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ANNUAL REPORT ON FORM 10-K
For the fiscal year ended December 31, 2007
EXPLANATORY NOTE

In this Form 10-K, we are restating oonsolidated balance sheet as of December 31, 2006he related consolidated statement of
operations, stockholders’ equity and comprehensi#eme and cash flows for the year ended Decembe2®6, including the applicable
notes. We have also included in this report redtateaudited consolidated financial information éach of the first three quarters of 2007 and
the four quarters of 2006.

We do not plan to file an amendment toAnual Report on Form 10-K for the year endedddeioer 31, 2006. Nor do we plan to file
amendments to our Quarterly Reports on Form 10rGhfoquarterly periods ended March 31, June 3@ Saptember 30, 2006 and 2007,
respectively. Thus, you should not rely on anyhef previously filed annual or quarterly reportstielg to the foregoing periods. They are
superseded by this report.

For more detailed information about testatement, please see Note 2, “Restatement oblideted Financial Statements” in the
accompanying consolidated financial statements‘Bedtatement of Previously Issued Financial Resintthe “Managemeng Discussion ar
Analysis of Financial Condition and Results of Ggiems” section of this Annual Report on Form 10-K.

In addition, management has determinatiile had material weaknesses in our internal cbatrer financial reporting relating to
guantifying and reporting depreciation of our regaly assets and the creation of a reserve foy stekl associated with our network access
revenue requirements. As described in more detdiem 9A of this Annual Report, we have identifibeé causes of these material weaknesses
and are implementing measures designed to remedy. th
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PART |
Item 1. Business
Forward Looking Statements and Analysts’ Reports

This Form 10-K and future filings by AkesCommunications Systems Group, Inc. and its dataed subsidiaries (“we”, “our”, “us”,
the “Company” and “ACS Group") on Forms 10-K, 10afd 8-K and the documents incorporated thereirefarence include forward-looking
statements within the meaning of Section 27A of3keurities Act of 1933, as amended, and Secti@d?the Securities Exchange Act of
1934, as amended. We intend such forward-lookiaggstents to be covered by the safe harbor prowdmmforward-looking statements in
these provisions. All statements other than statésnef historical fact are “forward-looking statemt& for purposes of federal and state
securities laws, including statements about ardteigh future operating and financial performana&ricial position and liquidity, growth
opportunities and growth rates, pricing plans, &itjon and divestiture opportunities, businessspexts, strategic alternatives, business
strategies, regulatory and competitive outlookestment and expenditure plans, financing needseaithbility and other similar forecasts ¢
statements of expectation and statements of aseamaptnderlying any of the foregoing. Words suchaams”, “anticipates”, “believes”,
“could”, “estimates”, “expects”, “hopes”, “intends®may”, “plans”, “projects”, “seeks”, “should” andariations of these words and similar
expressions are intended to identify these forwaolting statements. These forward-looking statesiant subject to certain risks and
uncertainties that could cause actual resultsfferdnaterially from our historical experience amar present expectations or projections.
Forward-looking statements by us are based on awsnprojections, beliefs and assumptions of memagt and are not guarantees of future
performance. Such forward-looking statements magdogained in this Form 10-K under “Iltem 1A—Riskckas” and “ltem 7—
Management'’s Discussion and Analysis of Financiadition and Results of Operations” and elsewh&ctual future performance, outcomes
and results may differ materially from those expegkin forward-looking statements made by us @saltrof a number of important factors.
Examples of these factors include (without limaai

. our strongly competitive environment, which comesisiational and local wireless and wireline faei-based competitor:

. our ability to complete, manage, integrate, mankeintain and attract sufficient customers to aently announced long-haul
fiber facility and our ability to develop attractivntegrated products and services making useecofattility;

. our ability to generate sufficient earnings anchcédsws to continue to make dividend payments tostackholders
. changes in revenue from Universal Service Fu“USF¢");

. rapid technological developments and changes iteleeommunications industrie

. changes in revenue resulting from regulatory astiffecting intercarrier compensatic

. regulatory limitations on our ability to change quiting for communications service

. possible widespread or lengthy failures of oureysbr network cables, particularly our -redundant systems, including ¢
primary fiberlink connecting Alaska and the Lower 48 statesciwhvould cause significant delays or interruptiohservice and/c
loss of customers

. other unanticipated damage to one or more oha@lr capacity cables resulting from constructiomigging mishaps or natural
disasters

. the possible future unavailability of StatemenEofancial Accounting Standard (SFAS) No. 71, Acammfor the Effects o
Certain Types of Regulation, to our wireline sukmiés;

. our ability to bundle our products and servic

. changes in the demand for our products and sen

. changes in general industry and market conditimsgrowth rates

. changes in interest rates or other general natioegional or local economic conditior
. governmental and public policy chang

. the continued availability of financing in the aomts, at the terms, and subject to the conditi@tessary, to support our future
business

. the success of any future acquisitic
. continuing uncertainty arising out of our most rgcassessment of the effectiveness of our intewatrols over financial reportin

. changes in accounting policies or practices adopdéthtarily or as required by accounting princgptenerally accepted in t
United States; an

. the matters described unc‘ltem 1A—Risk Factor”.
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In light of these risks, uncertaintiesl@ssumptions, you should not place undue relianaany forward-looking statements. Additional
risks that we may currently deem immaterial or #ivat not currently known to us could also causddhgard-looking events discussed in this
Form 10-K not to occur as described. Except asraibe required by applicable securities laws, wdertake no obligation to publicly update
or revise any forward-looking statements, whetlsea aesult of new information, future events, clehgircumstances or any other reason after
the date of this Form 10-K.

Investors should also be aware that wlki@edo, at various times, communicate with se@sitinalysts, it is against our policy to disclose
to them any material non-public information or athenfidential information. Accordingly, investashould not assume that we agree with any
statement or report issued by an analyst irrespgeofi the content of the statement or report. Eoetktent that reports issued by securities
analysts contain any projections, forecasts oriops) such reports are not our responsibility.

Unless the context indicates otherwilgegerences in this Form 10-K to “we”, “our”, “osl’, “us”, “the company”, or “ACS” refer to
Alaska Communications Systems Group, Inc. andoitsalidated subsidiaries.

About ACS

We are Alaska’s leading provider of imeggd communications services. We provide bothlimeeand wireless communications services
throughout Alaska. Our wireline business comprmas of the most expansive networks in Alaska. Oueless business includes the only
“third-generation” statewide wireless network opirgin Alaska today. Both segments rely on ouhhjigkilled workforce of approximately
1,000 employees.

ACS was incorporated in 1998 under theslaf the State of Delaware. We began doing busiagACS in May 1999 following our
acquisition of the Anchorage Telephone Utility abeinturyTel's Alaska assets.

Our principal executive offices are l@zhat 600 Telephone Avenue, Anchorage, Alaskat@ephone number is (907) 297-3000.

Business Segments
We have two reportable business segmensline and wireless, which conduct the followimgncipal activities:

. Wireline: We provide communications services including voitaga, broadband, multi-protocol label switchingIPLS”) services
network access, long distance and other servicegrtsumers, carriers, businesses and governmeotoers throughout Alaska a
to and from Alasks

. Wireless: We provide wireless voice and data service anduymmsdand other value added services and equipraksst acros
Alaska.

For a detailed review of our financiaHjpemance and results of operations by businessisej see Part Il—Item 7—"Management’s
Discussion and Analysis of Financial Condition &ebults of Operations”—Results of Operations anteN6é—"“Business Segments of our
Consolidated Financial Statements”, each of whiehirrcorporated herein by reference.

Wireline

We provide voice, data, broadband, nétvemcess, long distance, and other advanced IPonleservices to consumers, carriers,
businesses and government customers throughoutatas to and from Alaska. We provide telephoneldagld speed Internet services to
consumers in our wireline footprint. Our high-speladia network relies on advanced packet-based M@tt#ology. Our MPLS network
provides the framework for our “Metro Ethernet”\d@ee, which we market to medium and large busineasel government customers. Metro
Ethernet offers our customers scalable, high-spagal and customized information technology prodantsservices, as well as Internet
connectivity. To complete our robust wireline fibbertwork, we expect to commercially deploy in e@2009 a new state-of-the-art undersea
fiber optic cable connecting Alaska with the lowl@&rstates. Our wireline revenues in 2007 were $#tllion, representing approximately
64.4% of our aggregate revenues.

Products and Services
We provide a broad array of wireline coumications services to our residential and smairmss customers, including voice, broadt
data, network access, long distance and other caneations products and services.

5




Table of Contents

. Voice services we offer include our local exchargeal private line, wire maintenance, voice megsagnd valu-added service:
Value-added services include caller ID, call waitinguratcall, and other enhanced telephony featt

. Broadband, data and Internet services we offdudte high-speed and scalable DSL and Metro Etheorections to the Internet
or within our custome’ intranets

. Network access services are provided primarilytgldistance and other competing carriers who uséooal exchange facilities
provide usage services to their custom

. Long distance services we offer include intrastalieand interstate long distance voice and dataices.
Operations

Our wireline segment comprises four linebusiness which operate across our subsidiaridfocus on specific customer markets. We
are not dependent on any single customer. Out ietaiof business provides communications andrimfation services to residential customers
and businesses. These services include local agddigtance telephone services, including voicemaller ID and call forwarding. We also
offer retail broadband and Internet services. Ololesale line of business serves competitive legahange carriers (“CLECsby offering for
resale our local exchange network, including unteshdetwork elements (“UNEs”). We also offer traatial data services in specific markets,
such as private line, frame relay and ATM servieasswell as MPLS services. Our network accessairimisiness provides voice termination
services through our local telephone facilities.

Our enterprise line of business integrde very best of our voice, data and Internetroanications services and targets these comk
services to medium and large business customeiti;mational corporations, municipal, state andefied governments, and other
telecommunications carriers. Our enterprise linbusiness seeks to provide comprehensive, valuedssietvices that make communications
more secure, reliable and efficient.

Competition

The telecommunications industry is higbdynpetitive. Factors contributing to the indusdriyicreasingly competitive market include
regulatory changes, product substitution, techrioldg@dvances, excess network capacity and tharesgrof new competitors. In this
environment, competition is based on price andmiplans, the types of services offered, the comafxdin of services into bundled offerings,
customer service, the quality and reliability ofvéees provided and the development of new prodactsservices. Current and potential
competitors in telecommunication services includele companies, wireless service providers, lostadce companies, other local telephone
companies, foreign telecommunications providees;telc utilities, Internet service providers (“ISRdnternet information providers, and other
companies that offer network services. Many of ¢hesmpanies have a strong market presence, ingluditional and international presences,
brand recognition and existing customer relatigoshall of which contribute to intensifying comgieth and may affect our future revenue
growth. For more information associated with tlesiof our competitive environment, see “ltem 1A-siRFactors.”

Local Exchange Services

The ability to offer local exchange seed has historically been subject to regulatiosthye regulatory commissions. Applications from
competitors to provide and resell local exchangeises have been approved in most of our servicedey.

We are required to permit competitorptiochase our services for resale, or access comfzokour network on an unbundled basis at a
prescribed cost, and we expect intense competitionr local exchange markets to continue indedlgitOur telephone operations generally
have been required to sell their services to CL&Gsgnificant discounts from the prices we chargeretail customers. The scope of these
obligations and the rates we receive are subjezh¢ming review and revision by the Federal Commations Commission (“FCC") and the
Regulatory Commission of Alaska (“RCA”). For furthaformation, see the section “Regulation” below.

Long Distance Services

We offer intrastate toll and interstaied distance services throughout Alaska. The RGAjindsdiction over intrastate long distance
services and the FCC has jurisdiction over intéedtang distance services. For further informatgeg the section “Regulation” below. A
number of our major competitors in the long diseahasiness have strong brand recognition and egististomer relationships, making for a
very competitive environment. For further inforneettion our competitive environment, see “ltem 1A—¥actors.”

6
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Network

We serve approximately 226,000 accesslin Alaska. We continue to upgrade our networbrder to provide more customers with
broadband capabilities. Our fiber network, whickexsensive within Alaska’s urban areas and conrtbetprimary areas of Anchorage,
Fairbanks and Juneau with each other and the Lé®states, offers us the opportunity to providecustomers with improved network
reliability and speed for voice and data applicatioNe own and operate one of the most expansinetiPorks in Alaska using MPLS
technology. We provide voice, data, and Internetise to all of the major population centers in g4a.

In early 2009, we expect to deploy a stat#hetart fiber facility connecting Alaska to the Lem48 states. We believe, this investment will
provide new opportunities to serve Alaskan andomati customers with physically diverse routing efuéces. Further, we expect to invest in
the technology and services needed to provideutheaihge of managed services that enterprise mest® expect.

Wireless

Our wireless segment provides facilifiesed voice and data services statewide. We opemtmly “third-generation” wireless network
in Alaska.

Operations

We provide wireless voice and data sesv/@cross an extensive statewide 1XRTT CDMA and @Wireless network. In addition,
through roaming agreements with major U.S. and @ianeacarriers we provide our customers a rangemwices and coverage throughout the
Lower 48 states, Hawaii and Canada.

Competition

We face strong competition in our wirslesarket. Other wireless providers, including ottelular and PCS operators and resellers,
serve each of the markets in which we operate. dvgpete primarily against two other facilities-basdckless service providers: at&t
(formerly Dobson) and Alaska Digitel. GCI, our peny wireline competitor and owner of Alaska Digitalso resells at&t services under its
own brand name providing yet another type of coitgreih the marketplace. GCI has also announceithiéntion to build a statewide wireless
network using EVDO Rev A technology. We do not eutly offer wireless data access at Rev A speeds.

We expect competition for both custorreerd network usage to intensify as a result of tghdr penetration levels, the development and
deployment of new technologies, the introductiomefv wireless and fixed line products and servines; market entrants, the availability of
additional spectrum, both licensed and unlicenard,regulatory changes. For example, we face isetkaompetition as a result of the use of
other high-speed wireless technologies, such ai\&ird WiMAX, which are being deployed or propostdmneet the growing customer
appetite for wireless communications in fixed, ndinand fully mobile environments. Additionally, asreless data proliferates, content is
becoming an increasingly significant factor in #ppeal of these services. This may give contentigegos and other participants in the wireless
value chain opportunities for increased leveragi@ropportunities to compete for wireless data&nees.

We believe that the following are the triogportant competitive factors in our industry:

. Network reliability, capacity and coverage:Lower prices, improved service quality and new merofferings have led to increas
network usage. As a result, the ability to keepepaith network capacity needs and offer highlyaielé coverage through one’s own
network is important. We have an extensive netwbudkt,we continue to look for opportunities to enteur network and improve
coverage and network quality. Our competitors aiegithe same

. Pricing: Service and equipment pricing is an important are@hich wireless carriers compete. Strong comipgtibhas resulted in tr
marketing of minutes-sharing plans, free mobilevtobile calling, and offerings of larger bundlesrafluded minutes or unlimited
minutes at fixed price points, with no roaming amg distance charges. We seek to compete in théskar offering our customers
services based on the specific needs of Alaskath&qunipment that they will regard as the best abigl value for their mone

. Customer service:Quality customer service is essential to ensurevtieacan obtain new customers and retain existirsgorners. We
believe that the quality of our customer service key factor in retaining our customers and iraating both new-to-wireless
customers and those customers of other carrierswaimd to switch their wireless service. Our comtpesi also recognize the
importance of customer service and are focusingnmmoving the customer experien:

7
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. Product Differentiation: As wireless technologies develop and wireless iyvaad networks proliferate, continued customer
revenue growth will be increasingly dependent endbvelopment of new and differentiated productssavices. We are committed
to providing customer solutions through the develept and rapid deployment of new and innovativelpets and service

. Sales and Distribution:Key to achieving sales success in the wirelesssimgis the reach and quality of sales channels
distribution points. We believe that the optimakrof direct and indirect distribution channels isimportant ingredient in achieving
industry-leading profitability. A goal of our diftution strategy is to increase sales through oumgany-operated stores and our
business sales team, as well as through telemagkatid web-based sales and fulfillment capabilitegpplementing this is a growing
indirect distribution network of retail outlets aptepaid replenishment locatiol

Our success will depend on our abilitamdicipate and respond to various factors affgdtire industry, including the factors described
above, as well as new technologies, new busineslsicchanges in customer preferences, regulat@ayges, demographic trends, economic
conditions, and pricing strategies of competitéia. additional information on these factors, se¢erfl LA—Risk Factors”.

Network

A key part of our business strategy ipravide the highest network reliability. We belkethat network reliability is a key differentiator
in our market and a driver of customer satisfactidansistent with this strategy, we continue tatsigically expand and upgrade our netwot
an effort to provide sufficient capacity and seasland superior coverage and reliability througlamtiicensed area. We conduct systematic
“drive-tests”of our network to assess the number of blockeddrodped calls as compared to our competitors, antharket those results. C
network is among the most extensive in Alaska with network covering approximately 84% of Alaska&pulation and supporting
approximately 146,000 subscribers, as of Decembg2@)7. We aim to provide our customers consigeattires and high-quality service,
regardless of location.

Network Technology

Our primary network technology platfortxRTT CDMA, a wireless technology developed by @uaaim as part of its family of
technologies known as CDMA2000, is presently deptbin virtually all of our cell sites. 1IXRTT incr&ss the voice traffic capacity available
us and provides increased data speeds. FurtheT, TLisRa modular infrastructure upgrade that hasemdo be cost-efficient and practical for
rapid deployment. In addition to 1XRTT, in 2004 began deploying EVDO, a third-generation packetddschnology that follows the
CDMAZ2000 technology path. EVDO is intended primafdr high-speed data transmission. As with 1XRW&,have been able to implement
EVDO by changing and/or adding modular componentssaftware in our network. EVDO service, which vand and market as Mobile
Broadband, is available in our major markets andllaska’s North Slope, which is home to Alaskédrgest oil fields. We plan further cover.
expansions and enhancements in 2008.

Spectrum

We have licenses to provide mobile wislservices on the 800-900 MHz and 1800-1900 MHitzqms of the radio spectrum.
Collectively, these licenses cover virtually allAdaska. The 800-900 MHz portion is used to prowdigital cellular voice and data services,
while our 1800-1900 MHz portion provides all-di¢iRCS voice and data services.

Services

We believe that increasing the valuetuiess and functionality of our wireless servicel Wwélp us to retain our existing customers, attract
new customers and increase customer usage. Thtbisgdppproach, we seek to drive further revenugtirin our wireless segment.

We design and market service packagasdrkey customer groups, from the young adult ntarkenterprise business accounts. We
tailor our wireless services, which include botlcecand data offerings, and postpaid and prepaiihgroptions, to the needs of these
customers.

. Voice servicesWe offer a variety of packages for voice servicesipminantly offered on a postpaid basis with atremt term.
Specifically, we offer plans which provide a choinemounts of bundled minutes or unlimited minutegether with no roaming or
long distance charges for calls on our network thechetworks of our roaming partners in the reshefU.S. and Canada; family/sn
group and shared minute plans for multiple-useisbbolds and small businesses; and plans targetayes business accounts. We
also offer bundled minutes or unlimited minutesngléhat target customers needing Alaskan covenalyelo addition, we offer a
prepaid
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product that enables individuals to obtain wirelesise services without a lo-term contract by paying in advan

. Data services:As the only “third-generation” wireless providerAtaska, we believe that we are in a strong pasitiotake advantage
of the growing demand for wireless data services. Srategy is to continue to expand our wireless,dnessaging and multi-media
offerings for both consumer and business custor

Devices

We offer wireless devices by a numbemahufacturers that complement our focus on higHiguservice and an optimal user
experience. Most of the wireless devices that vier@re EVDO-enabled, and all of them are compatitith our 1xRTT network. In addition,
the handsets that we offer are headphone/earpluongatible and, all of them, through GPS functidgakre compliant with the FCC'’s E-911
requirements.

Marketing

Our marketing strategy targets custommeeg'ds, promotes our brand, and cross marketsnaumne cases bundles, our wireline
products. Our marketing efforts are focused onadinated program of television, print, radio, sige, Internet and point-of-sale media
promotions.

Sales and Distribution Channels

Our sales strategy combines direct adteot distribution channels in order to increagstemer growth while reducing customer
acquisition costs.

Our company-operated stores are a cargonent of our distribution strategy. Our exper&has been that customers entering through
this direct channel are generally higher-value@ustrs who generate higher revenue per month oageend are less likely to cancel their
service than those who come through other massahahannels. We had 19 company-operated storekiasks as of December 31, 2007. In
addition, our direct channel also includes our besésales organization, which is focused on suppottiegheeds of larger business custon

We also have a number of indirect rdtaihtions throughout Alaska selling our wirelessyges. As of December 31, 2007, we had 28
such agent locations.

Customer Service, Retention and Satisfaction

We believe that quality customer seniitgeases customer satisfaction, which reduceswclamd is a key differentiator in the wireless
industry. We are committed to providing high-quatiustomer service, investing in loyalty and reimmefforts and continually monitoring
customer satisfaction in all facets of our service.

Seasonality

We believe our wireless revenue is maligrimpacted by seasonal factors. Wireless revepasicularly roaming revenue, declines in
the winter months and increases in the summer rsolitle believe this is due to Alaska’s northerrtlali and the resulting wide swing in
available daylight and weather conditions betwaanraer and winter months. These uniquely Alaskamitioms affect business, tourism and
calling patterns in the state. Our wireline senafferings experience similar seasonal effectswmitlo not believe these effects are material.

