting in a noncash impairment loss of
approximately $1,500.

(8) RELATED PARTY TRANSACTIONS

I ntragover nmental Char ges
Certain general and administrative functions of the Municipality, including data processing, workers compensation insurance and
medical/dental/life insurance, are centralized and the related cost is allocated to the variousfunds of the Municipality, including the Utility.
Such costs allocated to the Utility totaled $3,187, $3,672, and $3,204 for the years
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND

NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)

(8) RELATED PARTY TRANSACTIONS (CONTINUED)

ended December 31, 1998, 1997, and 1996, respectively.

These costs are alocated to ATU fromthe Municipality of Anchorage through an inter-governmental charge system ("1GC") based upon ATU's
proportionate share of certain cost drivers, such as manned positions, building square footage or number of transactions processed, depending
upon the type of cost being allocated. Certain IGC's are based upon work ordersfor specific projects between departments. Management
believes that the methodology utilized is reasonable. It is not practicable to quantify what such costs would have been on a stand-alone basis.
(9) FAIRVALUE OF FINANCIAL INSTRUMENTS

The fair value of afinancial instrument represents theamount at which theinstrument could be exchanged in a current transaction between
willing parties, other thanin aforced sale or liquidation. Significant differencescan arise between the fair value and carrying amount of
financial instruments that are recognized at historical cost amounts.

The following methods and assumptionswere used by the Utility in estimating fair value disclosures for financia instruments:

Cash, restricted investments, accounts receivable, accounts payable and accrued liabilities, accrued interest, customer deposits and accrued
employee benefits-The carrying amounts at December 31, 1998 and 1997 approximate the fair values due to the short maturity of these

instruments.

Long-term debt--The fair value of the Utility's long-term debt is estimated by discounting the future cash flows of the variousinstruments at
rates currently available to the Utility for similar debt instruments of comparable maturities.

The carrying amount of long-term debt and itsestimated fair value at December 31 are as follows:

1997 1998
Carryi ng anount $ 153, 532 $
172, 847
Fair val ue 161, 000
181, 000

(10) BUSINESS SEGMENTS

The Utility has adopted FASB Statement No. 131, Disclosures About Segments Of An Enterprise And Related Information. The Utility has
three reportable segments: local telephone, long distance and cellular. The accounting policies of the segments are the same as those described
in the summary of significant accounting policies. Each reportable segment is a strategic business offering different services and is managed

separately.
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MUNICIPALITY OF ANCHORAGE
TELEPHONE UTILITY FUND
NOTESTO FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 1996, 1997 AND 1998
(IN THOUSANDS)

(10) BUSINESS SEGMENTS (CONTINUED)

The following table illustrates selected financial data for each segment.

LOCAL LONG

YEAR ENDED 1996 TELEPHONE DI STANCE CELLULAR TOTAL
Qperating incone (loss) $ 18,975 $ (542 $ 2,483 $ 20,916
Depreci ati on and anortization 18, 460 - 2,036 20, 496
Capi tal expenditures 22,280 - 4,992 27,272
Total assets 278, 354 81 30, 375 308, 810
YEAR ENDED 1997

Operating incone (loss) $ 17,850 $ (3,218) $ 4,377 $ 19, 009
Depreci ation and anortization 23,712 114 3,013 26, 839
Capi tal expenditures 28,922 664 6, 201 35, 787
Total assets 287,419 1, 757 33,948 323,124
YEAR ENDED 1998

Operating incone (loss) $ 21,490 $ (3,744) $ 5,147 $ 22,869
Depreci ati on and anortization 25, 327 164 4,117 29, 608
Capi tal expenditures 26, 751 275 9,431 36, 457
Total assets 295, 810 2,532 51, 903 350, 245

(11) COMMITMENTS AND CONTINGENCIES
Construction Commitments
The Municipal Assembly has approved the Utility's1999 capital budget of $29,200.
Contingencies

The Utility isinvolved in various claimsand legal actionsarising in the ordinary course of business. Inthe opinion of management, the ultimate
disposition of the matterswill not have a material adverse effect on the Utility'sfinancial position or results of operations.
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Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by thefollowing persons on behalf of

SIGNATURES

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

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
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SUBSI DI ARY

Al aska Comuni cati ons
ALEC Acquisition Sub Corp.
Tel ephone UWilities of the
Tel ephone Utilities of Alaska, Inc.
PTI Communi cati ons of Al aska, Inc.
Al aska Communi cati ons Systens, |nc.
ACS Wrel ess, Inc.

MACt el License Sub, Inc.