Employees

As of January 31, 2008, we employed #ffular full-time employees, 14 regular part timeptoyees and 3 temporary employees.
Approximately 78% of our employees are represehtethe International Brotherhood of Electrical Werk, Local 1547 (“IBEW”).
Management considers employee relations to be gitbdooth the represented and non-represented warkf Our Master Collective
Bargaining Agreement with the IBEW, as amendedegoy the terms and conditions of employment folBW represented employees
working for us in the State of Alaska. This agreetrexpires at the end of 2009.

Non-represented employees qualify forevengreases based on individual and company pesfioce) and key employees are also
eligible for performance-based incentives. We pite\a total benefits package, including health, avelfand retirement components that we
believe is competitive in our market.

Website Access to Reports

Our investor relations website Interrddr@ss is www.alsk.com. The information on our vitelis not incorporated by reference in this
annual report on Form 10-K. We make available, &eeharge, on our investor relations website,anrual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form &k amendments to those reports
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filed or furnished pursuant to Section 13(a) ord)%(f the Exchange Act. These reports are availableoon as reasonably practicable after we
electronically file such material with, or furnithto, the Securities and Exchange Commission.

Regulation

The following summary of the regulatorywgonment in which our business operates doeslestribe all present and proposed federal,
state and local legislation and regulations afferthe telecommunications industry in Alaska. Séegéslation and regulations are currently
subject of judicial review, legislative hearingsladministrative proposals, which could changentla@ner in which this industry operates. We
cannot predict the outcome of any of these mattetiseir potential impact on our business. Regaoiain the telecommunications industry is
subject to rapid change, and any such change meydraadverse effect on us.

Overview

The telecommunications services we pmwadd from which we derive a significant share wfr@venue are subject to extensive federal,
state and local regulation. Our local exchangeeaffL EC") subsidiaries are regulated common @agiand have the right to set maximum
rates at a level that allows us to recover thearasle costs incurred in the provision of regulaedecommunications services and to earn a
reasonable rate of return on the investment redtarovide these services. Because they face efitiop, however, most of our LEC
subsidiaries may not be able to realize their atidwates of return.

In this section, “Regulation”, we referdur LEC subsidiaries individually as follows:
. ACS of Anchorage, Inc*ACSA”)
. ACS of Alaska, Inc.“ACSAK")
. ACS of Fairbanks, Inc“ACSF"); and
. ACS of the Northland, Inc*ACSN").

In establishing rates for regulated smrsj our LEC subsidiaries first determine theirraggte costs and then allocate those costs be
regulated and non-regulated services, then sepiiategulated costs between the state and fejdeisdictions, and finally among their
various interstate and intrastate services. Thosgss is governed primarily by the FGQules and regulations. The FCC is consideringtingr
to modify or eliminate the current jurisdiction@pmrations process. This decision could indireattyease or reduce earnings of carriers su
to jurisdictional separations rules by affecting tiray regulated costs are divided between the &édad state jurisdictions, if rates in both
jurisdictions are not adjusted accordingly. Maximrates for regulated services are regulated by @ for interstate services and by the R
for intrastate services.

At the federal level, the FCC generalgreises jurisdiction over services of telecommatiams common carriers, that provide, origir
or terminate interstate or international commuridgcet and related facilities. The FCC does not diyaegulate information services and has
preempted inconsistent state regulation of informmaservices. Our wireless services use FCC ramiguency licenses and are subject to
various FCC regulations, including enhanced 911q1#~) and number portability requirements. The Rgxherally exercises jurisdiction over
services and facilities used to provide, origimatéerminate communications between points in Adask addition, pursuant to the federal
Telecommunications Act of 1996 (“Telecommunicatidws”) federal and state regulators share respditgifor implementing and enforcing
policies intended to foster competition in locdétmmmunications services. In particular, stateli@gry agencies have substantial oversight
over the provision by incumbent local exchangeiees(“ILECs”) of interconnection and non-discrirabory network access to CLECs. Local
governments often regulate the public rights-of-wagessary to install and operate networks. Thoese tjovernments may require
communications services providers to obtain licerefranchises regulating their use of public tgbf-way, and may require carriers to
obtain construction permits and abide by buildind &and use codes.

Federal regulation

We must comply with the Communicationg 81934, as amended (“Communications Act”) arglutations promulgated thereunder
which require, among other things, that communicetticarriers offer interstate services at jusserable and nondiscriminatory rates and
terms. The amendments to the Communications Adagued in the Telecommunications Act added prowisimtended to promote
competition in local telecommunications servicesdyoving barriers to entry, imposing interconmactand network access requirements, and
making universal service support explicit and polgaand to lead to deregulation as markets becoore competitive.

10




Table of Contents

I nterconnection with local telephone companies and accessto other facilities

In order to ensure access to local taedliand services at reasonable rates the ComntiemisaAct imposes a number of access and
interconnection requirements on LECs. Generally& must: not prohibit or unreasonably restrict tbgale of its services; provide for
telephone number portability, so customers may kikegame telephone number if they switch serviogigers; ensure that customers are
to route their calls to telecommunications seryiogviders without having to dial additional digifgovide access to their poles, ducts, conduits
and rights-of-way on a reasonable, non-discrimiryabasis; and, when a call originates on its nekwoompensate other telephone companies
for terminating or transporting the call.

Most ILECs have the following additiormddligations under the Communications Act: negotiatgood faith with any carrier requesting
interconnection; provide interconnection for theEnsmission and routing of telecommunications attaolinically feasible point in its network
on just, reasonable and non-discriminatory rag¥sp$ and conditions; provide access to UNEs, sadbcal loops, switches and trunks, or
combinations of UNEs at nondiscriminatory, costdshgates; offer retail local telephone serviceetellers at discounted wholesale rates;
provide notice of changes in information neededafwsther carrier to transmit and route servicesgigs facilities; and provide physical
collocation, which allows a CLEC to install and mtain its network termination equipment in an ILECentral office, or to obtain functiona
equivalent forms of interconnection.

Our ACSN ILEC subsidiary enjoys a statytexemption as a rural carrier from the requiretsémposed on most ILECs to provide
UNEs to a CLEC. The RCA may terminate the exemgfidrdetermines that interconnection is techriicéasible, not unduly economically
burdensome and consistent with universal servitthofgh the RCA has not terminated ACSN’s UNE exgomp the RCA granted GCl,
subject to certain conditions, approval to proviml exchange telephone service in the GlacigeStad Sitka study areas of ACSN on its
facilities. New facilities-based local exchangevémr competition may reduce our revenues and return

To implement the interconnection requieats of the Telecommunications Act, the FCC adopiéab requiring, among other provisio
that ILECs price UNEs based on forward-looking exmoit costs using the total element long-run incretaecost methodology. In
February 2005 the FCC released an order elimingtiegbligation of ILECs to provide access to shiitg as a UNE, as well as the obligation
to provide the combination of UNEs known as the UN&form (“UNE-P”). Currently, the FCC is reexanmg its pricing standard for UNEs
and may reconsider other aspects of its rules.

On December 28, 2006, the FCC conditigreaid partially granted ACSA forbearance from thdigation to lease UNESs to our
competitors at regulated rates. This forbearancelivated to five wire centers within the Anchoraggrvice area of ACSA. Even where relief
was granted, however, the FCC has required AC8atgel loops and sub-loops at commercially negotiatted, or if there is no commercial
agreement, at the rates for these UNEs in Fairbakea result of this decision, on March 15, 208ZSA, ACSAK, ACSF and ACSN entered
into a five-year global interconnection and resadeecement with GCI governing the provision of UNfsl other services.

Congress may consider legislation thag fagther modify the interconnection requirememntsler the Communications Act and the FCC
and the RCA frequently consider modifications dithrules. We cannot predict the outcome of anjhsf@any action taken by the Congress,
the FCC or the RCA.

I nterstate access charges

The FCC regulates the prices that ILER=rge for the use of their local telephone faeiitin originating or terminating interstate
transmissions. Our ILECs’ interstate “access cleirgee usually developed using a cost-of-servicthowology, based on our authorized
maximum rate of return. The National Exchange @arissociation (“NECA”") develops averaged accesssréor participating ILECs,
including our ILECs, based on the costs of thesgera. All of our ILECs participate in NECA's téfrifor non-traffic sensitive costs, which are
primarily loop costs. While ACSA files its own tfif sensitive access tariff, which covers primaglyitching costs, our other ILECs particig
in NECA's traffic sensitive access tariff. Partiaigs in a NECA tariff charge averaged access rptes,their revenues, and distribute the
revenues on the basis of each individual carriso®s. The NECA tariffs reduce the cost burdemalividual ILECs of filing tariffs and also
spread some of the risks of providing interstateeas services. None of our ILECs have chosen tli@d@ice cap method for its interstate
access charges.

On August 20, 2007, the FCC granted AQ@Aial forbearance from certain dominant carrggyulations to ACSA'’s provision of
interstate switched access services, subject torder of conditions. Among other things, ACSA reeelirelief from requirements to base
interstate switched access service charges on AC&#sts plus an authorized rate of return, asagetlertain tariffing requirements. The
switched access relief was conditioned upon a capterstate switched access rates and a cap orsUlgfort received on a per line basis. The
FCC denied ACSA'’s requested similar forbearance
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relief with respect to interstate special accesges. ACSA and other parties have sought recenatobn of the FCC's forbearance order.
These reconsideration petitions remain pending.

In 2001, the FCC adopted an order implgting certain proposals of the Multi-AssociationoGp (“MAG”) to reform the access charge
system for rural ILECs. Among other things, the MAlan reduces usage sensitive access chargesgdikiance carriers and shifts a portion
of cost recovery to subscriber line charges, whighpaid by end users, and new explicit univemsalise support. The FCC also implement:
freeze on jurisdictional cost separations factbes €xpired in June of 2006, but the separatioctofdreeze was extended indefinitely in May
of 2006. The FCC is currently considering variotsposals for further reform. These proposals maultén the elimination of interstate and
intrastate access charges paid by long distanciersarand the requirement that carriers such aSAM@CSF, ACSAK and ACSN recover
those interstate and intrastate costs from a caattibm of end-user charges and universal servicp@tigvarious groups of carriers and
regulators are developing new proposals for repiacgs to the MAG plan to submit to the FCC. We cammedict what changes the FCC may
adopt or when they may adopt them.

Federal Universal Service Support

The Communications Act requires the FG@dtablish a universal service program to enswaedaffordable, quality telecommunications
services are available to all Americans. The pnogasthe federal level has several componentsydirg one that pays support to LECs
serving areas for which the costs of providing bésliephone service are higher than the natioretlaaye. The Telecommunications Act
requires the FCC to make universal service suppqaticit, expand the types of communications casrtbat are required to pay universal
support, and allow competitive providers includibgeCs and wireless carriers to be eligible for @nsal service support, including where 1
serve customers formerly served by ILECs.

In May 2001, the FCC adopted a propasehfthe Rural Task Force to reform universal sergigpport for rural areas. As adopted, fc
interim period, eligible rural carriers will contie to receive support based on a modified embedagtdnechanism. While the modified
embedded cost mechanism remains in place, the BS@dbicated that, it will develop a comprehengilan for high-cost support mechanisms
for rural and non-rural carriers which may relyfornward-looking costs. In June, 2004, the FedetateSJoint Board sought comment on
certain reforms, such as the proper definitionde i determining whether a carrier should be sapgdainder the “rural” mechanism (as
opposed to the “non-rural” mechanism based on faiv@oking costs), the basis on which support Ie¥et rural carriers (both ILECs and
CLECSs) should be calculated. The joint board adbpted sent on to the FCC recommendations for leng tiniversal service reforms on
November 19, 200"

Recently, the FCC began considering alrarof revisions to the distribution mechanismsufieiversal service support. The proposals
under consideration include eliminating the “ideatisupport” rule that permits competitive carrigsgch as our subsidiary ACS Wireless, Inc.
(*ACSW?") and our wireless competitors) to apply fanding based on the support received by the ILB@ FCC has proposed requiring
competitive carriers to justify support based omsaneasure of their own costs, or based on a mddelFCC also has proposed reforms that
could affect the amount of funding for ILECs, inding limiting all forms of high-cost support to imgle line per customer, using “reverse
auctions” to determine one or more recipients ghktost support in any geographic area based olowest bidder for that support, and
creating three separate funds (each subject tp)da@aproviders of mobile telephone service, bitwatt providers, and “carriers of last
resort” (such as ILECs). These and other proposiedchanges could reduce our support in the furedkjce the support available to our
competitors, or provide for new support, such abfoadband services. In addition, members of Gesgjhave indicated that they may seek
enactment of legislation addressing universal serkgform, including legislation to limit growth ekplicit universal service support funds. '
are unable to predict whether and to what extentvangld be eligible to receive any federal high-cagbport under a revised support
mechanism.

USF support is only available to carrigvst are designated as eligible telecommunicatianser (‘ETCs”), by a state regulatory
commission for carriers subject to state jurisdittior by the FCC, for other carriers not subjedtate jurisdiction. On March 17, 2005, the
FCC adopted new and more stringent guidelines caimaggthe designation of competitive carriers a€ET'CETCs") for designations that it
makes under its jurisdiction. Although the new g@liites are not binding on state commissions, séparéies have asked the FCC to require
states to follow them on reconsideration. The R@8 tommenced a state rulemaking proceeding todemgossible changes prompted by the
FCC guidelines.

Under current FCC regulations, the tatabunt of federal USF available to all ILEC ETCsluject to a yearly cap. In any year where
the cap is reached, the per access line rate ahvhECs can recover USF payments may decreassadn of the last few years, the cap has
effectively decreased USF payments.

The FCC is currently considering revisida the current mechanism for funding universalise. Today, our operating subsidiary
companies are required to contribute to the fedé®&H a percentage of their revenue earned from
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interstate and international services. The FCQigently considering whether to replace this fugdimechanism with one based on flat-rated,
per-line contributions, capacityased contributions, or some combination of thesgher proposals. We cannot predict how the ougcofrthis
proceeding may affect our contribution obligations.

I nterstate long distance services

FCC regulation of the rates, terms oilitees of our interstate long distance serviceeeiatively light. However, we must comply with
the general requirement that our charges and teenisst, reasonable and non-discriminatory. Alsemust comply with FCC rules regarding
unauthorized switching of a customer’s long diséaservice provider, or slamming; the FCC has lesigastantial fines on some carriers for
slamming. In addition, we must post the rates, seamd conditions of its service on our Internet witéd and engage in other public disclosure
activities.

The FCC requires that ILECs that proviterstate long distance services originating ftbeir local exchange service territories must
have long distance affiliates which maintain sefgab®oks of account and acquire any services frain affiliated ILECs at tariff rates, terms
and conditions.

On December 8, 2004, Congress enactesvdaw requiring, through 2009, the purchase atel &fanterstate wholesale switched ser
elements at rates equivalent to the rates set io®T&T Alascom’s Tariff 11, subject to annual doward adjustments specified in the statute.
Rural telephone companies, or companies that éliated with and under the control of rural telgpie companies, are exempt from the
requirement to purchase services at such rates.

I nternet services

We provide Internet access services dSBnThe FCC has classified such services asntd#tion services, so they are not subject to
many of the regulatory obligations that are imposed¢ommon carriers. Additionally, the FCC gengralis preempted state and local
regulation of information services.

However, the FCC has imposed particidgutatory obligations on broadband services. Th€ R&s determined that interconnected
VolIP providers and broadband Internet access peovichust comply with the Communications Assistédocéaw Enforcement Act
(“CALEA") and contribute to USF for certain broadithand VolP services. The FCC has also requiretsidabnected VolP providers to
comply with: (i) requirements to provide enhancéd @mergency calling capabilities; (ii) certainadigity access requirements; (iii) the FCC's
rules protecting customer information; and (iv)dbnumber portability requirements. These regutetiapply to our goVocal™ Internet phone
service. Additional rules and regulations may bieded to the Internet in the future. A varietypaposals are under consideration in federal
and state legislative and regulatory bodies. Weabpredict the outcome or the impact of pendinfuture proceedings.

Recently, the FCC and lawmakers haveidensd several proposals to adopt requirementsdordiscriminatory treatment of traffic
over broadband networks, often referred to as firetrality”. The FCC has sought comment on indugtactices in connection with this issue.
There may be new legislation or further FCC actmaddress access to the Internet or create diselesquirements of ISPs as to treatment of
Internet traffic. We cannot predict the impact nf@&uch actions on our results or operations.

In October 2005, the FCC determined BthBCs are no longer required to lease higleed Internet access service transmission cap:
to their competitors and re-affirmed its findin@tiprovision of high-speed transmission servicedbeohwith Internet access services is an
information service not subject to common carregulation, whether that access is provided viaecatddem, DSL services or otherwise. This
decision gives us more flexibility in how we off@nd price our DSL services. However, for carriegject to rate-of-return regulation, like the
ACS ILECs, the FCC left uncertain whether loop @ikications would change if they decide to offex inderlying transmission capability on
a non-common carrier basis. We currently providgnfipeed Internet access transmission capability@mmon carrier basis under a stand-
alone FCC tariff for ACSA and the NECA tariff fouonon-Anchorage LECs. We are considering whetheffer it as non-common carrier
service.

On August 20, 2007, the FCC granted AG&Rearance from applying common carrier regulatenertain broadband services sold to
larger business customers, subject to a conditiatevelop a plan for allocating costs between ofttesturn regulated services and the non-
regulated broadband services.

Wireless services

The FCC regulates the licensing, consitaocoperation, acquisition and sale of persopatmunications services and cellular systems in
the United States. All cellular and personal comitations services licenses have a 10-year tertheatnd of which they must be renewed.
Licenses may be revoked for cause and license edragplications may be denied if the FCC determthasrenewal would not serve the
public interest. In addition, all personal commuatiicns services
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licensees must satisfy certain coverage requiresnemtensees that fail to meet the coverage reougnés may be subject to forfeiture of the
license.

Federal law preempts state and locallatign of the entry of, or the rates charged by, mrovider of commercial mobile radio services
(“CMRS") which includes personal communicationsviees and cellular services. The FCC does not e¢guduch rates; however, the FCC
imposes a variety of other regulatory requirement€MRS operators. For example, CMRS operators brisble to transmit 911 calls from
any qualified handset without credit check or vatiidn and are required to provide the locatiorhef@11 caller within an increasingly narrow
geographic range. CMRS operators are also reqtorptbvide 911 service for individuals with speegtd hearing disabilities, or TTY service.
Consistent with FCC orders, all new ACS Wireless, [“ACSW”) handset activations have been locatiapable since January 1, 2006.
Further, ACSW met the FCC'’s deadline of having 3&%ll subscribers using location-capable handsets to January 31, 2007.

The FCC also requires that if a LEC costowants to retain a telephone number while chentgi a CMRS service provider (such as
ACSW), the LEC must have the capability to allovs tireline-to-wireless number portability withilxsnonths of a bona fide request, where
the requesting CMRS carrisrtoverage area overlaps the geographic locatitiredf EC rate center to which the number is assigoaless th
LEC can provide specific evidence demonstrating diong so is not technically feasible). These nanportability rules are expected to
increase the level of competition among CMRS serpimviders, but also to increase the ability of @3/providers to win customers from
LECs. This rule has had little impact on our LERst we cannot predict the net impact of these rateas over the long-term.

Other federal regulations

We are subject to various other federgltations and statutes, including those concerttiegise of customer proprietary network
information (“CPNI”) in marketing services. CPNImggrally includes information a carrier has regagdime telecommunications services to
which its customer subscribes and the custmnese of those services. The FCC limits the wayeghich carriers may use or disclose CPNI
specifies what carriers must do to safeguard CPhi. FCC has recently adopted amendments to streem@thrules governing carrier use and
disclosure of CPNI.

Other FCC initiatives that may impact oegulated subsidiaries include implementing cdjieds pursuant to CALEA to be used by law
enforcement officials in executing court authorisbectronic surveillance, access to poles, ductsdaits and rights-of-way, Truth-in-Billing
requirements, EEO reporting, hearing aid compdthiequirements and anti-slamming rules. We misaio FCC approval before we transfer
control of any of our common carrier subsidiarie®wor radio frequency licenses or authorizationakensuch an acquisition or discontinue an
interstate service. These requirements may impasts on us and limit our business opportunities.

State regulation

Telecommunication companies are requivezbtain certificates of public convenience andessity from the RCA prior to operating ¢
public utility in Alaska. The RCA must approve arderents to and transfers of such certificates. thtaoh, RCA approval is required if an
entity acquires a controlling interest in any of oartificated subsidiaries, if we acquire a colfittg interest in another intrastate utility onie
discontinue an intrastate service. The RCA alsaleggs rates, terms and conditions for local, staie access and intrastate long distance
services, supervises the administration of the kdddniversal Service Fund (“AUSF”) and decides arCEstatus for purposes of the federal
USF. Furthermore, pursuant to the Telecommunicatiet and the FCC'’s rules, the RCA decides varaspects of local network
interconnection offerings and agreements.

I nterconnection

The Telecommunications Act specifies tleatille and UNE rates are to be negotiated amenggatiies subject to approval by the state
regulatory commission or, if the parties fail tach an agreement, arbitrated by the state regulatonmission. The ACS LECs have entered
into interconnection agreements with a number gfies including TelAlaska Long Distance, Inc., G@t&t, Alaska DigiTel and Alaska
Wireless Communications. In addition, ACS Wirelkas entered agreements with entities including Relécommunications, Alaska
Telephone Company, Arctic Slope Telephone Assamiafiooperative, Inc., Matanuska Telephone Assartiand the ACS LECs, to provide
service in their study areas.

Competitive local exchange regulations

In August 2005, the RCA adopted regutatiaddressing a variety of telecommunicationsedlatatters including tariff policies,
depreciation practices, local competitive marké&swand interexchange competitive market rules.régalations provide for, among other
things: initial classification of all ILECs, inclirty our rural properties and ACSA, as dominantieesr requirements that all carriers, both
dominant and non-dominant, offer all retail sersifer resale at wholesale rates consistent withh &/C. § 251 and 252; and limited dominant
carrier pricing flexibility in competitive areas,
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under which carriers may reduce retail rates, affaw or repackaged services and implement spemdtarts for retail service upon 30 days’
notice. Rate increases affecting existing servizessubject to full cost support showings by theident carrier in areas with local
competition; but the RCA may demand, and has desdrmbst support even for rate reductions and mawpackaged services in competitive
areas.

The RCA has defined all the ACS LEC mé&slas “competitive local exchange markets” andgiegied the ACS LECs as nondominant
carriers in all areas except the rural communitiebe Sitka study area (“Sitka Bush”). Consequeritie ACS LECs have access to relaxed
tariff filing rules that allow retail offers to biatroduced to the market without advance publidgagobr RCA approval in all areas except Sitka
Bush.

End user local rates

The rates charged by our ILECs to endsufsg basic local service are generally subje¢ch&ooRCA'’s regulation based on a cost-of-
service method using an authorized rate of refampetition may prevent local rates from beingisight to recover embedded costs for local
service. Rate cases are typically infrequent, eaimitiated and require the carrier to meet subsahbtirdens of proof. The RCA may, howe
investigate, upon complaint or upon its own motitwe, rates of a LEC and hold hearings on thoss.rate

| ntrastate access rates

ILECs not yet subject to local competitjparticipate in a pool administered by the AlaBkahange Carriers Association (“AECA”) for
intrastate access charges to long distance carABGA pools their access costs and sets a stateavidrage price which participating ILECs
charge to long distance carriers for originatingesminating calls. Access revenues are collegiedpool and then redistributed to the ILECs
based on their actual costs.

The RCA requires an ILEC to file separatdividual company access charge tariffs whenrapetitor enters its service area. These
tariffs are based on the ILEC’s cost of service arerevised biennially. ACSN is our only ILEC adsted with AECA. AECA administers
ACSN's intrastate access tariff, but ACSN has adt@lone rate. In its 2007 access rate case, AGSNhtered a stipulation to resolve all
issues in the case, and a decision is expectedtirerRCA in April 2008.

On general issues, in 2006, the RCA conuee a state rulemaking proceeding to consideimpact of competition on the access
pooling process and whether to continue to reqUEESs in competitive markets to exit the AECA pobhese issues are still pending
consideration. Also, the RCA has adopted regulatloniting the access fees local carriers can ahartgrexchange carriers and imposing a
Network Access Fee on e-users to make up for the reduction in fees paithtsrexchange carriers.

Alaska Universal Service Fund

The RCA has established a state univeesaice fund, the AUSF. The AUSF serves as a cem@ht to the federal USF, but must meet
federal statutory criteria concerning consisten@y federal rules and regulations. Currently, tHéS% supports a portion of certain higher cost
carriers’ switching costs, the costs of lifelinevéee (which supports rates of low income customemsd a portion of the cost of Public Interest
Pay Telephones. The RCA has adopted regulationditiibhigh-cost switching support to local compeswith access lines of 20,000 or less.
This change has eliminated the switching suppaittalr rural ILECs received.

ETC Determinations

The RCA granted GCI'’s request that itlesignated an ETC in Anchorage, Fairbanks, Jurkeati\Wainwright and Glacier State areas,
all of which are currently served by our subsidiariFurther, ACSW has been granted ETC statuiMiA, ACSF, ACSA, ACSAK-Juneau,
ACSN-Glacier State, Copper Valley and KPU Telecomizations study areas. On September 11, 2007, @# denied ACSW's request for
ETC status in the areas served by Alaska TelepBanepany and Cordova Telephone Cooperative, Inthowt prejudice to re-filing.

GCl has also applied for ETC status mdhea served by Mukluk Telephone Company (Nomesamdunding areas), using a
combination of cable and wireless technologiesrtwipe service to the study area. GCI has saithiipto use this hybrid approach to bulat
its wireless network in other rural areas if thex@aission approves its approach, including SitkalBésnumber of rural LECs have objected
to GClI's proposal. We cannot predict the outcomthisf proceeding.

In January 2008, the RCA issued propasgdlations governing the state process for obtgiand maintaining designation as an ETC
that were based in part on the FCC’s minimum ETquirements. The proposed rules would add new reménts for ETCs, including that
they would have to strengthen emergency back-uphility, provide plans showing how they would setive entire service area within five
years, and file detailed reports showing progresmeeting networ
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development plans for each community. The rulesldvapply to carriers already designated as ETCejedisas for new ETCs. An ETC could
lose its ETC status or USF support if it faileddatiow its network build-out and service commitmenif approved, the rules could impact
ACSW and other CETCs, particularly in areas whbey thave only partially constructed their netwolk& cannot predict what USF rules the
RCA will adopt, or when it will adopt them.

Other state regulations

In 2007, the Commission adopted standegldsed to E-911 service for multi-line telephanBse rules do not impose any new
obligations on local exchange carriers. The ownéthe multi-line telephones, such as hotels oratsowill be responsible for changes in their
systems, so that 911 callers can be identified raocerately.

Local Service

ACSN serves approximately 200 customergery remote parts of Alaska through fixed wirslesrvice. Recently, ACSN has been
upgrading its fixed wireless service from TDMA torere advanced CDMA platform. Over the last few thepseveral consumers in two
remote southeast locations, Thorne Bay and Klawloa#t,complained to the RCA about the quality ofiserprovided by the TDMA facilities.
On February 15, 2008, the RCA opened a docketvesiigate related service quality issues. ACSN etgpinat the CDMA upgrade will
resolve a number of service issues. In the courtiee@roceeding, the RCA may investigate a vardétigsues, including whether ACSN
should extend its wireline network to these cust@anand whether this fixed wireless service conspliéth the State Telecommunications
Modernization Plan, which requires local compamgeseet certain technology standards (data speledshot possible to predict the outcome
of this proceeding at this early stage.

Iltem 1A. Risk Factors

We face a variety of risks that may affect our hesss, financial condition, and results of operasiosome of which are beyond our
control. The risks described below are not the @mmgs we face and should be considered in additidhe other cautionary statements and
risks described elsewhere, and the other infornmationtained, in this report and in our other filmwith the SEC, including our subsequent
reports on Forms 10-Q and 8-K. Additional risks amdtertainties not known to us or that we curreddm immaterial may also affect our
business. If any of these known or unknown riskshoertainties actually occurs, our business, fitiahcondition and results of operations
could be seriously harmed.

Risks Related to our Business

The telecommunications industry is extremely competitive, particularly in Alaska, and we may have difficulty competing effectively for share
in generally small markets.

The telecommunications industry in Alagkaxtremely competitive, and providers competer@/small number of customers in small
markets. We face competition in each of our wirekasd wireline markets. Competitors in our markets:

. reduce our customer ba

. require us to lower rates and other prices in ordeompete

. require us to invest in new facilities and capabi

. increase our marketing expenses and require usetdigcounting and promotional campaigns that agleaffect our margins;
. otherwise lead to reduced revenues, margins ancthee

Our principal wireless competitor, at&t,one of the largest wireless service provideth@U.S. In addition, at&t has more Alaskan
customers than we do. at&t has greater accese#tagrfinancial, technical and other resources #ado. Further, at&t may have greater
access to consumer devices, and greater market powbtain these devices on more favorable tetihas) we do. at&t, thus, might be able to
offer lower prices, additional products, servideatures, or other incentives that we cannot matdffer. Further, at&t may be in a position to
respond more quickly to new technologies and be ttbluindertake more extensive marketing campaldoszover, at&t operates its own
nationwide network, whereas we rely on roaming @grents with other carriers to provide coverageidetalaska. Our reliance on these
agreements could adversely affect our ability tantaén competitive pricing, which would have a mri&kadverse effect on our financial
results. GCI, our principal wireline competitor, msvAlaska DigiTel, another Alaskan CDMA wirelessria, and announced its intention to
invest $100 million to construct a statewide wissl@etwork using EVDO Rev A technology. We do notently offer wireless data access at
Rev A speeds.

Our principal wireline competitor is the doraint cable television provider in Alaska. In consumarkets, GCI attempts to use its dominant
cable television position by bundling its cablevises with competitive telephony services,
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which are primarily based on leases of our fae#itiWe do not offer television service, and, tlaws,unable to offer competing bundles. In
addition, GCI has aggressively deployed cable telapg in order to move its telephone customers bffus network and onto its own cable
system. Significant migration of customers woulsulein a significant reduction of revenue for isaddition, GCI holds a dominant position
in the current long-haul voice and data marketenetit owns and operates two of the three existmdersea fiber-optic cables connecting
Alaska to the Lower 48 and has a number of sigaificontracts with large carrier customers. Incdugier and enterprise markets, we expect
GCI to aggressively compete with the services weeekto provide in early 2009, which we expect wilmbine our announced long-haul
undersea cable with our statewide wireline network.

These strong competitive pressures ih bat wireless and wireline business segments doale a material adverse effect on our
business, operating results, margins and finacoiadlition.
Our substantial debt could adversely affect our financial health, financing options and liquidity position.

We have a substantial amount of debifA3ecember 31, 2007 we had total long-term obiagest, including current portion, of
$433.0 million and income before income tax bermf$32.9 million. Our debt could have importanhsequences for you as a holder of our
common stock. For example, our substantial debidcou

. require us to dedicate a substantial portionuofoash flow from operations to payments on out,délereby reducing the
availability of our cash flow to fund working cagit capital expenditures, future business oppadtisand other general corporate
purposes

. limit our flexibility to plan, adjust or react thanging economic, market or industry conditigeguce our ability to withstand
competitive pressures, and increase our vulnetgliligeneral adverse economic and industry caut

. place us at a competitive disadvantage to manyotompetitors who are less leveraged than we

. limit our ability to borrow additional amounts farorking capital, capital expenditures, future bess opportunities, includir
strategic acquisitions, and other general corpariairements or hinder us from obtaining suchrfagilag on terms favorable to us
or at all; anc

. limit our ability to refinance our dek

The terms of our senior credit facilitydethe terms of our other debt allows us and obsisiiaries to incur additional debt upon the
satisfaction of certain conditions. If new debadted, the related risks described above wouldsifie
Financial covenantsin our debt instruments limit our operating flexibility.

Our senior credit facility requires ushtaintain certain financial ratios and adhere teeptovenants that, among other things, restric
ability to take specific actions, even if we beesuch actions are in our best interest. Thesadedlestrictions on our ability to:

. pay dividends or distributions on, redeem or repase our capital stoc

. issue certain preferred or redeemable capital s

. incur additional debt

. create liens

. make certain types of investments, loans, advanicether forms of payment
. issue, sell or allow distributions on capital stadlspecified subsidiarie

. prepay or defease specified de

. enter into transactions with affiliates;

. merge, consolidate or sell our ass

A breach of any of these covenants, satiotests could result in a default under ourarerriedit facility. Upon the occurrence of an e\
of default under our senior credit facility, thedkers could elect to declare all amounts outstandider our senior credit facility to be
immediately due and payable. Such a default orlaa@n may allow our other creditors to accelemtr other debt. If the lenders accelerate
the payment of the debt under our senior creditiigoour assets may not be sufficient to repay debts.

We require a significant amount of cash to service our debt, pay dividends, fund our growth projects, and meet other liquidity needs.

Our ability to make payments on and fmesce our debt, including amounts borrowed urwdersenior credit facility, to pay dividends,
and to fund planned capital expenditures, includingannounced long-haul fiber facility, and
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any strategic acquisitions we may make, if anyl éébend on our ability to generate cash in therfutWe cannot assure you that our business
will generate sufficient cash flow from operatiaech that our currently anticipated growth in raxesand cash flow will be realized on
schedule or that future borrowings will be avaitatd us in an amount sufficient to enable the rept of our debt, pay dividends or to fund
our other liquidity needs. We may need to refinaalter a portion of our debt, including the sergoedit facility, on or before maturity. We

may not be able to refinance any of our debt onroergially reasonable terms or at all. If we arehl@ao refinance our debt or obtain new
financing under these circumstances, we would baeensider other options, including:

. sales of certain assets to meet our debt servipéreanents
. sales of equity; an
. negotiations with our lenders to restructure thgliapble debt

If we are forced to pursue any of theweboptions our business and/or the value of oumsomstock could be adversely affected.

We have identified two material weaknessesin our internal controls over financial reporting that could cause investorsto lose confidence in
the reliability of our financial statements and result in a decreasein the value of our securities.

Our management has identified two maltteremknesses in our internal control over finanéglorting as of December 31, 2007. The
first, arose from a deficiency in the programmatiadel used to compute the value and depreciati@uofegulatory asset and recording
contingent liabilities, the second, arose fromdteation of a reserve for study risk associatetl witr network access revenue requirement:
was not supportable under the requirements of SRASDH, Accounting for ContingencieAs discussed in “Management’s Report on Internal
Control over Financial Reportingr Item 9A, due to the identification of the matdnveaknesses, our chief executive officer andfdhiancial
officer concluded that, as of December 31, 2007 digclosure controls and procedures were not &ffec

We will continue to evaluate, upgrade antlance our internal controls. Because of inhdmitations, our internal controls over
financial reporting may not prevent or detect nasanents, errors or omissions. In addition, we megrrectly assess the effectiveness of our
internal controls in future periods. Our controlaynin the future become inadequate because of éassior financial changes or compliance
problems. We cannot be certain that we will alwiglgntify deficiencies constituting significant deéncies or material weaknesses. If we fail
to maintain the adequacy of our internal controls, business could be harmed, the results of dpasatve report could be subject to
adjustments, or we could become unable to proédsanable assurance as to our financial resultsohtie foregoing could be have a
material adverse effect on the price of our seiegrit

We invest in auction rate securities that are subject to market risk and recent liquidity problemsin the financial markets could adversely
affect the value of these securities.

Subsequent to December 31, 2007 we iadestcess cash in auction rate securities. Receettainties in the credit markets have
resulted in failed auctions for our entire existpatfolio of auction rate securities of $4.5 nali These investments are no longer currently
liquid. In the event we need to access these fumesyill not be able to do so without a loss ohpipal, unless a future auction on these short-
term investments is successful. We may need tosagbese funds to fund our expected capital expeedibefore they become liquid. We will
continue to monitor and evaluate these investmenthere is no assurance as to when the markitefee investments will allow us to
liquidate. If a liquid market does not develop floese investments, we could be required to holehtteematurity, in which case they could not
be used to fund our expected capital expenditures.

We may not successfully or timely construct and integrate our announced long-haul fiber facility connecting Alaska to the Lower 48 into our
existing network, and we may be unable to operate it profitably.

Realization of the anticipated benefiteur fiber facility will depend on our ability teuccessfully integrate it into our businesses and
operations and attract significant customers tofiber network. We will be required to devote sfigant management attention and resources
to sustaining and promoting its operations and ta@iimg its support. If we fail to properly execule construction of the fiber facility or if we
miss critical deadlines in its implementation dt fa identify critical markets, we could experienserious disruption and harm to our business.
We will face challenges to our abilities to do thBowing:

. completing construction of the facility by the ficuarter of 2009 at an expected total cost of agdprately $105 million

. develop attractive products and services that opeseamlessly with our existing technology andastfructure
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. maintain and upgrade timely the complex underlyiagdware and software technology that drives optirsa of the facility
. attract a sufficient volume of traffic on the fibfacility to make it profitable

. offer products and services that use the fibelifathat are attractive to our target customu

. secure customers ahead of completion of the cartstruof the fiber facility;

. preserve key customer, supplier and other importationships and resolve potential conflicts tinaly arise; an

. obtain financing for the investment on acceptabiens and generate sufficient revenues to maintgireased indebtedne:

If we do not maintain or improve our @nt relationship with existing customers and dewalew large volume and enterprise custon
we may not be able to realize our targets for saekrevenue growth. If we are unable to achieveponjected revenue growth and margins
anticipated from the investment, we may be unablarofitably operate the fiber facility.

We will incur significantly more debt to support construction of the fiber facility, or we may be unable to secure the financing required,
which could require usto curtail or suspend the project.

We estimate that upfront capital expaméi required to construct the fiber facility via approximately $105 million, which we would
seek to finance, in part, through additional dg¥¢. cannot assure you that any additional finaneiitigoe available on acceptable terms, or at
all. If we fail to obtain financing, we could bequéred to curtail our current plans. Converselyyé successfully obtain sufficient financing,
current risks described above related to our sabatalebt, including our ability to service thebdl@and adhere to financial covenants attached
to our debt, would intensify.

We may not be able to generate sufficient cash flow from operation of the fiber facility to meet our increased debt service obligations and
costs of operations and maintenance.

Our principal sources of liquidity areshdlow generated from operations and borrowingteumur revolving credit facility. We estimate
that the annual cash costs following constructiociusive of financing costs, would amount to $1#lion annually. Our ability to generate
cash flows from operation of the new fiber facilitgd make payments on our additional debt and tpeehand maintenance expense
associated with the facility, will depend on outuie financial performance.

A failure to generate sufficient cashaffofrom operation of our fiber facility, or changaseconomic conditions, increased competition,
rapid development of new technologies, or diffiguft maintaining the current complex technology poising the fiber facility, or other
events, could increase our need for additionalterrative sources of liquidity. If we are unalbeabtain the liquidity we require, we will be
forced to adopt an alternative strategy that majuafe actions such as reducing or eliminating @ini payments, acquisitions and capital
expenditures. We may also need to sell signifieasets, restructure or refinance our debt, or egeilty capital. We cannot assure you that any
of these alternative strategies could be consunth@tesatisfactory terms, if at all, or that theyuhbyield sufficient funds to pay additional
ongoing expense as a result of our investmenttarfthancing.

Increased supply of interstate and international long-haul fiber in Alaska could adversely impact prices for bandwidth, which couldin turn,
adversely affect our projected and actual sales, margins and profitability of our fiber facility.

Significant increases in fiber transpmapacity in the United States have at times exettedhward pressure on prices, margins and
profitability. The market for long-haul fiber in Atka is characterized by high capital investmedtrafatively high fixed costs, coupled with a
limited number of large customers. Some of ourtsxdsand potential competitors have greater narcegeition and more established
relationships with our target customers. FurtheEsé competitors may have more experience withefer and maintenance of the underlying
data transport technology, and its associated ,cihsts we do. These competitors may adopt moreeagiye pricing policies than we anticipate
or offer customers more attractive terms than we ¢ée expect price competition to greatly increaseve deploy our fiber facility. We cann
however, predict with any certainty our competitoesponse to our entry into this market nor thevpiling market prices that will result.

If the market opportunity for our fiber facility is smaller than we believeit is, our returns may be adversely affected and our overall business
may suffer.

We estimate the current addressable rhsokee approximately $200 million for our propodimer facility. We cannot assure you,
however, that this number is correct. We have galyegstimated the volume of traffic carried by our
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competitors currently and have further estimatedkatagrowth, which may occur upon deployment of filper facility and over time, as the
demand for bandwidth generally increases. Our @diims are based on many assumptions that mayatéiynbe incorrect. If our estimates of
the size of the potential market or the numbemdémprise and carrier customers that may use bar facility prove to be incorrect, the market
opportunity for our fiber facility may be smalldran we believe it is. In that event, our prospémtgenerating revenue may be adversely
affected, and our business may suffer.

Deploying a new submarine fiber facility may subject usto claims by another supplier that we have a contractual obligation to acquire a
substantial amount of additional capacity from that supplier.

In the past, we have committed to andpleted large, scheduled purchases of a substantialint of fiber capacity from another
supplier under a master purchase agreement. Fnoentti time, we have interpreted terms of this agese differently from this supplier,
including which provisions and version of the cawty if any, is controlling. This has led to a higtof disagreements. We believe this supplier
may claim that the operation of our new fiber fiagitriggers certain purchase obligations in oureggnent, and it may pursue a claim against
us.

We cannot, however, predict whether sligplier will make any claim against us. If it dp@® would vigorously defend ourselves, and
we would assert any and all counterclaims availables. In doing so, however, we would incur suliséhlegal expenses, and we may not
ultimately prevail. If we are found to be in breaxftan obligation, we could be forced to make pasgs beyond our needs or be ordered to pay
monetary damages, which may have a material adeéfeset on our financial condition, results of ogigons and cash flows.

We provide servicesto our customers over access lines and if we continue to lose access lines our revenues, earnings and cash flow from
operations may decrease.