ATU Long Distance, |nc.

ATU LD Li cense Sub, Inc.

ATU Comuni cations, Inc.

Paci fic Tel ecom of Al aska PCS, Inc.
Peni nsul a Cel lul ar Services, Inc.

Al askan Choi ce Tel evision, LLC

ACS Internet, Inc.
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EXHIBIT 21.1

SUBSIDIARIESOF THE COMPANY
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1
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 reports on thefollowing financia statements of the following companies (for the periods indicated) appearing in the Annual
Report on Form 10-K of Alaska Communications Systems Group, Inc. for theyear ended December 31, 1999:

- Our report dated February 25, 2000 on the consolidated balance sheet of Alaska Communications Systems Group, Inc. and subsidiaries as of
December 31, 1999 and the related consolidated statements of operations, stockholders' equity, and cash flowsfor the year ended December 31,
1999.

- Our report dated March 24, 1999 on the consolidated balance sheet of Alaska Communications Systems Holdings, Inc. and Subsidiaries as of
December 31, 1998 and the related consolidated statement of cash flowsfor the period from July 16, 1998 (date of inception) through
December 31, 1998.

- Our report dated March 25, 1999 on the combined financia statements of CenturyTel Alaska Properties as of December 31, 1997 andfor the
year ended December 31, 1996, the eleven monthsended November 30, 1997, and one month ended December 31, 1997.

- Our report dated March 25, 1999 on the combined financia statements of Telephone Fund of Fairbanks Municipal Utilities Services as of
October 6,1997 and for the year ended December 31, 1996 and the period ended October 6, 1997.

/'s/ DELA TTE & TOUCHE
LLP

Portl and, Oregon
March 20, 2000
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EXHIBIT 23.3

The Board of Directors
CenturyTd, Inc.:

We consent to theincorporation by reference in the Registration Statement (No. 333-92091) on Form S-8 of Alaska Communications Systems
Group, Inc., of our report dated February 26, 1999, on CenturyTel's Alaska Properties asof and for the year ended December 31, 1998, which
report appears in the December 31, 1999, annual report on Form 10-K of Alaska Communications Systems Group, Inc.

/sl KPMG
LLP

Shreveport, Louisiana
March 20, 2000
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EXHIBIT 23.5

The Honorable Mayor and Members of the Assembly Municipality of Anchorage Telephone Utility Fund

We consent to incorporation by reference in the Registration Statement (No. 333-92091) on Form S-8 of Alaska Communications Systems
Group, Inc. of our report dated February 19, 1999 relating to the balance sheets of the Municipality of Anchorage Telephone Utility Fund as of
December 31, 1998 and 1997, and the related statements of revenues, expenses and changes in retained earnings, and cash flowsfor each of the
yearsin thethree-year period ended December 31, 1998, which report appears in the December 31, 1999 annual report on Form 10-K of Alaska
Communications Systems Group, Inc. Our report contains a paragraph which emphasizes that the financial statements represent the financial
position and results of operations of theMunicipality of Anchorage, Alaska, Telephone Utility Fund and not the Municipality of Anchorage,
Alaskataken as awhole.

/sl KPMG
LLP

Anchor age, Al aska
March 20, 2000
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ARTICLE 5

PERIOD TYPE

FISCAL YEAR END
PERIOD START
PERIOD END

CASH

SECURITIES
RECEIVABLES
ALLOWANCES
INVENTORY
CURRENT ASSETS
PP&E

DEPRECIATION
TOTAL ASSETS
CURRENT LIABILITIES
BONDS

PREFERRED MANDATORY
PREFERRED

COMMON

OTHER SE

TOTAL LIABILITY AND EQUITY
SALES

TOTAL REVENUES
CGS

TOTAL COSTS

OTHER EXPENSES
LOSSPROVISION
INTEREST EXPENSE
INCOME PRETAX
INCOME TAX

INCOME CONTINUING
DISCONTINUED
EXTRAORDINARY
CHANGES

NET INCOME
EPSBASIC
EPSDILUTED

12 MOS
DEC 31 1999
JAN 01 1999
DEC 31 1999
101,994,000
0
54,526,000
5,203,000
5,923,000
161,567,000
902,131,000
452,304,000
934,443,000
64,944,000
607,911,000
0

0

327,000
247,968,000
934,443,000
193,619,000
193,619,000
0
177,332,000
198,000

0
39,624,000
(22,512,000
(301,000)
(22,211,000)
0

(3,267,000)
0
(25,478,000)

(1.09)
(1.09)
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