Our business generates revenue by deliyepice and data services over access lines. &Ve axperienced net access line loss
consistently over the past few years, and duriegytrar ended December 31, 2007, the number of @ines we serve declined by 10.4%. We
may continue to experience net access line lossrimarkets for an unforeseen period of time. @ability to retain access lines would
adversely affect our revenues, earnings and cashffom operations.

Revenues from access charges may be reduced or lost.

We received approximately 26.2% of oueraping revenues for the year ended December 3%, 20m local exchange network access
charges. The amount of revenue that we receive fhese access charges is calculated in accordaticeequirements set by the FCC and the
RCA. Any change in these requirements may reduceemenues and earnings. Access charges have mmilislecreased in past years. Wi
not receive access revenue related to our competitail customers that are served by UNEs othigycompetitors’ own facilities. To the
extent that competitors move customers on to UNEdfmur network entirely, our access revenues$ détrease. We do not receive access
revenue from VolIP calls, and growth of this serwidk reduce our access revenues.

The FCC has actively reviewed new medmasifor intercarrier compensation that, in somegasould eliminate access charges
entirely. Elimination of access charges would fkkeave a material adverse effect on our revenuesamuings. In any event, we believe that
new mechanisms for intercarrier compensation waubdde likely than not will reduce this source ofeaue. Similarly, the RCA has adopted
regulations modifying intrastate access chargesniag reduce our revenue.

In addition, we have from time to timesheénvolved in disputes about interstate accessngss. We cannot assure you that claims
alleging excess charges will not be made in theréjtnhor whether we would prevail against suchwsai

We may not continue to receive as much Universal Service Fund support aswe have in the past.

We receive USF (and equivalent state ensi®l service support) revenues, to support owglin@ operations in high cost areas. These
federal revenues include universal service suggayiments for local switching support, interstatenown line support or interstate access
support. High cost support for our rural and norakoperations is determined pursuant to differeathodologies, aspects of which are now
under review. Any changes to the existing ruledcoeduce the Universal Service Fund revenues weive. Corresponding changes in state
universal service support could likewise have aatigg effect on the revenues we receive. We expéat payments from the USF to our rural
operations will fluctuate based upon our rural canips average cost per loop compared to the ndweeage cost per loop and are likely to
decline based on historical trends.

We also receive USF support for our veisglservices in areas where we have been desigimatetiC. As an ETC, we receive high cost
universal service support for each wireless limevjgled in high cost service areas. Under the
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current “identical support” FCC rule, competitiv@ €s, or CETCs, that provide new wireless servica imgh cost service areas, receive the
same support as an incumbent ETC. We are a CE&Qiiimber of high cost areas where we provide véisedervices. In a notice of proposed
rulemaking adopted on January 29, 2008, the FCtattealy concluded that the goal of universal seewvill be better served if the “identical
support” rule for CETCs were eliminated. The FCé&bakntatively concluded that CETCs should no lomgeeive interstate access support
(IAS), interstate common line support (ICLS), anddl switching support (LSS). The FCC has statatigermitting CETCs to receive IAS or
ICLS is inconsistent with how CETCs recover th@ists or set rates and that LSS includes a numlessofmptions regarding switching costs
that are not likely to be accurate for CETCs. TR&EFproposed rulemaking would base CETC suppor¢anson a CETCs’ own costs. In
addition, as proposed, new seekers of high-cogiastivould be required to file cost data demonstgatheir costs of providing service in high-
cost service areas. If the “identical support” F@Q{& is amended so as to reduce support to CETE€asulid result in a material decrease in
support we receive in the future.

We derive a significant portion of our wireless revenue from roaming charges. This revenue may fluctuate or decline in the future as a result
of general economic, contractual, and competitive factors.

Approximately 5% of our revenue for treay ended December 31, 2007 was derived from rapofiarges incurred by other wireless
providers whose customers traveled within our cagerareas. The revenue we recognize from theserrgatmarges may in the future be
volatile or decline as a result of a number ofdagt many of which are outside our control. Thesxdrs include, the strength of the Alaskan
economy and its primary industries, including tearj general economic factors affecting commercedsst Alaska and other States and
countries, unresolved political matters which méga public and private spending in Alaska, anldeos. For example, our service areas
include a number of summer tourist destination&laska; as a result, our roaming revenue geneiratheases during summer months and
declines during other periods and depends heavilggse areas on the number of tourists who visiskan tourist destinations. In addition, we
cannot assure you our roaming agreements with ptloeiders will continue to generate similar roagiievenues. Our agreements with other
carriers have varying terms of varying length, uthg some which are terminable on short noticehénevent these roaming agreements
expire or are terminated, we may be unable to reliegg or replace these agreements on similaraemable terms. Failure to obtain
acceptable roaming agreements could lead to &fisigmi decline in our revenue and operating incobastly, changes in the network footpri
of our roaming partners, or those of our competiteho are able to provide roaming coverage in ewrise areas, could have a material
adverse effect on us.

If we do not adapt to technological changesin the telecommunications industry, we could lose customers or market share.

Our success will likely depend on oudigbto adapt to rapid technological changes intdflecommunications industry. Our failure to
adopt a new technology or our choice of one tedmobver another may have an adverse effect omluility to compete or meet the demands
of our customers. Technological change could, amathgr things, reduce the barriers to entry facimgcompetitors providing local service in
our service areas. The pace of technology chang@anability to deploy new technologies may bestained by insufficient capital and/or
the need to generate sufficient cash to make stt@a/ments on our debt and to maintain our divddaolicy.

New products and services may arise bteahnological developments and our inability ek pace with these developments may
reduce the attractiveness of our services. Sorseirofompetitors may have greater resources to nelsfpochanging technology than we do. If
we fail to adapt successfully to technological aesor fail to obtain access to new technologiesceuld lose customers and be unable to
attract new customers and/or sell new servicesit@risting customers. We may be unable to suagkssleliver new products and services,
and we may not generate anticipated revenues fumim groducts or services.

New governmental regulations may impose obligations on usto upgrade our existing technology or adopt new technology that may require
additional capital and we may not be able to comply timely with these new regulations.

Our markets are heavily regulated. Wenoépredict the extent the government will imposa/munfunded mandates on us. Such
mandates have included those related to emergenatidn, providing access to hearing-impaired custs, law enforcement assistance, and
local number portability. Each of these governnraahdates has imposed new requirements for capétivte could not have predicted with
any precision. Along with these obligations, thedFitas imposed deadlines for compliance with thesedates. We may not be able to proy
services that comply with these mandates in tinmrae¢et the imposed deadlines. Further, we canndigine@hether other mandates, from the
FCC or other regulatory authorities, will occuttlire future or the demands they may place on outat@xpenditures. For more information
our regulatory environment and the risks it presémtus, see “ltem 1 — Business — Regulation”.
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Our network capacity and customer service system may not be adequate and may not expand quickly enough to support our anticipated
customer growth.

Our financial and operational successddp on ensuring that we have adequate networkitgpsufficient infrastructure equipment
and a sufficient customer support system to accoaateoanticipated new customers and the commensocaéase in usage of our network.
Our failure to expand and upgrade our networkduding obtaining and constructing additional céks, obtaining wireless telephones of the
appropriate model and type to meet the demandgsfierences of our customers, and obtaining additispectrum to meet the increased
usage, could have a material adverse effect obuginess. Further, as a result of our dividendcgobur available cash to expand and upgrade
our network may be limited.

We depend on satisfactory labor relations.

Labor costs are a significant componémun expenses, and approximately 78% of our waddas represented by the IBEW. As a re
of our collective bargaining agreement with the ¥BEve may experience pressure to increase wageberedits for our employees. We may
make strategic and operational decisions that reqhé consent of the IBEW. The IBEW may not previdnsent when we need it, or it may
require additional wages, benefits or other consiiten be paid in return for its consent. In additiour collective bargaining agreement with
the IBEW expires at the end of 2009. We cannotraspou that future collective bargaining agreemaerilishe on terms in line with our
expectations or comparable to agreements entet@tyrour competitors. Any future agreements mayeaase our labor costs or strain our
relationship with our represented employees.

We depend on key members of our senior management team.

Our success depends largely on the skiligerience and performance of key members ofenior management team, as well as our
ability to attract and retain other highly qualifimmanagement and technical personnel. There issateompetition for qualified personnel in
our industry, and we may not be able to attractretain the personnel necessary for the developofesir business. Our remote location also
presents a challenge to us in attracting new senéragement talent. If we lose one or more of eyrdmployees, our ability to successfully
implement our business plan could be materiallyeaskly affected. We do not maintain any “key petsesurance on any of our personnel.

We rely on a limited number of key suppliers and vendors for timely supply of equipment and services for our network infrastructure. If these
suppliersor vendors experience problems or favor our competitors, we could fail to obtain sufficient quantities of the equipment and services
we reguire to operate our business successfully.

We depend on a limited number of supplard vendors for equipment and services for owaré. If these suppliers experience
interruptions, patent litigation, or other probleresbscriber growth and our operating results ceufter. If our supplier uses its proprietary
technology, including CDMA technology, as an inedgromponent of our network, we may be effectivebjked into one or few suppliers for
key network components. As a result, we have beaefrent upon a limited number of network equipmexa@nufacturers. In the event it
becomes necessary to seek alternative suppliergearbbrs, we may be unable to obtain satisfacepiacement suppliers or vendors on
economically attractive terms on a timely basisatoall, which could increase costs and may caissagtion in service.

A failure of our network could cause significant delays or interruptions of service, which could cause usto lose customers.

To be successful, we will need to corgitw provide our customers reliable service ovematwork. In certain important cases, our
systems lack redundancy or diversity, which reddlegeliability of our network. Our network andrastructure are constantly at risk of
physical damage to access lines or other inopésabg a result of human, natural, or other factdrgese factors may include labor strikes,
pandemics, acts of terrorism, sabotage, naturaktiss, power surges or outages, software detexiactor or vendor failure, and other
disruptions that may be beyond our control. Our tavg-haul fiber optic cable is not expected tacbenxmercially available until early 2009.
Thus, should our existing fiber optic capacity cecting our Alaskan network to the Lower 48 becommadged or otherwise inoperable, the
limited redundancy currently available to us wolikely result in severely degraded or unavailaldareections to the Lower 48 on our netwi
Should we experience a prolonged system failue significant service interruption, our customesyrohoose a different provider, and our
reputation may be damaged.

A failure of enhanced emergency calling services associated with our network may harm our business.

We provide E-911, service to our custawenere such service is available. We also confract time to time with municipalities to
upgrade their public safety answering points shelh those facilitates become capable of receivimgransmission of a 911 caller’s location
information and telephone number. If the emergearaticenter is unable to
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process such information, the caller is providely tasic 911 services. In these instances, thegeney caller may be required to verbally
advise the operator of such caller’s location atttime of the call. Any inability of the answeripgint to automatically recognize the caller’s
location or telephone number whether or not it og@s a result of our network operations may casde incur liability or cause our reputat
or financial results to suffer.
We cannot assure you that we will be able to successfully integrate any acquisitions we may make in the future.
We continually explore acquisitions. Hewe any future acquisitions we make may involvesmr all of the following risks:

. diversion of management attention from operatingtens;

. unanticipated liabilities or contingencies of acgdibusinesse:

. failure to achieve projected cost savings or césh from acquired businesse

. inability to retain key personnel of the acquiregsiness or maintain relationships with its custa@y

. inability to successfully integrate acquired busses with our existing businesses, including infdram-technology system:
personnel, products and financial, computer, pagrad other systems of the acquired busine:

. failure to obtain necessary regulatory approv

. difficulties in enhancing our customer suppogowrces to adequately service our existing custeiered the customers of the
acquired businesses; a

. difficulty in maintaining uniform standards, congpprocedures and policie

Further, as a result of our dividend ppknd other factors which affect the availabitiyus of capital resources, we may not have
sufficient available cash or access to sufficiagital resources necessary to complete a transaetien if such a transaction would otherwise
be beneficial to us and our stockholders.

Alternatively, we may issue shares of cammon stock or other securities as considerdtiofuture acquisitions and investments. In the
event any such acquisition or investment is sigaiit, the number of shares of our common stocthenumber or aggregate principal amo
as the case may be, of other securities that weissag may be significant. We may also grant regfisin rights covering those shares or other
securities in connection with any such acquisitiand investments.

The successful operation and growth of our businesses depends on economic conditionsin Alaska.

Substantially all of our customers anéragions are located in Alaska. Due to our geodcaploncentration, the successful operation
and growth of our businesses depends on economditmms in Alaska. The Alaskan economy, in turepends upon many factors, including:

. the strength of the natural resources industri@giqularly oil production
. the strength of the Alaskan tourism indus

. the level of government and military spending;

. the continued growth of services industr

The customer base for telecommunicats@mgices in Alaska is small and geographically emtiated. According to U.S. Census Bureau
estimates, the population of Alaska is approxinya®&17,000 as of July 1, 2007, approximately 61%vdém live in Anchorage, Fairbanks and
Juneau. We do not know whether Alaska’s economlygrdlw or even be stable.

Wireless devices may pose health and safety risks and driving while using a wireless phone may be prohibited; as a result, demand for our
services may decrease.

Media reports have suggested that, ardlest have been undertaken to determine wheth#ajrceadio frequency emissions from
wireless handsets and cell sites may be linketimwus health concerns, including cancer. Furttaglip frequency emissions may interfere
with various electronic medical devices, includirgaring aids and pacemakers. If consumers’ heattherns over radio frequency emission
increase, they may be discouraged from using vésdt@ndsets. In addition, studies have indicatadusing wireless devices while driving
may impair a driver’s attention. Regulators may @® or increase restrictions on the location aretaijon of cell sites or increase regulation
on the use of handsets; and wireless providerstraaxposed to litigation. New government regulaionthese matters may adversely affect
our results of operations.
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Risks Related to our Common Stock
You may not receive the level of dividends provided for in our dividend policy or any dividends at all.

We are not obligated to pay dividendsr Breard of directors may decide not to pay divideatany time and for any reason. We might
not generate sufficient cash from operations inftiere to pay dividends on our common stock inittended amounts, or at all. If our cash
flows from operations for future periods were tt ffleelow our minimum expectations, we would neettiei to reduce or eliminate dividends
to the extent permitted under the terms of ouraesriedit facility or any future agreement govemour debt, fund a portion of our dividends
with borrowings or from other sources. Future dévids, if any, will depend on, among other things,results of operations, cash
requirements, financial condition, contractual iesbns, business opportunities, any competitivéeshnological developments, our increased
need to make capital expenditures, provisions pfiegble law, and other factors that our boardicdators may deem relevant. Should we
reduce or eliminate dividends, the market pricewafcommon stock may decline.

Possible volatility in the price of our common stock could negatively affect us and our stockholders.

The trading price of our common stock rbayolatile in response to a number of factorsyra which are beyond our control,
including actual or anticipated variations in gedst financial results, actual or anticipated vaoias in our dividend policy, changes in
financial estimates by securities analysts, aneancements by our competitors of significant adtjoiss, strategic partnerships, joint ventL
or capital commitments. In addition, our finanagia$ults or dividend payments may be below the erftieas of securities analysts and
investors. In addition, the U.S. securities markeatge recently experienced significant price anldme fluctuations. These fluctuations often
have been unrelated to the operating performanceropanies in these markets. Broad market and findizetors may negatively affect the
price of our common stock, regardless of our ojiaggierformance. Volatility in our stock price redkess of cause could materially adversely
affect the trading market and prices for our comrstmek, as well as our ability to issue additiosedurities or to secure additional financing.

Iltem 1B. Unresolved Staff Comments

None

Item 2. Properties

We own and lease office facilities anldtexd equipment for executive headquarters, adimétige personnel, central office buildings, .
operations in locations throughout Alaska. Our @pal executive and administrative offices are teddn Anchorage, Alaska. We believe we
have appropriate easements, rights of way and atin@ngements for the accommodation of our pokslimnderground conduits, aerial,
underground and undersea cables and wires, antksgreowers and antennas, although we believe titeperties do not lend themselves to
simple description by character and location.

In addition to land and structures, onaperty consists of equipment necessary for theigien of communication services. This inclu
central office equipment, customer premises equipr(@PE) and connections, radio and wireless aaernowers, pole lines, video head-end,
remote terminals, aerial, underground and underabke and wire facilities, vehicles, furniture dindures, computers and other equipment.
also own certain other communications equipmerd bslinventory for sale or lease.

Substantially all of our assets (inclgdthose of our subsidiaries) have been pledgedlkgeral for our 2005 senior credit facility.

Item 3. Legal Proceedings

We are involved in various claims, legefions and regulatory proceedings arising in tidénary course of business, including various
legal proceedings involving regulatory matters diésd under “ltem 1-Business—Regulation”. We hamrded litigation reserves of
$0.1 million as of December 31, 2007 against certarrent claims and legal actions. We believe thatisposition of these matters will not
have a material adverse effect on our consoliditeacial position, results of operations or cdsiwé.

The information set forth under “Note 2@Gemmitments and Contingencigs’the Notes to Consolidated Financial Statementsyded
in Part IV, Iltem 15 of this Report, and is incorpiad herein by reference. For an additional disonssf certain risks associated with legal
proceedings, see the section entitled “Risk Fattorkem 1A of this Report.

Item 4. Submission of Matters to a Vote of SecurityHolders

No matters were submitted to a vote otiséy holders during the quarter ended DecembefGQ7.
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PART I

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters

Our common stock is traded on the NASDBQbal Select Market under the symbol ‘ALSK’. Thaléwing table presents, for the
periods indicated, the high and low sales pricesunfcommon stock as reported by NASDAQ.

2007 Quarters High Low
4th $16.48 $14.12
3rd $15.92 $12.60
2 nd $17.15 $14.75
1st $16.85 $13.40

2006 Quarters High Low
4th $15.86 $13.10
3rd $14.47 $11.51
2nd $13.08 $11.00
1st $12.63 $ 9.40

As of March 6, 2008, there were 42.9imillshares of our common stock issued and outstgradid approximately 357 record holder
our common stock. Because many of our shares sfiegicommon stock are held by brokers and othaitinions on behalf of stockholders,
we are unable to estimate the total number of stolders represented by these record holders.

Dividends

On October 28, 2004, we announced thetamtoof a dividend policy by our board of direct@nd declared our first quarterly dividend
of $0.185 per share, which was paid on Januar@@5 to holders of record on December 31, 2004 .folawing table summarizes all of the
dividends paid from that date forward:

Announcement Ex-Dividend Amount
Date Date Record Date Payment Date Paid

10/28/200: 12/29/200: 12/31/200: 1/19/200! $0.18¢
3/21/200! 3/29/200! 3/31/200! 4/19/200! $0.20C
6/14/200! 6/28/200! 6/30/200! 7/20/200! $0.20¢
9/16/200! 9/28/200! 9/30/200! 10/19/200! $0.20C
11/29/200! 12/28/200! 12/30/200! 1/18/200¢ $0.20¢
2/23/200t 3/29/200t 3/31/200t 4/19/200t¢ $0.21¢
6/21/200t 6/28/200t 6/30/200t 7/19/200t¢ $0.21¢
9/15/200t 9/27/200t 9/29/200t 10/18/2001 $0.21¢
12/19/2001 12/27/2001 12/29/2001 1/17/200° $0.21¢
3/21/200° 3/28/200° 3/30/200° 4/18/200° $0.21¢
6/20/200° 6/27/200° 6/29/200° 7/18/200° $0.21¢
9/18/200° 9/26/200° 9/28/200° 10/17/200 $0.21¢
12/17/200 12/29/200 12/31/200° 1/17/200¢ $0.21¢

Based on approximately 42.9 million skavatstanding on March 6, 2008, we estimate divddgrayable during 2008 to be
approximately $36.9 million.

Our ability to make dividend paymentshe future will depend on future economic condisi@md on financial, business, regulatory and
other factors, many of which are beyond our contkekordingly, our board of directors may modifyreroke this policy at any time. Thus,
you may not receive any divident

Factors that may affect our dividend pplare:

. we are a holding company and rely on dividenutgréest and other payments, advances and trarfdterds from our
subsidiaries to meet our debt service and pay elndd;
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. we may not have enough cash to pay dividends dakanges in our operating earnings, working capéglirements an
anticipated cash neec

. nothing requires us to declare or pay dividel

. while the dividend policy adopted by our board wédtors reflects an intention to distribute a ¢absal portion of our cas
generated by our business in excess of operatiedspénterest and principal payments on debt apifat&xpenditures, to pay
dividends, our board could modify or revoke thisiggoat any time:

. even if our dividend policy is not modified ovoked, the actual amount of dividends distributader the policy and the decision
to make any distribution will remain, at all timesitirely at the discretion of our board of direst

. the amount of dividends that we may distribute Wéllimited by restricted payment and leverage nawés in our 2005 senior cre
facility, and potentially, the terms of any futudebt that we may incu

. the amount of dividends that we may distributeuigjsct to restrictions under Delaware law; i
. our stockholders have no contractual or other leght to dividends

See “ltem 1A—Risk Factors—Risks related to @Gommon Stock”. You may not receive the level ofidiends provided for in our dividend
policy or any dividends at all.

Securities Authorized for Issuance under Equity Compensation Plans

The information set forth in this Report untiéem 12—Security Ownership of Certain Benefidavners and Management and Related
Stockholder Matters—Securities Authorized for Isgeaunder Equity Compensation Plans” is incorpadratrein by reference. For additional
information on our stock incentive plans and atgivsee “Note 14 — Stock Incentive Plans” in theédéoto Consolidated Financial Statements,
included in Part IV, Item 15 of this Report.

Item 6. Selected Financial Data
Selected Historical Financial Data

The following selected consolidated financiata should be read in conjunction with our Comistéid Financial Statements and the Notes
thereto in Part Il, Item 8 and “Management’s Distos and Analysis of Financial Condition and ResoftOperationsin Part Il, Item 7 of thi
report. The information presented in following &bhas been adjusted to reflect the restatemenirafonsolidated financial results which is
more fully described in the “Explanatory Note Retiag Restatement of our Consolidated Financiale®tants” immediately preceding Part |
of this Form 10-K and in Note 2 “Restatement of S&didated Financial Statements” in the notes tocthesolidated financial statements. We
derived the selected consolidated financial datef &ecember 31, 2007, 2006, 2005, 2004 and 2083arthe years ended December 31,
2007, 2006, 2005 and 2004 from our audited conaitifinancial statements, and accompanying nimelsided in Part Il, Item 8 of this
report. The consolidated statements of operatiate fbr the year ended December 31, 2006 and thentidated balance sheet data as of
December 31, 2006 have been restated in connesgiibrihe restatements discussed in Note 2 of theso the consolidated financial
statements.

Restated (A)

(% in thousands 2007 2006 2005 2004 2003
Operating Data:
Operating revenue $385,78! $348,72: $326,80¢ $302,70° $323,84°
Income/(loss) from continuing operatia 144,13t 13,27¢ (41,635 (39,299 (6,57¢)
Income/(loss) from continuing operations per share
— basic $ 3.3¢ $ 0.3z $ (1.09 $ (139 $ (0.22)
Cash dividends per she 0.8€ 0.8¢ 0.8C 0.1¢ —
Balance Sheet Data (end of period’
Total asset $663,20: $556,21¢ $576,41: $637,12° $685,39:
Long-term debt, including current portic 432,99¢ 438,21 445,57¢ 525,88¢ 550,22(

(A) See “Explanatory Note” on the front ofgtiform 10-K, “Restatement of Consolidated Finanstatementsin Part I, Item 7 and Note
to the Consolidated Financial Statements in Paftdin 8 of this report.

A comparison of the restated amounts aboteae@mounts originally reported for the consolideggatements of operations and the
consolidated balance sheet are detailed in thegdidlow.
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2006

(% in thousands As reported Adjustments As restated
Operating Data:

Operating revenue $349,81° $(1,09¢) $348,72:

Net Income 19,99 (6,716 13,27¢

Income/(loss) from continuing operations per sl— basic $ 0.4¢ $ (0.1€) $ 0.3z

Cash dividends per she 0.8¢ — 0.8€
Balance Sheet Data (end of period

Total asset $562,32: $(6,105) $556,21¢

Long-term debt, including current portic 438,21 — 438,21

Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion and analysis showdddad in conjunction with the consolidated finahstatements and related notes and the
financial information included elsewhere in thigfRol0-K.

Restatement of Previously Issued Financial Results

In this Form 10-K, we are restating our coitsibd balance sheet as of December 31, 2006 hametfated consolidated statements of
income, stockholders’ equity and cash flows fortsyear. We are also restating the unaudited quafteancial information and financial
statements for all interim periods in 2006 and 2@ar previously filed annual report on Form 10+dajuarterly reports on Form 10-Q
affected by the restatements have not been amemdeshould not be relied upon.

Adjustments Made as a Result of Restatement
Adjustment to Depreciation Expenses

We identified errors in our previously repartdepreciation expense for fiscal year 2006 anditbiethree fiscal quarters of 2007. Certain
groups of assets employed in the Compaimytrastate operations are depreciated over estelivks as required by state regulations, giviag
to “regulatory assets”. As the result of a prograatimerror, we incorrectly ceased to depreciatsehregulatory assets prior to their becoming
fully depreciated. We recorded additional deprémmatharges and a corresponding reduction of ayulatory asset of $5,818 for the year
ended December 31, 2006 and $5,180 for the ninehm@mded September 30, 2007.

Other Adjustments Made in Connection with Restat¢éme

As part of the restatement, we also made adprss to the four quarterly interim periods in 8@hd the first three interim periods in 2007
to correct errors identified which were not matetdeour financial statements for the respectivequis, either individually or in the aggregate.
Adjustments included (i) the recording of additibwéreline access revenue of $3,115 in the firsteninonths of 2007. The adjustment was
made pursuant to a true up of cost studies perfdehgear end using actual results rather thamnpiredry budget information used during the
year; (i) the capitalization of interest expensefonds used during construction of $625 in firsee quarters of 2007 and $658 for the 1
quarterly periods in 2006; and (iii) a reductiormdfeline revenue related to the non-eliminatiorao€rued intercompany revenue that had the
effect of overstating quarterly revenues by $44thnfirst three quarters of 2007 and $615 forfthe quarterly periods in 2006.
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The tables below present the decrease in 880Bicome resulting from the individual restatetresjustments for each respective period
presented:

2006 Reconciliation of the Consolidated Statement ®@perations

As Reportec Adjustments As Restate(
Operating revenue
Wireline $ 234,23 $ (882) $ 233,35:
Wireless 115,58 (214) 115,37(
Total operating revenue 349,81 (1,096 348,72:
Operating expense
Wireline (exclusive of depreciation and amortizaji 172,43¢ (15) 172,42:
Wireless (exclusive of depreciation and amortizgt 62,02: 45€ 62,47¢
Depreciation and amortizatic 63,25¢ 5,83 69,09¢
Loss (gain) on disposal of assets, 1,10t — 1,10¢
Total operating expens 298,82: 6,27¢ 305,10(
Operating incomi 50,99¢ (7,374 43,62
Other income and expens
Interest expens (31,109 65€ (30,449
Loss on extinguishment of de (9,650 — (9,650
Interest incomt 1,83¢ — 1,83¢
Other 8,36( — 8,36(
Total other income and exper (30,55%) 65€ (29,900
Income before income tax exper 20,43: (6,716 13,721
Income tax expens (449 — (443
Net income $ 19,99 $ (6,716 $ 13,27¢
Net income per shar
Basic $ 0.4¢ $ (0.1 $ 032
Diluted $ 0.4¢ $ (0.1%) $ 031
Weighted average shares outstanc
Basic 42,04t 42,04¢
Diluted 43,38 43,38

Where to Find Restated Financial Statements

We set forth in Note 2 of the Consolidateddricial Statements in Part I, Item 8 of this reptne restated financial statements for the fiscal
year ended December 31, 2006, together with reliogdénformation to the consolidated financial staents previously filed in the Compi’s
Annual Report on 10-K for such fiscal year.

We set forth restated quarterly financial mfiation for the three months ended March 31, Jinengl September 30 in each of 2006 and
2007 and December 31, 2006, together with recamgiliformation to previously issued financial stagnts in Note 2, “Restatement of
Consolidated Financial Statements” in Part Il, li@mf this report.
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Overview

We believe we are the leading provider ofgns¢ed communications services in Alaska. Our wiesbusiness comprises one of the most
expansive end-to-end Internet Protocol (IP) netwamnkAlaska and the largest local exchange caneérork in Alaska. We believe our
wireless business comprises the most extensivablelwireless network in Alaska and the only Akskireless network with “third-
generation” data transmission capabilities. Forannformation on our business, services, and pitsdsgee “ltem 1—Business” in Part | this
Form 10-K.

The sections that follow provide informatidsoat important aspects of our operations and imvests and include discussions of our results
of operations, financial condition and sources asek of cash. In addition, we have highlightedtkegds and uncertainties to the extent
practicable. The content and organization of tharfcial and non-financial data presented in thesBans are consistent with information we
use in evaluating performance and allocating resmuniVe also monitor the state of the economy meigg. In doing so, we compare Alaskan
economic activity with broader economic conditioimsgeneral, we believe that the Alaskan telecomoations market as well as general
economic activity in Alaska, differs in importanays from the broader U.S. economy. These diffeeimadude, among others, the cost of
long-haul telecommunications bandwidth, militaryivty, local customer preferences, median persarame, average usage of Internet
technology, unemployment levels, housing actiaigtjvity in the oil and gas markets, tourism, amchl political activity.

Our results of operations, financial positéord sources and uses of cash in the current amefperiods reflect our focus on the following
strategic imperatives:

. Emphasis on Toj-Line Growth : We emphasize revenue growth as well as growtteircash provided by operating activities.
devote more resources to higher growth markets asahireless, including wireless data, wirelinedalipand connections, including our
long-haul fiber investment connecting our netwarkhe lower 48, as well as expanded strategic aeswio business markets, rather than
to the traditional wireline voice marke

. Investment with Discipline: We focus on gaining market share in those mairketiscontain high revenue producing customersulr
wireline business, we focus on deploying and sgliroadband connections in each market coveredibyetwork. We have targeted
investment in deploying high-speed fiber conduttiin and between Alaska’s urban centers. We haseasingly targeted carrier and
enterprise customers. Revenues from these custgrews4d4.7% compared with last year, primarily drivby sales of advanced IP
services and increases in revenues from agreeméhtsarriers to terminate their Alaskan long-diste traffic. We have directed
resources towards offering wireless plans that erage customer adoption of large monthijnute postpaid plans and unlimited posty
plans. We also promote an unlimited data and teedsage package. These investments have been madet, ito maintain a competitive
position against a new national wireless providarkat entrant. By directing resources to providémited wireless plans and Alaska
plans, we seek to distinguish ourselves from oumpetitors.

. Profitability Improvement: We seek to increase operating income and margirZ007, cash provided by operations increased (324
compared to 2006. Our operating income margin t@dé.7% in 2007, compared with 12.5% in 2006. Sufpg these improvements,
our capital spending continues to be directed tdwgowth markets. High-speed, EVDO, data servideployment of a long-haul fiber
facility connecting Alaska and the Lower 48, ashaslexpanded services to enterprise custometading Metro Ethernet, are examples
of these growth markets. During 2007, capital exiteines were $62.8 million compared with capitgbemditures of $60.0 million in
2006. As a result of our investment in the longitidoer facility, we expect 2008 capital expendéarto be higher than 2007 levels. In
addition, we expect additional capital expenditucesupport the growth of our wireless network antiance its reliability. We expect to
target these capital expenditures based on feedb@mokiarge customers seeking high speed wirelats cbverage, particularly in
Alaské’s North Slope oil fields

. Process ImprovementWhile focusing resources on revenue growth and etatkare gains, we continually challenge our mamagée
team and employees at all levels to lower expetisesigh process improvements. We expect to invetgdhnology-assisted process
improvement, including self-service initiatives. \&epect these efforts, such as call center roumyovements, deploying self-pay
kiosks, and customer service tools, to improveamst structure and maintain or improve operatirgime margins. As a result of past
successes, we have been able to serve more custatmiér maintaining our workforce at or below prievels.

. Pay for Performance: We embrace a culture of urgency and accountabifity.establish goals for all of our employees thatted to th
imperatives described above. We seek to provideonfrepresented employees cash incentives anty equmpensation that are tied to
these goals. In addition, we seek to, wheneverilplessnclude our represented work force as pgudiots in our pay-for-performance
equity compensation program. Inclusion of our repréed work force requires, however, a commitmémanagerial resources to
negotiate with uniol
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representatives to gain acceptance, and we mayensiiccessful in gaining such acceptance. We desigutive compensation progra
carefully to align executivi and shareholde’ long-term interests

We aim to create value for our shareholdersdrgfully investing cash flows generated by thsifess in specific opportunities and
transactions that support these imperatives. litiaddwe use our cash flows to maintain and grawdividend payout to shareholders. In li
of our expected heavy capital expenditures in 28608;ever, our board of directors has maintainedcoarent $0.86 per share annual dividend
policy throughout 2007. Under this policy, the canp returned approximately $36.7 million in castidinds to our stockholders during 2(
Revenue Sources by Segment

Wireline

Revenue from our wireline business servicggeigerated from retail, wholesale and enterpris¢éoooer segments as well as from the
provision of network access services to interexgleaand wireless carriers.

Our Retail Business:
We generate revenue from retail residentidllaumsiness customers primarily from:
. Basic local telephone service including featuresustomers within our service are
. ISP services including DSL and dial
. Long distance service
. Space and power services to business customer
. CPE sales to business custom

The number of local telephone customers weeseontinues to steadily decline. We expect tl@adrto continue. Conversely, we have seen
a steady increase in DSL and lodigtance subscribers. The table below sets fotthasiber numbers as of December 31, 2007, 2002608:

As of December 31

2007 2006 2005
Local telephont 185,65¢ 194,81! 199,34
Annual growth rate -4.7% -2.3% -3.3%
DSL 47,50: 44,06¢ 35,84«
Annual growth rate 7.8% 22.9% 45.1%
Dial up 9,12¢ 12,59: 17,40
Annual growth rate -27.5% -27.6% -23.8%
Long distance 65,25¢ 63,99¢ 56,311
Annual growth rate 2.0% 13.6% 19.7%

Our Wholesale Business:
We generate revenue from wholesale customeraply from:
. Providing competitive local service to CLECs orheita wholesale or UNE basis as prescribed undefélecommunications Ac
. Carrier billing and collection services; a
. Providing carriers with access to space and poteunracentral office location:

The number of telephone lines we serve onaleglale basis has continued to decline. The ratehofesale line loss has outpaced the ra
retail line loss generally and has acceleratedes?®05. This accelerated decline is primarily altesf a specific CLEC customer migrating its
customers onto its own cable telephony plant. Bbéetbelow sets forth subscriber numbers as of dbee 31, 2007, 2006 and 2005:

As of December 31

2007 2006 2005
UNE and resale loc: 40,69¢ 57,85: 71,54«
Annual growth rate -29.7% -19.1% -18.3%
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Our Enterprise Business:

We generate enterprise revenue from largenbasicustomers; state and federal governmentsitaadcarriers primarily from local and
long distance private line services;

. The provision of virtual network facilities to natiwide carriers for long distance voice terminati
. Advanced network services; a
. Capacity sales on our-state terrestrial fiber facility

Our Network Access Business:

Our LECs provide access service to numeraiesdrchange carriers and may also bill and coltery distance charges from interexchange
carrier customers on behalf of the interexchangeera. The amount of access charge revenue assoeiéth a particular interexchange car
varies depending on long distance calling pattantsthe relative market share of each long distaaoger. The major sources of network
access revenue are:

. Interstate access charg

. Intrastate access charg

. Federal Universal Service support; ¢

. Wireless carrier access charg
Wireless

Our business provides wireless voice and siatéces, other value-added services across ouedwand operated network in Alaska and
across the Lower 49 states and Canada with ouringgpartners. We generate wireless revenue priyneidm:

. The sale of pI- and pos-paid wireless voice plans to our Alaskan subscsit

. The sale of value added feature services, includatg, to our Alaskan subscrib

. Equipment sales

. Providing Lower 48 and Canadian carriers with roggraccess to our network for their subscribers;
. Competitive Eligible Telecommunication Carrier sialiess.

Our wireless business has been a principeéddf revenue growth since 2005. However, as ctitigpeincreases, and markets become
increasingly penetrated, we expect that the pageafth in the future will not reflect our past exjence. The table below sets forth subscriber
numbers as of December 31, 2007, 2006 and 2005:

As of December 3

2007 2006 2005
Retail wireles: 144,45: 130,97: 112,85
Annual growth rate 10.3% 16.1% 19.8%
Wholesale wireles 1,99¢ 3,017 4,68:
Annual growth rate -33.7% -35.6% -27.1%
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Results of Operations

The following table summarizes our companyperations for the years ended December 31, 2008, (as restated), and 2005. Net inci
for the year ended December 31, 2007 was affectiestantially by a one-time, non-cash income taxelieresulting in a net benefit of $111.2
million arising out of the full release of a reseireviously held against our deferred tax asset

Restated
(% in thousands, except per share d 2007 2006 2005
Operating revenue
Wireline $248,26! $233,35: $240,57-
Wireless 137,52( 115,37( 86,23t
Total operating revenue 385,78! 348,72: 326,80¢
Operating expense
Wireline (exclusive of depreciation and amortizaji 179,45¢ 172,42: 167,59
Wireless (exclusive of depreciation and amortizgt 74,30t 62,47¢ 49,407
Depreciation and amortizatic 71,330 69,09¢ 82,81¢
Loss (gain) on disposal of assets, 24¢ 1,10¢ (152
Total operating expens 325,34¢ 305,10( 299,66¢
Operating incom 60,43¢ 43,62: 27,141
Other income and expens
Interest expens (28,74)) (40,09 (70,77¢)
Interest income and oth 1,24¢ 10,19¢ 2,00(
Total other income (expens (27,49) (29,900 (68,776
Income/(loss) before income tax 32,94 13,72: (41,639
Income tax benefit (expens 111,19 (443 —
Net income/(loss $144,13¢ $ 13,27¢ $(41,63%)
Net Income/(loss) per shal
Basic $ 3.3¢ $ 0.32 $ (1.09
Diluted $ 3.2¢ $ 031 $ (1.09
Weighted average shares outstand
Basic 42,70! 42,04¢ 40,18¢
Diluted 44,18¢ 43,38’ 40,18¢
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Year ended December 31, 2007 Compared to the Yearded December 31, 2006
Wireline

The following table summarizes wireline reverny source for the years ended December 31, 2008, (as restated), and 2005.

Year Ended December 31,

2007 2006 2005
Amount Change Amount Change Amount
Wireline Revenue by Source
Retail $ 97.¢ 2.4% $ 95.€ -2.€% $ 98.2
Wholesale 23.€ -7.1% 25.4 -19.4% 31.t
Access 100.¢ 6.8% 94t -0.€% 95.4
Enterprise 25.€ 44.1% 17.€ 15.5% 15.5
$ 248.c 6.4% $ 233.¢ -3.C% $ 240.¢

Operating Revenues

Retail: Retail revenue increased by $2.3 million, or 2.402007. The increase was primarily driven by grointrevenue from our DSL
subscriber base of $1.6 million and a $1.2 milliecrease in long distance sales. These gains vifset i part by a $0.6 million decline in
local exchange revenue primarily associated wisidential line losses; and a $0.7 million declinglial up ISP revenue.

Declines in retail switched access lines ivise of 4.7% in 2007 were concentrated in thedesiial market and were driven by wireless
substitution and competition. During 2007 we ad8@D0 DSL connections and exited the year with@F BSL subscribers.

Wholesale:Wholesale revenues decreased by $1.8 million,X®67in 2007 due to declines in UNE and wholesatalloevenue of
$2.9 million which is primarily attributable to tlgoing migration of lines leased to our key cotitpeto cable telephony, offset in part by a
negotiated increase in rates. These losses wetiallyanffset by higher revenues from billing andllection, and space and power services.

Total UNE and wholesale lines declined by 2®i@ 2007, to 40,700, as a result of the ongoingration of lines over to cable telephony.
a result of ongoing declines in UNE and wholesatal lines, we expect that wholesale revenue witlide as a component of wireline reve
for the foreseeable future.

Network Access:Network access revenues increased by $6.4 mikkinh,8% in 2007. This revenue increase is countértger term
trends where we foresee network access revenuimidgchs a component of wireline revenue, and wasgrily attributable to positive
settlements of $4.5 million with NECA and $2.0 iaifi with USAC regarding our cost studies.

Enterprise: Enterprise revenue increased by $8.0 million, or % in 2007 due to $3.0 million in revenue frore firovision of virtual
network facilities to Lower 48 carriers for longstiince voice termination; $2.4 million from a cdpeexchange agreement with another
carrier; $1.5 million from higher sales of advanoedwork services to large business and governmestomers; and an incremental
$1.0 million of capacity sales on our terrestribef.

Wireless

Wireless revenue increased $22.2 million, 2%, to $137.5 million for the year ended Decen8igr2007 compared to $115.4 million for
the year ended December 31, 2006. This increahgeiprimarily to the following:

. growth in average subscribers of 13.1% to 140,86@1124,591 for the year ended December 31, 2062806, respectively

. an increase in average ARPU of 6.6% to $62.58 68171 for the year ended December 31, 2007 an@, 288pectively, primarily ¢
a result of increased plan revenue, feature revemineless data revenue, roaming revenue, regylatmcharges and receipt of CETC
funding which added $10.69 and $9.49 to wireles®BRor the year ended December 31, 2007 and 2@8fectively

. higher phone and accessory sales in the yeadddeleember 31, 2007 resulting in $9.3 million ohtiset revenue compared to
$8.2 million for the year ended December 31, 2@0ft
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. higher revenue from n-ACS customers roaming on our network resultinghird-party roaming revenue increasing to $18.1 mil
from $14.2 million for the year ended DecemberZ107 and 2006, respective

Operating Expense

Operating expense increased $20.2 millior6.6%, to $325.3 million for the year ended Decen8igr2007, from $305.1 million for the
year ended December 31, 2006. Depreciation andtemation associated with the operation of eachwfsegments has been included in t
depreciation and amortization.

Wireline: Wireline expenses, which include local telephonggrihet and interexchange operating costs incregig@dmillion, or 4.1%, for
the year ended December 31, 2007. The increasemianiy attributable to activity supporting ourtémnet service offerings including $3.1
million in ISP access and circuit expense and #$iilon in DSL COGS. Additionally, we saw a $1.5lhain increase in advertising expenses,
and a $1.7 million increase in expenses assocwitbdarge CPE contracts. These expenses werafhaifset by $1.0 million in net non-
recurring expense benefits comprising $1.8 millimm a favorable settlement of a long term prop&agydispute and $0.8 million in conting
liability charges for an anticipated loss on a \@malgreement.

Wireless: Wireless expense increased $11.8 million, or 18f@¥%ihe year ended December 31, 2007 compardtbtgdar ended
December 31, 2006. The increase is primarily atteble to $7.2 million in costs associated withangling our wireless footprint, an increase
of $2.0 million in handset and accessory and datgent expense and a $2.3 million increase in eyeglcales and service costs to support our
growing customer base.

Depreciation and Amortization: Depreciation and amortization expense increase2ii§llion, or 3.2%, for the year ended December 31,
2007 compared to the year ended December 31, Zb@6change is due to an increase in depreciabdt base partially offset by a number of
asset classes reaching their maximum depreciafgle. lin addition, as more fully set forth in thetegement information contained earlier in
this Item 7, we recorded additional depreciatiopesse and a corresponding reduction of our regylasset of $5.2 million for the nine
months ended September 30, 2007.

Loss on Disposal of Assetsthe loss on disposal of assets decreased yeayeae$0.9 million from December 31, 2006, due gher
retirements in the prior year arising from our @esimprovement initiatives.

Other Income and ExpenseOther income and expense was a net expense of 82llidh in the year ended December 31, 2007, a
decrease of 8.0% from the $29.9 million in the yeraded December 31, 2006. The decline is primatthjputable to a number of large prior
year nol-recurring transactions. These transactions incwd$9.6 million loss on the extinguishment of delffiset by a $6.7 million gain on
the liquidation of the Rural Telephone Bank (“RTB&hd a $2.0 million gain on the purchase of theské terrestrial assets from Crest
Communications, LLC. In the current year we incdr$®.4 million in loss on the extinguishment of tlabd recorded $0.6 million for gains
from the RTB liquidation that are payable to ougulated intrastate wireline customers.

Income Taxes: In the year ended December 31, 2007, we genetatatlle income which was offset by net operatoss Icarry forwards.
We did, however, incur an alternative minimum taarge of $0.5 million for the same period. PrioDecember 31, 2007 we had fully
reserved the unused income tax benefit resultiog the consolidated losses we have incurred sirme M, 1999, the date of the acquisitio
substantially all of our operations. In 2007, tren@any reversed all of its valuation allowance asnagement now believes it is more likely
than not, that all of the deferred tax asset weltdalized based on the weight of all availablelence, including the last two years of earnings
as well as projected earnings.

Net Income: The increase in net income is primarily a resulthef factors discussed above.

Year Ended December 31, 2006 Compared to Year Endé2kecember 31, 2005
Operating Revenue
Operating revenue increased $21.9 millior6.@P6, for the year ended December 31, 2006 compardét year ended December 31, 2005.
Wireline

Retail: Retail revenue decreased by $2.6 million, or 2.8#2006. The decrease was primarily driven by & $2illion decline in local
exchange revenue associated with residential dissels and the repricing of business lines, a $illibmdecline in dial up ISP revenue, and a
$0.8 million reduction in CPE sales. These losseewffset in part by growth in revenue from ounssibscriber base of $2.6 million.
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Declines in retail switched access lines ivise of 2.3% in 2006 were concentrated in thedesiial market and were driven by wireless
substitution and competition. During 2006 we ad8&00 DSL connections and exited the year with @ RSL subscribers.

Wholesale:Wholesale revenues decreased by $6.1 million, @99in 2007 due to declines in UNE and wholesadallrevenue of
$2.9 million which is primarily attributable to thengoing migration of lines leased to our key cotitpeto cable telephony and a $2.9 million
decline in billing and collection revenues primarissociated with a reduction in affiliate billiagd collection expense.

Total UNE and wholesale lines declined by ¥®ih 2006 to 57,900 as a result of the ongoing atign of lines over to cable telephony. As
a result of ongoing declines in UNE and wholesaéal lines, we expect that Wholesale revenue eitlide as a component of Wireline
revenue for the foreseeable future.

Network Access:Network access revenues decreased by $0.9 miio®.9% in 2007. The decease was driven by a $illi®mdecline in
wireline network access revenue offset in part B9 8 million increase in access revenue earnad Wwireless carriers. We expect that
Network Access revenue will decline as a compobnéhYireline revenue for the foreseeable futt

Enterprise: Enterprise revenue increased by $2.4 million, o6%g in 2006 due to $1.7 million in higher salesadanced network
services to large business and government custparetst1.0 million in revenue earned from our tetnial fiber asset which we acquired in
April 2006.

Wireless

Wireless revenue increased $29.1 million,38%, to $115.4 million for the year ended Decen8ier2006 from $86.2 million for the year
ended December 31, 2005. This increase is due plyniathe following:

. growth in subscribers year over year of 14.0% atebeber 31, 200¢

. an increase in average revenue per (*ARPU") of 7.8% to $58.71 for the year ended December 8a6 2from $54.45 for the ye
ended December 31, 2005, primarily as a resulnpfoved subscriber mix with a higher proportiorpost paid retail subscribers,
increased plan revenue, feature revenue, roamignue, regulatory surcharges and receipt of CET@ifig which added $9.49 and
$7.33 to cellular ARPU in 2006 and 2005, respebtiv

. higher revenue from n-ACS customers roaming on our network resultinghird-party roaming revenue increasing to $14.2 mil
from $6.7 million for the year ended December 3I)&and 2005, respective

. $2.4 million in out of period CETC funds receivedtive fourth quarter of 2006; a

. higher gross customer adds, handset upgrades aessacy sales in the year ended December 31, 280&ing in $8.2 million o
revenue compared to $7.1 million for the year erdedember 31, 200!

Operating Expense

Operating expense increased $5.4 million,.8%l to $305.1 million for the year ended Decenfr2006, from $299.7 million for the ye
ended December 31, 2005. Depreciation and amadizassociated with the operation of each of ogmsents has been included in total
depreciation and amortization.

Wireline: Wireline expenses, which include local telephonggrihet and interexchange operating costs increbé&dmillion, or 2.9%, for
the year ended December 31, 2006. The increasemaniy attributable to higher cash and stock lbasempensation costs of $4.4 million and
$3.6 million, respectively, attributable to higleerccess based incentive compensation and incriealsé®r expense driven by customer ser
related functions for supporting our DSL produntrkases in the size of our DSL subscriber basedats/e a $3.8 million increase in DSL
COGS. These expense increases were partially dffsat$4.7 million reduction in affiliate billingnd collection expense for our interexchange
services; a $1.1 million reduction in CPE COGS; arl.4 million reduction in IT and accounting, soling and outside service fees for SOx
compliance and audit work.

Wireless: Wireless expense increased $13.1 million, or 26 f8%ihe year ended December 31, 2006 compardtetyaar ended
December 31, 2005. The increase in total subscridved the continued TDMA to CDMA conversion resdiie an increase of $3.7 million in
handset, accessory and data content expense.Pecember 31, 2006, 94% of our retail customer basided on our CDMA network. The
network build-out resulted in $6.1 million of addital expense. Advertising increased $1.3 milliod &ve experienced an increase in
regulatory charges and outsourced billing and gioming costs of $1.6 million, directly associateith an increase in subscribers and end user
revenue.
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Depreciation and amortization: Depreciation and amortization expense decreatad $nillion, or 16.6%, for the year ended
December 31, 2006 compared to the year ended Dexe3b2005. The decrease is primarily attributableertain asset classes reaching their
maximum depreciable lives. Offsetting these de@gass stated more fully in the restatement consresartier in this Item 7, we restated our
2006 Consolidated Financial Statements to recoditiadal depreciation expense and a correspondidgation of our regulatory asset of
$5.8 million for the year ended December 31, 2006.

Interest expenseAs a result of our debt restructuring activitiederest expense decreased by $5.4 million to $3dl®n for the year
ended December 31, 2006 compared to $35.9 milbothie year ended December 31, 2005.

Loss on extinguishment of debtLoss on extinguishment of debt charges arose frarows accretive debt restructuring transactions.
Tender premiums were $6.4 million in 2006 compace$i18.3 million in 2005 and the write off of unartiped debt issuance costs and
settlement of original issue discounts were $3Honiin 2006 compared to $16.6 million in the sap@ziod last year.

Other: In 2006, we recognized a gain of $6.7 million feliag the liquidation of our stock holding in the BTand a gain of
$2.0 million arising from the settlement of oumsaction to acquire the Crest Communications, LLAt&ska terrestrial fiber network,

Income Taxes:In 2006, we generated taxable income which wa®blfg net operating loss carry forwards. We didyéner, incur an
alternative minimum tax charge of $0.4 million.

Net income:The increase in net income is primarily a resulthef factors discussed above

Liquidity and Capital Resources
Sources

We have satisfied our cash requirementghie year ended December 31, 2007 for operateamstal expenditures and debt service
primarily through internally generated funds. Hoe year ended December 31, 2007, our net cash floavéded by operating activities were
$104.9 million. At December 31, 2007, we had appnaxely $39.8 million in net working capital, apgimately $35.2 million in cash and
cash equivalents; $0.8 million in short-term invesits; and $2.6 million in restricted cash. As eEBmber 31, 2007, we had $45.0 million of
remaining capacity under our revolving credit fiigjlrepresenting 100% of available capacity. Sghsat to December 31, 2007 we invested
excess cash in auction rate securities. Recenttaintiées in the credit markets have resulted iledbauctions for our entire existing portfolic
auction rate securities of $4.5 million. These stugents are no longer currently liquid. For furthformation on our investment in auction r
securities, see “ltem 7A—Quantitative and Qual&aiDisclosures about Market Risk—Liquidity Risk’dafitem 1A—Risk Factors.”

As of December 31 2007, total long-tetoligations outstanding were $433.0 million consigtof a $427.9 million draw from our
$472.9 million 2005 senior credit facility whichdan un-drawn revolving credit facility of $45.0lloin; and $5.1 million in finance lease
obligations. The $427.9 million term loan under 3895 senior credit facility was drawn on Februar2005, July 15, 2005, and February 22,
2006 and generally bears interest at an annuabfdtendon Inter-Bank Offered Rate (“LIBOR”) plus75%, with a term of seven years from
the first closing date and no scheduled principginpents before maturity. The $45.0 million undraewolving credit facility, to the extent
drawn in the future, will bear interest at an arimate of LIBOR plus 2.00% and have a term of s#ans from the date of closing. To the extent
the $45.0 million revolving credit facility undera 2005 senior credit facility remains undrawn,wii pay an annual commitment fee of
0.375% of the undrawn principal amount over itenteWe also entered into floating-to-fixed interete swaps with total notional amounts of
approximately $135.0 million, $85.0 million, $40xllion, $115.0 million and $52.9 million which swahe floating interest rate on the entire
term loan borrowings under the 2005 senior creditlity for a further two to four years at a fixeate of 5.88%, 6.25%, 6.18%, 6.71% and
6.75%, per year, respectively, inclusive of thes%premium over LIBOR. The swaps are accountea@sarash flow hedges.

Our 2005 senior secured credit faciliyizins a number of restrictive covenants and sveintlefault, including covenants limiting
capital expenditures, incurrence of debt and paymkdividends. The 2005 senior credit facility@alequires that we achieve certain financial
ratios quarterly and we are currently operating footably within these restrictions.

Uses

Our networks require the timely mainteceanf plant and infrastructure. Our historical tapéxpenditures have been significant. The
construction and geographic expansion of our wieleetwork has required significant capital. Thplamentation of our interexchange
network and data services strategy is also capihsive. New capital acquisition
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for 2007 totaled $62.8 million, inclusive of $1.9llion in interest capitalized during the coursecohstruction, of which $39.9 million was
expended on recurring maintenance capex requiremn®d3 million was expended primarily on wirelésstprint expansion and capacity
augmentation in the major tourist corridors wheeereceive a seasonal influx of visitors duringsbenmer months; and $12.9 million was
expended on the construction of a long-haul fibeility which once complete will provide telecomnication connectivity between the Lower
48 states and Alaska. We intend to fund futuretabpkpenditures, including our lorigaul fiber build to the Lower 48 states which wémate
will cost approximately $105 million to completexctusive of capitalized interest expense and irgeoverhead allocations with cash on hand,
through internally generated cash flows, borrowingder our revolving credit facility, and incremaindebt.

Our capital requirements may change dumpacts of regulatory decisions that affect daility to recover our investments, changes in
technology, the effects of competition, changesunbusiness strategy, and our decision to punseeific acquisition and investment
opportunities, among other things.

From time to time we make purchases of our outstgndiebt securities on the open market, in negalittansactions or on available call da

The timing and amount of such purchases, if angedd upon cash needs and market conditions, antbegthings. In August 2007, we paid
$4.2 million, exclusive of accrued interest, togenh the final $4.0 million outstanding of our 9%/8enior unsecured notes at their first call

date.

On October 28, 2004, we announced thetamtoof a dividend policy by our board of direct@nd declared our first quarterly dividend
of $0.185 per share. On March 21, June 14, Septeb@eand November 29, 2005, our board of direadedared quarterly cash dividends of
$0.20 per share. In February 2006, we announcetlaand of directors increased our dividend pol@amn annual rate of $0.86 per share, an
increase of 7.5% over the previous annual rat®d@®per share. Based on current shares outstaatiMgrch 6, 2008 of approximately
42.9 million shares, and our current dividend oB80per share, our current annual dividend comnmitrige$36.9 million. Dividends on our
common stock are not cumulative.

We believe that we will have sufficient cash pra@ddy operations, and available borrowing capagiiyer our revolving credit facility and ¢
2005 senior credit facility, to service our delstywur quarterly dividends and fund our operati@agjtal expenditures and other obligations
over the next 12 months. Our ability to meet suglgations will be dependent upon our future finahperformance, which is, in turn, subject
to future economic conditions and to financial,ibass, regulatory, and other factors, many of wliehbeyond our control.

Contractual Obligations

Current accounting standards requirewlidclose our material obligations and commitmémtmaking future payments under contracts,
such as debt and lease agreements, and undergemtttommitments, such as debt guarantees. Wesksolr contractual long-term debt
repayment obligations in Note 9 and our operata@gé payments in Note 5.

Our contractual obligations as of Decengde 2007, are in the following table. Generalbng-term liabilities are included in the table
based on the year of required payment or an edtinfahe year of payment. Such estimates of payiséydsed on a review of past trends for
these items, as well as a forecast of future digtsziCertain items were excluded from the follogviable where the year of payment is
unknown and could not be reliably estimated.

Many of our other non-current liabilitieave been excluded from the following table duthéouncertainty of the timing of payments,
combined with the absence of historical trendingeaised as a predictor of such payments. Of péatioote, costs associated with
construction of our long-haul fiber facility payaldirectly to Tyco Telecommunications under our@upg\greement, which are expected to be
approximately $86 million, are not included in tadle below. We estimate that our committed obiayatinder this agreement for services
rendered was approximately $14.8 million as of Detwer 31, 2007.

Total 2008 200¢-201( 2011-2012 Thereafter
Long-term debt $427,90( $ — $ — $427,90( $ —
Interest on lon-term debt 125,31: 31,761 61,44¢ 32,10( —
Capital lease 5,09¢ 78C 1,281 1,53¢ 1,49¢
Operating lease 56,43! 6,061 10,37( 7,02( 32,98(
Unconditional purchase obligatio 44,79t 10,937 13,55: 6,86: 13,44
Total contractual cash obligatio $659,53¢ $49,54¢ $86,64¢ $475,42. $ 47,91¢
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Off-Balance Sheet Arrangements

We have no special purpose or limitecopge entities that provide off-balance sheet fimamdiquidity, or market or credit risk support,
and we do not engage in leasing, hedging, resesrdiievelopment services, or other relationshigsekpose us to any significant liabilities
that are not reflected on the face of the finarstatements or in “Contractual Obligations” above.

Critical Accounting Policies and Estimates

We have identified certain policies astimates as critical to our business operationsta@dinderstanding of our past or present results
of operations. For additional discussion on theiagfion of these and other significant accountiajcies, see “Notel—Summary of
Significant Accounting Policies” to our consoliddt&nancial statements provided in this report. §éhpolicies and estimates are considered
critical because they had a material impact, oy theve the potential to have a material impactunfimancial statements and because they
require significant judgments, assumptions or etk

The preparation of financial statementsdanformity with accounting principles generalicapted in the United States of America
requires us to make estimates and assumptionaffieat the reported amounts of assets and liadsléind disclosure of contingent assets and
liabilities at the date of the financial statemeansl the reported amounts of revenues and expduoseg the reporting period. Among the
significant estimates affecting the financial sta¢ats are those related to the realizable val@Eadunts receivable, materials and supplies,
long-lived assets, goodwill and intangible assaetsyme taxes and network access revenue resereaglAesults may differ from those
estimates.

Regulatory and Intercompany Accounting

Our consolidated financial statementduide all majority-owned subsidiaries. We and olwrsidiaries follow, where applicable, SFAS
No. 71,Accounting for the Effects of Certain Types of Ratgan . Our local telephone company subsidiaries chatigersubsidiaries based on
regulated rates for telecommunications servicasrénmpany revenue between regulated local telephompanies and all other subsidiarie
not eliminated upon consolidation. Other intercomphalances are eliminated upon consolidation.

Our local telephone company subsidiaa@sount for costs in accordance with the accourgiimgiples prescribed by SFAS No. 71. T
accounting recognizes the economic effects ofnegalation by recording cost and a return on inwesit as such amounts are recovered
through rates authorized by regulatory authorittestordingly, plant and equipment is depreciatedrdives approved by regulators and cer
costs and obligations are deferred based upon eplgreeceived from regulators to permit recovergwth amounts in future years.

We implemented, effective January 1, 2008her depreciation rates for our interstatepietme plant, which management believes
approximate the economically useful lives of thelentying plant. As a result, we recorded a regulatsset under SFAS No. 71, as of
December 31, 2007 and 2006, related to depreciafitimee regulated telephone plant allocable tintiastate and local jurisdictions. If we wi
not following SFAS No. 71, these costs would hagerbcharged to expense as incurred. In 2007, anweas discovered in the calculation that
resulted in the restatement of the balances fotvibve months ended December 31, 2006 and thenrmimghs ended September 30, 2007. See
Note 2 of our consolidated financial statementgifetails regarding the restatement. The balances@mber 31, 2007 and December
2006, are $65.3 million and $59.9 million, respesly. We also have a regulatory liability of $62ulion and $61.5 million at December 31,
2007 and 2006, respectively, related to accumulagewval costs for our local telephone subsidiatfese were not following SFAS No. 71,
we would have followed SFAS No. 143 for asset eatient obligations associated with our regulatezptebne plant. Non-regulated revenues
and costs incurred by the local telephone exchapgeations and non-regulated operations are nouated for under SFAS No. 71. In
accordance with industry practice and regulatoguirements, revenues generated between regulatkdcemregulated group companies are
not eliminated on consolidation; these revenuedddt$38.4 million, $32.8 million, and $32.2 mitidor the years ended December 31, 2007,
2006 and 2005, respectively.

The methodologies discussed above fardehing regulated rates and the resulting revemgecharges are based on rules adopted by
the Regulatory Commission of Alaska (“RCA”). We ibgk the accounting estimates related to affiliateenue and charges are “critical
accounting estimates” because determining theadlostation methodology and the supporting allocafictors: (i) requires judgment and is
subject to refinement as facts and circumstancasgehor as new cost drivers are identified; (i) lsased on regulatory rules which are subject
to change; and (iii) the various subsidiaries magnge provided services which can impact overallscand related charges, all of which
require significant judgment and assumptions amda¢gect consolidated results.
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Revenue Recognition Policies

We recognize revenue for recurring s@viwhen earned, which is usually on a month-to-mbasis. We also recognize non-recurring
revenues, including activation fees and usage temsharges, when earned. Where we have deterntia¢dertain bundled products,
including coupled wireline and wireless servicemstitute arrangements with multiple deliverables,allocate and measure using units of
accounting and our judgment within the arrangerbastd on relative fair values.

Additionally, we establish a bad deberes against uncollectible revenues incurred dutfiegperiod. These estimates are derived
through a quarterly analysis of account aging pesfand a review of historical recovery experiefitee reserve is adjusted when receivables
are deemed to be uncollectible or otherwise paid.aétount for bad debt expense in accordance Wi#83No. 71 which prescribes that
revenue be recognized net of bad debt expense.

We recognize access revenue when itriseelaWe participate in access revenue pools witardelephone companies. Such pools are
funded by toll revenue and/or access charges regllyy the Federal Communications Commission (“FGA&thin the interstate jurisdiction.
Much of the interstate access revenue is initia@iyorded based on estimates. These estimatesrareddigom interim financial statements,
available separations studies and the most rectortration available about achieved rates of retihese estimates are subject to adjustment
in future accounting periods as additional operationformation becomes available for the Compamy the other telephone companies. Tc
extent that disputes arise over revenue settlemertsefer revenue collected until settlement méohagies are resolved and finalized. At
December 31, 2007 and 2006, the Company had rettiedélities of $11.0 million and $21.4 millionespectively, related to its estimate of
refundable access revenue. The decrease in theeahaing the year ended December 31, 2007 of$ddlion was the result of refunds, the
settlement of prior period claims and positivelsatents with NECA and USAC regarding our cost stadi

Debt Issuance Costs and Original Issue Discounts

We amortize using the straight-line metboderwriting and issuance costs associated Wlissuance of our senior credit facility,
senior subordinated notes, senior unsecured notesemior discount debentures over the term ofléie, which approximates the effective
interest method. During 2007, 2006 and 2005, theamy executed a number of transactions, incluthiegearly extinguishment of its 2003
senior credit facility, and the repurchase of iL2&enior unsecured notes and 2009 senior subtedinates. These transactions resulted in a
write off of debt issuance costs in 2007, 2006 20@5 of $.08 million, $1.7 million and $14.8 miltiprespectively. Debt issuance cost
amortization, inclusive of the write offs, in th€dnsolidated Statement of Cash Floia&”2007, 2006 and 2005, was $2.0 million, $3.dioml
and $16.8 million, respectively.

We have issued certain debt instrumeal@vbtheir face value, resulting in original issliscounts that we record net in long-term debt.
These original issue discounts are amortized usiegffective interest method. During 2007, 2006 2005, the Company repurchased its
2011 senior unsecured notes, which resulted inite wif of original issue discount to expense @f&million, $1.5 million and $1.6 million,
respectively. Original issue discount, inclusivetod write offs, in the Consolidated Statement a$iCFlows for 2007, 2006 and 2005, was
$.08 million, $1.5 million, and $2.0 million, respévely.

Income Taxes

We use the asset-liability method of agtting for income taxes. Under the asset-liabititythod, deferred taxes reflect the temporary
differences between the financial and tax bases®éts and liabilities using the enacted tax iateffect in the years in which the differences
are expected to reverse. Deferred tax assets @ueae by a valuation allowance to the extent thettagement believes it is more likely than
not that such deferred tax assets will not bezedliWe released during the fourth quarter inthél existing valuation allowance against our
deferred tax asset.

Non-Operating Expense

We periodically evaluate the fair valdear investments and other non-operating assetimsigtheir carrying value whenever market
conditions indicate a change in that fair valuey &hanges relating to declines in the fair valuaafi-operating assets are charged to non-
operating expense under the caption “Other” inGbasolidated Statement of Operations. These itenusine significant judgment and
assumptions. We believe our estimates are reasgri@sded on information available at the time theye made. However, if our estimates are
not correct or if circumstances underlying ourrasties change, we may incur unexpected impairmemgel in future periods.
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Recently Adopted Accounting Pronouncements

Effective January 1, 2007, we adopted #8NSee “Note 12—Income Taxes” to our consolidéiteahcial statements for additional
information.

Recently Issued Accounting Pronouncements

In February 2007, the FASB issued SFAS™®, “Fair Value Option for Financial Assets dfidancial Liabilities”, or SFAS No. 159.
Under SFAS No. 159, entities may choose to measifi@r value many financial instruments and certather items that are not currently
required to be measured at fair value. SFAS No.dl8@ establishes recognition, presentation, aselature requirements designed to facili
comparisons between entities that choose differssatsurement attributes for similar types of assedsliabilities. SFAS No. 159 does not
affect any existing accounting literature that iieggicertain assets and liabilities to be carriefdiavalue. SFAS No. 159 is effective for us
beginning January 1, 2008. At this time, we doexqtect the adoption of this standard to have agyifstant impact on our financial position
or results of operations.

In September 2006, the FASB issued SFAS1S7, “Fair Value Measurements”, which is effeetfor us beginning January 1, 2008 and
provides a definition of fair value, establishefssamework for measuring fair value, and expandsldgires about fair value measurements for
future transactions. We do not expect the adopifahis pronouncement to have a material impaawrfinancial position or results of
operations.
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Item 7A. Quantitative and qualitative disclosures &out market risk

As of December 31, 2007, we had outstamdenior unsecured notes and our 2005 seniort ¢agility. These on-balance sheet financial
instruments, to the extent they provide for vaeafaites of interest, expose us to interest raktewigh the primary interest rate risk exposure
resulting from changes in LIBOR or the prime ratbjch are used to determine the interest ratesatteahpplicable to borrowings under our
2005 senior credit facility.

The table below provides information abouwr sensitivity to market risk associated witinctuations in interest rates as of December 31,
2007. To the extent that our financial instrumengsose us to interest rate risk, they are presemithcth each market risk category in the table
below. The table presents principal cash flowsratated expected interest rates by year of mattoitpur 2005 senior credit facility, senior
unsecured notes, and capital leases and othertédongebligations outstanding at December 31, 200&ighted average variable rates for the
2005 senior credit facility are based on impliedivfard rates in the LIBOR yield curve as of Decemier2007. Fair values as of Decembetr
2007 included herein have been determined bas€il gmoted market prices for the 2005 senior setgredit facility; and (ii) quoted market
prices for the senior unsecured notes. Our coraelitifinancial statements contain descriptions®f2005 senior credit facility, senior
unsecured notes and capital leases and other éwmgeabligations and should be read in conjunctidh the table below.

Fair

($ in thousands 2008 2009 2010 2011 2012 Thereafter Total Value
Interest Bearing

Liabilities
2005 bank credit facilit $ — $ — $ — $ — $427,90( $ — $427,90( $410,78¢

Weighted averag

interest rate (vai 6.17% 5.7%% 5.81% 6.22% 6.8(% 6.0<%

Capital lease and oth

long-term $ 78C $ 60¢ $ 672 $ 73€ $ 80C $1,49¢ $ 5,09¢ $ 5,09¢

Average interest rai

(fixed) 10.2(% 10.27% 10.3¢% 10.56% 10.95% 11.5(% 10.61%

Interest Rate Derivatives
Variable to Fixed Interes!

Rate Sway
Notional Amount $ — $67,50( $ — $ — $ — $ — $ 67,50( $ (482
Fixed Rate Payabl 4.1%% 4.13% 4.13%
Weighted averag

Variance Rate

Receivable 0.27% -0.13% 0.12%
Notional Amount $ — $67,50( $ — $ — $ — $ — $ 67,50( $ (48F)
Fixed Rate Payabl 4.1%% 4.1% 4.1%
Weighted average

Variance Rate

Receivable 0.27% -0.13% 0.12%
Notional Amount $ — $ — $85,00( $ — $ — $ — $ 85,00( $ (1,357
Fixed Rate Payabl 4.5(% 4.5(% 4.5(% 4.5(%
Weighted average

Variance Rate

Receivable -0.1(% -0.5(% -0.51% -0.3%%
Notional Amount $ — $ — $ — $ 40,00( $ — $ — $ 40,00( $ (669
Fixed Rate Payabl 4.4% 4.4% 4.4%% 4.4% 4.4%%
Weighted average

Variance Rate

Receivable -0.02% -0.42% -0.3(% -0.04% -0.21%
Notional Amount $ — $ — $ — $115,00( $ — $ — $115,00( $ (4,195
Fixed Rate Payabl 4.9€% 4.9€% 4.9¢% 4.9€% 4.9¢%
Weighted averag

Variance Rate

Receivable (Payabl -0.5€% -0.9€% -0.82% -0.47% -0.7%
Notional Amount $ — $ — $ — $ 52,90( $ — $ — $52,90( $ (1,99¢)
Fixed Rate Payabl 5.0(% 5.0(% 5.0(% 5.0(% 5.0(%

Weighted averag



Variance Rate Receivabl
(Payablel -0.5% -0.9% -0.871% -0.5(% -0.771%
Total derivative fair valur $ (9,179
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The table below provides information abowr sensitivity to market risk associated witinctuations in interest rates as of December 31,
2006. To the extent that our financial instrumengsose us to interest rate risk, they are presemithcth each market risk category in the table
below. The table presents principal cash flowsratated expected interest rates by year of mattoitpur 2006 senior credit facility, senior
unsecured notes, and capital leases and othertéongebligations outstanding at December 31, 200&ighted average variable rates for the
2005 senior credit facility are based on impliedivfard rates in the LIBOR yield curve as of Decemier2006. Fair values as of Decembet
2006 included herein have been determined bas€ijl gmoted market prices for the 2005 senior setgredit facility; and (ii) quoted market
prices for the senior unsecured notes. Our coreelitfinancial statements contain descriptions®f2005 senior credit facility, senior
unsecured notes and capital leases and other éonmgeabligations and should be read in conjunctidh the table below.

Fair
($ in thousands 2007 2008 2009 2010 2011 Thereafter Total Value
Interest Bearing
Liabilities:
2005 senior credit facilit  $ — $ — $ — $ — $ — $427,90( $427,90( $430,04(
Weighted average
interest rate
(variable) 7.0% 6.61% 6.62% 6.71% 6.7¢% 6.7%% 6.75%
Senior unsecured not $ — $ — $ — $ — $ 4,04C $ — $ 4,04( $ 4,25¢
Average interest rai
(fixed) 9.8¢% 9.8¢% 9.8¢% 9.8¢% 9.8¢% 9.8¢%
Capital leases and oth
long-term $1,04: $ 94c $ 69t $ 664 $ 73C $ 2,281 $ 6,35¢ $ 6,35¢
Average interest rai
(fixed) 10.0(% 10.22% 10.2¢% 10.3"% 10.55% 11.3%% 10.4¢%
Interest Rate Derivatives
Variable to Fixed Interes!
Rate Sway
Notional Amount $ — $ — $67,50( $ — $ — $ — $ 67,50( $ 1,64¢
Fixed Rate Payabl 4.1%% 4.1%% 4.1%% 4.15%
Weighted averag
Variance Rate
Receivable 1.12% 0.7% 0.7¢% 0.87%
Notional Amounti $ — $ — $67,50( $ — $ — $ — $ 67,50( $ 1,65¢
Fixed Rate Payabl 4.1%% 4.1% 4.1%% 4.1%
Weighted average
Variance Rate
Receivable 1.12% 0.7%% 0.7¢% 0.87%
Notional Amount $ — $ — $ — $85,00( $ — $ — $ 85,00( $ 1,267
Fixed Rate Payabl 4.5(% 4.5(% 4.5(% 4.5(% 4.5(%
Weighted average
Variance Rate
Receivable 0.7%% 0.3¢% 0.37% 0.4€% 0.4%%
Notional Amount $ — $ — $ — $ — $ 40,00( $ — $ 40,00( $ 97€
Fixed Rate Payabl 4.4%% 4.4%% 4.4%% 4.45% 4.4%% 4.45%
Weighted average
Variance Rate
Receivable 0.82% 0.45% 0.44% 0.5%% 0.61% 0.57%
Notional Amounti $ — $ — $ — $ — $115,00( $ — $115,00( $ 19¢
Fixed Rate Payabl 4.9€% 4.9¢% 4.9€% 4.9¢% 4.9€% 4.9¢%
Weighted averag
Variance Rate
Receivable 0.2¢% -0.0&% -0.0% 0.0(% 0.07% 0.0%%
Notional Amount $ — $ — $ — $ — $ 52,90( $ — $ 52,90( $ 12
Fixed Rate Payabl 5.0(% 5.0(% 5.0(% 5.0(% 5.0(% 5.0(%

Weighted average
Variance Ratt



Receivable 0.25% -0.12% -0.13% -0.0% 0.04% 0.0(%
Total derivative fair valui $ 5,75¢

In February 2006, we amended our 200%®senedit facility, increasing the $375.0 millieerm loan under the facility by $52.9 million
and re-priced the facility to LIBOR plus 1.75% frafBOR plus 2.00%. The amendment and the re-premine effective as of February 23,
2006 and February 22, 2006 respectively; the amentipermits ACS Holdings to purchase the notesestiltp its above noted tender offer for
any and all of its currently outstanding 9 7/8% iSefNotes due 2011.
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In February 2006, we executed $115.0ioniland $52.9 million notional amount floatingfiged interest rate swap agreements relat:
its $375.0 million term loan under its 2005 sersiecured bank credit facility. The swaps effectivielythe LIBOR rate on $115.0 million and
$52.9 million principal amount of senior securedlbdebt at 6.71% and 6.75%, inclusive of a 1.75&erum over LIBOR, through
December 2011. We had previously entered intoéstaate swaps for a notional amount of $260.0anilland this transaction fixes the rates
on its entire term loan.

Liquidity Risk

Subsequent to December 31, 2007 we iadestcess cash in auction rate securities. Recoeertainties in the credit markets have
resulted in failed auctions for our entire existpatfolio of auction rate securities of $4.5 nali These investments are no longer currently
liquid and in the event we need to access thessfume will not be able to do so without a losgificipal, unless a future auction on these
short-term investments is successful. We have biatimed sufficient evidence to conclude that thiegestments are other-than-temporarily
impaired or that they will not be settled in th@gherm, though the market for these investmensésently uncertain. With the cash demands
of our fiber build, we may need to access thesddudar operational purposes during the time thase¢hinvestments are expected to remain
illiquid.

Item 8. Financial Statements and Supplementary Data

Consolidated financial statements of Ada€ommunications Systems Group, Inc. and Subgdiare submitted as a separate section of
this Form 10-K. See Index to Consolidated FinanStatements and Schedule, which appears on padesFedf.

Item 9. Changes in and Disagreements with Accountéon Accounting and Financial Disclosure

None

Item 9A . Controls and Procedures
(A) Evaluation of Disclosure Controls and Procedurs

We maintain disclosure controls and pdoces that are designed to ensure that informagiquired to be disclosed by us in reports that
we file or submit under the Securities Exchange &ct934 (“Exchange Act”) is recorded, processethmarized and reported as specified in
the SEC's rules and forms. As of the end of théogecovered by this Annual Report on Form 10-K,caeried out an evaluation of the
effectiveness of the design and operation of oigcldsure controls and procedures” (as definedxichBnge Act Rule 13a — 15(e)) under the
supervision and with the participation of our magragnt, including our Chief Executive Officer and @hief Financial Officer.

Based on that evaluation and as deschkerv under “Management’s Report on Internal Gar@ver Financial Reporting” (Item 9A.
(B)), we have identified material weaknesses iniotarnal control over financial reporting (as aefil in Exchange Act Rule 13a-15(f)).
Because of these material weaknesses, our managenoduding our Chief Executive Officer and ouri€hFinancial Officer, concluded that
our disclosure controls and procedures were nettffe as of December 31, 2007.

The certifications attached as ExhibitsaBd 32 to this report should be read in conjenctiith the disclosures set forth herein.

(B) Management’s Report on Internal Control over Fhancial Reporting

Our management is responsible for esthinlg and maintaining adequate internal control éimancial reporting, as such term is defined
in Exchange Act Rule 1385(f). Under the supervision and with the partitipaof our management, including our Chief ExeeritDfficer anc
our Chief Financial Officer, we conducted an evabraof the effectiveness of our internal contrekofinancial reporting based on the
framework in Internal Control—Integrated Framew@$ued by the Committee of Sponsoring Organizatifrike Treadway Commission
(COSO0).

Based on our evaluation of the effectasmnof our internal control over financial repagtiour management concluded that as of
December 31, 2007, we did not maintain effectiterimal control over financial reporting due of #hestence of material weaknesses. A
material weakness is a control deficiency, or algioation of deficiencies, in internal control ofgrancial reporting, such that there is a
reasonable possibility that a material misstaternéttie companys annual or interim financial statements will netgrevented or detected o
timely basis. The material weaknesses in interaatrol over financial reporting that existed aacember 31, 2007 were as follows:

Depreciation of our Regulatory AsseSpreadsheet controls over validating the intggritthe model used to calculate the net book vafue
our regulatory asset balance were not designedtiefédy. As a result, errors in the
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logic of the model went undetected resulting ireamor in calculating depreciation of our regulatassets. In addition, our management
review control over our regulatory asset generddiée accounts, which are included in property, {odend equipment, was not designed a
level of precision to detect and correct errors toalld be material to annual or interim finanagtdtements. As a result of these deficiencies,
material errors existed in the Company’s depremiagixpense and property plant and equipment acethat were corrected prior to the
issuance of the 2007 consolidated financial statésnigut required a restatement to our 2006 coreelitifinancial statements and our
interim condensed consolidated financial statemimtthe periods ended March 31, June 30, and 8dqae30, of 2006 and 2007.

Network Access Revenue Reserveslicies and procedures relative to training penel in network access revenue reserves estimiation
accordance with generally accepted accounting iplegwas insufficient. In addition, our managenreview controls over our network
access revenue reserve general ledger accountsiatedesigned at the level of precision to detadt@orrect errors that could be materie
annual or interim financial statements. As a restithese deficiencies, material errors existethehCompany’s network access reserve
accounts that were corrected prior to the issuahtiee 2007 consolidated financial statements.

KPMG LLP, the Company’s independent regisd public accounting firm, has issued an awgtiort on the Company’s internal control
over financial reporting as of December 31, 200ficW is included in Item 8 of this Form 10-K.
(C) Managements Plan for Remediation of Material Waknesses
We plan to remediate the material weaknesscaged with the depreciation of the regulatoryeédy taking the following actions:
. Enhance the precision of our monitoring controlrasfethe calculation of our regulatory asset acto

. Implement policies and procedures regardingrtggtie integrity of spreadsheet models to enslisggadificant calculations are
functioning as intended and approved prior to

We plan to remediate the material weaknesscéged with network access revenue reserve bygeatkie following actions:
. Enhance the precision of our monitoring controlravetwork access revenue resen
. Implement policies and procedures over traininge@Enue requirements personnel in generally acdeggteounting principle:
We cannot assure you that these remediafforts will be successful or that our interoahtrol over financial reporting will be effective
in accomplishing all control objectives all of ttime. See “Part | — Item 1A — Risk Factors.”
(D) Changes in Internal Control over Financial Repeoting

There were no changes in our internatrobover financial reporting during the quarteded December 31, 2007, that have materially
affected or are reasonably likely to materiallyeaff our internal control over financial reportiMge are taking remedial actions to address the
material weaknesses described above under “EvatuafiDisclosure Controls and Procedures.”

Item 9B. Other Information

Not applicable.
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PART IlI

Item 10. Directors and Executive Officers of the Rgistrant

The information required by this itencantained in our Proxy Statement for our 2008 Ahheting of Shareholders and are
incorporated herein by reference.

Information on our audit committee fined@xperts is contained in our Proxy Statemenbfar2008 Annual Meeting of Shareholders
under the captiohAudit Committee Financial Experts”, and is incorporated herein by reference.

We have appointed a separately desigrstitedliing audit committee. The names of each ohadit committee members are containe
our Proxy Statement for our 2008 Annual Meetingbéreholders under the captiddentification of the Audit Committee”, and this
information is incorporated herein by reference.

Information on the beneficial ownersh@porting for our directors and executive officergdntained under the captitihection 16(a)
Beneficial Ownership Reporting Compliance”in our Proxy Statement for our 2008 Annual Meetifighareholders and is incorporated
herein by reference.

Code of Ethics

We have adopted a code of ethics thatesp our principal executive officer, princigalancial officer, principal accounting officer, or
controller, and persons performing similar funciowe will provide to any person, free of chargeppy of such code of ethics. The request
must be submitted in writing to the Corporate Seeeye Alaska Communications Systems Group, Ind, B&lephone Avenue, Anchorage,
Alaska 99503.

Item 11. Executive Compensation Summary Compensatiol able

Information on compensation of our dicgstand executive officers is contained in our Rrétatement for our 2008 Annual Meeting of
Shareholders under the captid@®mpensation Discussion and Analysis”, “Summary Cmpensation Table”, “Grants of Plan-Based
Awards”, other sections therein and is incorporated hergireference.

Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Matter

Information with respect to security owstep of certain beneficial owners and managensimtdorporated herein by reference to
information included in the Proxy Statement for 8008 Annual Meeting of Shareholders.

Securities Authorized for Issuance under Equity Compensation Plans

As of December 31, 2007, the number ofigdes remaining available for future issuancdemequity compensation plans includes
2,827,287 shares under the Alaska CommunicatioageB8y Group, Inc. 1999 Stock Incentive Plan, 18tstares under the ACS Group, Inc.
1999 Non-Employee Director Stock Compensation Rdad,816,322 shares under the Alaska Communicaigstems Group, Inc. 1999
Employee Stock Purchase Plan. All shares resemddruhe non-qualified stock option agreement beiwlgane Pelletier and Alaska
Communications Systems Group, Inc. have been addhdeugh stock options. See “Note 14 — Stock ItigerPlans”, to the Alaska
Communications Systems Group, Inc. Consolidatedrgial Statements for further information on ouniggcompensation plans.

Number of securities Weighted-average Number of securities remaining
to be issued upor exercise price of available for future issuance
exercise of outstanding under equity compensation
outstanding options, options, warrants plans (excluding securities
warrants and rights and rights reflected in column (a))
Equity compensation plans (@) (b) (c)
Approved by security holder
Stock options 560,31! $6.0¢
Restricted stoc 1,295,93I $ — 3,788,31!
Not approved by security holde
Stock option:s 600,00( $4.5C —
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Item 13. Certain Relationships and Related Transa@ins

Information with respect to such contuattrelationships is incorporated herein by refeeeto the information in the Proxy Statement
our 2008 Annual Meeting of Shareholders.

Item 14. Principal Accountant Fees and Services

Information on our audit committee’s @gproval policy for audit services, and informat@mour principal accountant fees and serv
is contained in our Proxy Statement for our 2008 4al Meeting of Shareholders under the capthundit Fees”, and is incorporated herein
reference.
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PART IV

Iltem 15. Exhibits and Financial Statement Schedules
(@ 1.Financial Statement

Our consolidated financial statements arersiibd as a separate section of this Form 10-K.I8&ex to Consolidated Financial
Statements and Schedule which appears on -1 hereof.

2. Financial Statement Schedule

Our financial statement schedules for the Compayits subsidiaries are submitted as a separatiesed this Form 10-K. See Index
to Consolidated Financial Statements and Schedbiehvappears on page F-1 hereof.

(b) Exhibits

Exhibit
No. Description
2.1 Purchase Agreement, dated as of August 14, 19%8naaded, by and among ALEC Acquisition Sub CapnturyTel of the
Northwest, Inc. and CenturyTel Wireless, Inc.

2.2 Asset Purchase Agreement, dated as of October928, by and between Alaska Communications Systemasand the Municipalit
of Anchorage (1

3.1 Amended and Restated Certificate of Incorporatiothe Registrant (3
3.2 Amended and Restated -Laws of the Registrant (
4.1 Specimen of Common Stock Certificate

4.2 Stockholders’ Agreement, dated as of May 14, 189%nd among the Registrant and the Investorgllistethe signature pages
thereto (1,

4.3 First Amendment to Stockholders’ Agreement, datedfaluly 6, 1999, by and among the Registranttaedstockholders listed on
the signature pages thereto

4.4 Second Amendment to Stockholders’ Agreement, daseaf November 16, 1999 by and among the Regisairashthe Stockholders
listed on the signature pages theretc

4.5 Indenture, dated as of May 14, 1999, by and betwdaska Communications Systems Holdings, Inc.,Gloarantors (as defined
therein) and IBJ Whitehall Bank & Trust Company

4.6 Purchase Agreement, dated as of May 11, 1999, thyaamong Alaska Communications Systems Holdings, the Guarantors,
Chase Securities Inc., CIBC World Markets Corp. &neldit Suisse First Boston Corporation

4.7 Indenture, dated as of May 14, 1999, by and betileeiRRegistrant and The Bank of New York
4.8 First Amendment, dated as of October 29, 199Mdernture listed as Exhibit No. 4.7 |
4.9 Form of Second Amendment dated as of Novemberd99 o Indenture listed as Exhibit No. 4.7

410 Purchase Agreement, dated as of May 11, 1999, thyaarong the Registrant, DLJ Investment Partner, DLJ Investmer
Funding, Inc. and DLJ ESC II, L.P. (

411 Indenture, dated as of August 26, 2003, among Al&&kmmunications Systems Holdings, Inc., as IssherGuarantors (as defin
therein) and The Bank of New York, as trustee.

412  Supplemental Indenture to Indenture listed as B&Nb. 4.11, dated January 25, 2005, among the @ompAlaska Communicatio
Systems Holdings, Inc., the guarars party thereto and The Bank of New York, as tris{é)

4.13  Supplemental Indenture to Indenture listed as E&Nb. 4.5, dated January 25, 2005, among the Comypslaska Communicatior
Systems Holdings, Inc., the guarantors party tematl The Bank of New York, as trustee.

4.14  Supplemental indenture to Indenture listed as Hikhib. 4.11, dated July 15, 2005, among the RegyistrAlaska Communications
Systems Holdings, Inc., the guarantors party tematl the Bank of New York, as trustee. (

4.15  Supplemental Indenture to Indenture listed as ExNib. 4.11, dated February 22, 2006, among the jg2om, Alaska
Communications Systems Holdings, Inc., the guaramarty thereto and The Bank of New York, as #es{14)



10.1 Exchange and Registration Rights Agreement, degexf Bay 14, 1999, by and among Alaska Communioat®ystems Holdings,
Inc., the Guarantors, Chase Securities Inc., CIB&ldMMarkets Corp. and Credit Suisse First BostonpGration (1)
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Exhibit No.

Description

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

Exchange and Registration Rights Agreement, datexf Bay 14, 1999, by and among the Registrant, Dizdstment Partner
L.P., DLJ Investment Funding, Inc. and DLJ ESC.PL(1)

ALEC Holdings, Inc. 1999 Stock Incentive Plan

Alaska Communications Systems Group, Inc. 1999KStoeentive Plan (3

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

Alaska Communications Systems Group, Inc. 1999 Bygd Stock Purchase Plan

Exchange and Registration Rights Agreement, dategust 26, 2003, by and among Alaska Communicatgystems Holdings
Inc., the Guarantors and J.P. Morgan Securitiesftmdtself and on behalf of CIBC World Markets 19q Citigroup Global Market
Inc., Jefferies & Company, Inc. and Raymond Jamdéss&ociates, Inc. (£

Credit Agreement, dated August 26, 2003, amongkal@ommunications Systems Group, Inc., Alaska Conications Systems
Holdings, Inc., as the Borrower, the Lenders Ptmgyeto and JPMorgan Chase Bank, as Administrétijent and Collateral Agent,
CIBC World Markets Corp., as Syndication Agent, &iticorp North America, Inc., as Documentation Ageand J.P. Morgan

Securities Inc., as Arranger. (

Retirement Agreement, dated as of September 148, 2@ween Alaska Communications Systems Groupaimt Charles E
Robinson. (4

Executive Employment Agreement, dated as of Septerbd, 2003, between Alaska Communications Sys@raap, Inc. an
Liane Pelletier. (4

Settlement Agreement and Mutual Release, datedo®ctiot, 2003, by and between the State of Alaskatdeska Communicatior
Systems Group, Inc. («

Executive Employment Agreement, dated as of Oct@BeR003, between Alaska Communications Systersggzinc. and David
C. Eisenberg. (£

Executive Employment Agreement, dated as of Jan2@r2004 between Alaska Communications Systemsgitac. and Sheldon
Fisher. (6)

Executive Employment Agreement, dated as of Felpru@y 2004 between Alaska Communications Systerosiiziinc. and David
Wilson. (6)

Letter Agreement, dated January 26, 2005, betwédaskA Communications Systems Holdings, Inc. andf@ire & Company,
LLC. (8)

Credit Agreement, dated February 1, 2005, amongtmpany, ACSH, the lenders named therein and Gaméahperial Bank of
Commerce, as Administrative Agent. |

Master Agreement, dated November 7, 1999, by atwdan Alaska Communications Systems Holdings,dnd. the Internation:
Brotherhood of Electrical Workers, Local Union 154%0)

Letter Agreement, dated March 1, 2005, by and betwdaska Communications Systems Holdings, Inc.thednternationa
Brotherhood of Electrical Workers, Local Union 154%0)

Consent and Agreement No. 1, dated July 15, 208bng Alaska Communications Systems Group, Incaskd Communicatior
Systems Holdings, Inc., the lenders party theratb@anadian Imperial Bank of Commerce as AdmirtisgaAgent. (12

Form of Restricted Stock Agreement between the $kegit and certain participants in the Regis’s 1999 Stock Incentive Pla
13)

Consent and Agreement No. 2, dated February 2&,200ong Alaska Communications Systems Group,, lAaska
Communications Systems Holdings, Inc., the lengarsy thereto and Canadian Imperial Bank of CommeascAdministrative
Agent. (14)

2006 Officer Severance Program (.

Supply and Construction Contract between ACS C8gtems, Inc. and Tyco Telecommunications (US), diated October 23,
2007***



10.24 Executive Employment Agreement, dated as of Noveriip2007 between Alaska Communications SystemsGiac. and
Leonard Steinberg

21.1  Subsidiaries of the Registre

23.1 Consent of KPMG LLP relating to the audited finahatatements of Alaska Communications Systems |G 1iog.

31.1  Certification of Liane Pelletier, Chief Executivdfioer, pursuant to Section 302 of the Sarb-Oxley Act of 2002
31.2  Certification of David Wilson, Chief Executive Offr, pursuant to Section 302 of the Sarb-Oxley Act of 2002

32.1  Certification of Liane Pelletier, Chief Executivdfi©er, pursuant to 18 U.S.C. Section 1350, as &atbfo Section 906 of the
Sarbane-Oxley Act of 2002
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Exhibit No. Description

32.2  Certification of David Wilson, Chief Financial Ofgr, pursuant to 18 U.S.C. Section 1350, as addpt8dction 906 of Th

Sarbane-Oxley Act of 2002

@)
@)
®)

4)
®)

(6)
@)
®)
©)
(10)
11)
(12)
(13)
(14)
(15)

Filed as an exhibit to the Registr's Registration Statement on For-4 file No. 33:-82361 and incorporated by reference thei
Filed as an exhibit to the Registr's Form K filed on November 5, 1999 and incorporated berefce theretc

Filed as an exhibit to the Registr's Registration Statement on Fori-1/A file No. 33:-888753 filed on November 17, 1999 ¢
incorporated by reference there

Filed as an exhibit to Alaska Communications Systeétuoldings, Inc. Registration Statement on Fo-4 file No. 33:-109927 filed or
October 23, 2003 and incorporated by referencestbe

Filed as an exhibit to Alaska Communicati®@ystems Holdings, Inc. Registration Statement amF®-4/A file No. 333-109927 filed on
January 21, 2004 and incorporated by referencetibu

Filed as an exhibit to the Registr's Form 1-K filed on March 30, 2004 and incorporated by refere theretc

Filed as an exhibit to the Registr's Form &K filed on January 26, 2005 and incorporated bgnezice theretc

Filed as an exhibit to the Registr's Form &K filed on January 27, 2005 and incorporated bgnezice theretc

Filed as an exhibit to the Registr's Form K filed on February 2, 2005 and incorporated berefice theretc

Filed as an exhibit to the Registr's Form &K filed on March 7, 2005 and incorporated by refieesthereto

Filed as an exhibit to the Registr's Form &K filed on March 18, 2005 and incorporated by refere theretc

Filed as an exhibit to the Registr's Form &K filed on July 21, 2005 and incorporated by refeethereto

Filed as an exhibit to the Registr's Form 1-Q filed on August 3, 2007 and incorporated hergimdference therett
Filed as an exhibit to the Registr's Form K filed on February 27, 2006 and incorporated hebsi reference theret
Filed as an exhibit to the Registr's Form K filed on July 17, 2006 and is incorporated byerehce theretc

*** Confidential treatment of certain portions dfis exhibit has been requested pursuant to a retpraonfidential treatment filed with the
Securities and Exchange Commission. Omitted pastiave been filed separately with the Commission.

49




Table of Contents

SIGNATURES

Pursuant to the requirements of Section 1Semtion 15(d) of the Exchange Act of 1934, the Btegint has duly caused this report to be
signed on its behalf by the undersigned, therednlp authorized.

Date: March 20, 2008 Alaska Communications Systems Group, Inc

By: /s/Liane Pelletier
Liane Pelletier
Chief Executive Officer,
Chairman of the Board and Preside

Pursuant to the requirements of the Secutitiehange Act of 1934, this report has been sidgnedolw by the following persons on behalf of
the registrant and in the capacities and on thesdatlicated.

Signature Title Date
/s/Liane Pelletie Chief Executive Officer, Chairman of the Bos March 20, 200¢
Liane Pelletiel and President (Principal Executive Officer)
/s/ David Wilson Senior Vice President and Chief Financial Officer March 20, 2008
David Wilson (Principal Financial and Accounting Officer)
/s/Annette M. Jacok Director March 16, 200¢
Annette M. Jacob
/s/Brian Rogers Director March 15, 2008
Brian Rogers
/s/David A. Southwell Director March 15, 2008
David A. Southwel
/s/John M. Egal Director March 15, 200¢
John M. Egar
/s/Patrick Pichette Director March 15, 2008

Patrick Pichettt

/sIGary R. Donahe Director March 15, 200¢
Gary R. Donahe

/s/lEdward J. Hayes, Jr. Director March 15, 2008
Edward J. Hayes, J
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Report of Independent Registered Public AccourtEinm

The Board of Directors and Stockholders
Alaska Communications Systems Group, Inc.:

We have audited the accompanying consolidated balgineets of Alaska Communications Systems Grogpahd subsidiaries as of
December 31, 2007 and 2006, and the related cdiasetl statements of operations, stockholders’ g¢dséficit) and comprehensive income
(loss), and cash flows for each of the years inthihee-year period ended December 31, 2007. Inemiom with our audits of the consolidated
financial statements, we also have audited thenfiizd statement schedule Il. These consolidatezhfifal statements and financial statement
schedule are the responsibility of the Company’aagament. Our responsibility is to express an opiwin these consolidated financial
statements and financial statement schedule basedraaudits.

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamBlogUnited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether the finatataiments are free of material
misstatement. An audit includes examining, on tliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemenielhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all materégpects, the financial position of Alaska
Communications Systems Group, Inc. and subsidiasesf December 31, 2007 and 2006, and the resfulteir operations and their cash

flows for each of the years in the three-year geeénded December 31, 2007, in conformity with gé&herally accepted accounting principles.
Also in our opinion, the related financial statetngrhedule when considered in relation to the bamnsolidated financial statements taken as a
whole, present fairly, in all material respect® thformation set forth therein.

As discussed in Note 2 to the consolidated findrste&ements, the Company has restated its 200€tdated financial statements.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@snited States), Alaska
Communications Systems Group, Inc’s internal cdraver financial reporting as of December 31, 20f85ed on criteria established in
Internal Control— Integrated Frameworissued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO), and
report dated March 20, 2008 expressed an adveimsmomn the effectiveness of the Company'’s inteooatrol over financial reporting.

(signed) KPMG LLP
Anchorage, Alaska
March 20, 2008
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Report of Independent Registered Public Accountindgrirm

The Board of Directors and Stockholders
Alaska Communications Systems Group, Inc.:

We have audited Alaska Communications Systems Giaaps internal control over financial reportiag of December 31, 2007, based on
criteria established imternal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatidrike Treadway
Commission (COSO). Alaska Communications Systenma@rinc.’s management is responsible for maintgi@ffective internal control over
financial reporting and for its assessment of tifecéveness of internal control over financial ogjing, included in the accompanying
Management’s Report on Internal Control Over FimgriReporting(ltem 9A.(B)). Our responsibility is to express an opinion om @ompanys
internal control over financial reporting basedoam audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversighti@iq@nited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal corgv@r financial reporting, assessing the risk
that a material weakness exists, and testing aaldi@ng the design and operating effectivenesstefnal control based on the assessed risk.
Our audit also included performing such other pdoces as we considered necessary in the circunestawte believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonableaassuregarding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyeaacepted accounting principles. A
company'’s internal control over financial reportingludes those policies and procedures that (ftaipeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetseofdmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatggaparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasanabsurance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company'’s assets that could lzareaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of any
evaluation of effectiveness to future periods agjext to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

A material weakness is a deficiency, or a combamatif deficiencies, in internal control over fingalaeporting, such that there is a reasonable
possibility that a material misstatement of the pany’s annual or interim financial statements wit be prevented or detected on a timely
basis. Material weaknesses related to the followagnge been identified and included in managemastsessment:

. Depreciation of Regulatory Ass
. Network Access Revenue Rese

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the consolidated
balance sheets of Alaska Communications SystemspGtoc. as of December 31, 2007 and 2006, andethed consolidated statements of
operations, stockholders’ equity (deficit) and coef@nsive income (loss), and cash flows for eachef/ears in the three-year period ended
December 31, 2007. These material weaknesses wes@ered in determining the nature, timing, antem@xof audit tests applied in our audit
of the 2007 consolidated financial statements,thisdreport does not affect our report dated M&@h2008, which expressed an unqualified
opinion on those consolidated financial statements.

In our opinion, because of the effect of the afa@ationed material weaknesses on the achievemehné abjectives of the control criteria,
Alaska Communications Systems Group, Inc. has mintained effective internal control over finandieporting as of December 31, 2007,
based on criteria establishedimernal Control—Integrated Framewoiksued by the Committee of Sponsoring Organizatidrike Treadway
Commission.

(sighed) KPMG LLP
Anchorage, Alaska
March 20, 2008
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Balance Sheets
December 31, 2007 and 2006
(In Thousands, Except Per Share Amounts)

Assets

Current asset:

Cash and cash equivalel

Restricted cas

Shor-term investment

Accounts receivab-trade, net of allowance of $8,768 and $7,

Materials and supplie

Prepayments and other current as

Deferred income taxe

Total current asse

Property, plant and equipme
Less: accumulated depreciation and amortize

Property, plant and equipment, |

Goodwiill

Intangible assel

Debt issuance co

Deferred income taxe

Deferred charges and other as:
Total asset

Liabilities and Stockholders’ Equity (Deficit)
Current liabilities:
Current portion of lon-term obligations
Accounts payable, accrued and other current ligds!
Advance billings and customer depo:
Total current liabilities

Long-term obligations, net of current porti
Other deferred credits and Ic-term liabilities
Total liabilities
Commitments and contingenci
Stockholder’ equity (deficit):

Common stock, $.01 par value; 145,000 authoriz2@®88 and 42,322 issued and outstanding,

respectively

Additional paid in capita

Accumulated defici

Accumulated other comprehensive (loss) ince

Total stockholder equity (deficit)

Total liabilities and stockholde’ equity (deficit)

See Notes to Consolidated Financial Statements
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As Restated

2007 2006
$ 35,20¢ $ 36,86(
2,58¢ 1,70C
79¢ —
39,15( 38,87¢
10,46’ 7,971
5,15¢ 3,51¢
21,34 —
114,70t 88,92¢
1,209,25 1,165,10:
(825,662 (773,742
383,50 391,36«
38,40: 38,40:
21,60« 21,60¢
7,461 9,437
96,00 —
1,34( 6,48z
$ 663,20 $ 556,21(
$ 78C $ 1,02t
64,07( 65,51¢
10,05 10,64
74,90 77,18:
432,21 437,18t
82,07 72,88:
589,19: 587,25:
42¢ 422
257,98: 288,42!
(177,319 (321,449
(7,087) 1,56¢
74,01 (31,039
$ 663,20 $ 556,21
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Statement of Operations
Years ended December 31, 2007, 2006 and 2005
(In Thousands, Except Per Share Amounts)

2007
Operating revenue
Wireline $248,26!
Wireless 137,52(
Total operating revenu 385,78!
Operating expense
Wireline (exclusive of depreciation and amortizaji 179,45¢
Wireless (exclusive of depreciation and amortizgt 74,30:
Depreciation and amortizatic 71,33%
Loss (gain) on disposal of assets, 24¢
Total operating expens: 325,34t
Operating incom 60,43¢
Other income and expens
Interest expens (28,38¢)
Loss on extinguishment of de (355)
Interest incomt 2,02(
Other (779
Total other income and exper (27,49)
Income (loss) before income t 32,94:
Income tax benefit (expens 111,19:
Net income (loss $144,13t
Net income (loss) per shal
Basic $ 3.3¢
Diluted $ 3.2¢
Weighted average shares outstanc
Basic 42,70:
Diluted 44,18t

See Notes to Consolidated Financial Statements
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As Restate(
2006

$ 233,35:
115,37(

348,72:

172,42:
62,47¢
69,09¢

1,10¢

305,10(

43,62:

(30,44%)
(9,650)
1,83¢
8,36(

(29,900
13,72:
(449

$ 13,27¢

$ 0.32
$ 031

42,04¢
43,38

2005

$240,57-
86,23¢
326,80¢

167,59:
49,407
82,81¢

(152)
299,66

27,141

(35,89/)
(34,887)
2,25¢

(253)
(68,776

(41,639

$(41,639

$ (1.09
$ (1.09

40,18¢
40,18¢
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Balance, January 1, 201

Total comprehensive income (lo¢
Dividends declare

Stock compensatic

Surrender 128 of shares to cover withholdi
taxes on stock based compensa

Issuance of common stock, pursuant to stock
plans, $.01 pz

Issuance of common stock net of offering
costs, $.01 pe

Balance, December 31, 20

Total comprehensive income (restat
Dividends declared (restate

Stock compensatic

Surrender of 74 shares to cover withholding
taxes on stock based compensa

Issuance of common stock, pursuant to stc
plans, $.01 pz

Retirement of stock held in treast
Balance, December 31, 2006 (resta

Total comprehensive income (lo:
Dividends declare

Stock compensatic

Excess tax benefit from shi-based paymen

Surrender of 153 shares to cover withholding
taxes on stock based compensa

Issuance of common stock stock, pursuant
stock plans, $.01 pi

Balance, December 31, 20

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Statements of Stockholders’ Equity (Cfeit)
and Comprehensive Income (Loss)
Years Ended December 31, 2007, 2006 and 2005

(In Thousands, Except Per Share Amounts)

Shares

35,24¢

1,08¢

9,891

46,23(

641

(4,549

42,32:

561

42,88!

Additional Paid

in Capital
$ 282,27.

(33,107

3,16¢
(757)
5,741

76,207

333,52

(36,279

7,661
(872)

2,78(

(18,399
288,42

(36,84()
6,39(

75E
(2,330

1,58:

See Notes to Consolidated Financial Statements

Accumulated
Other
Comprehensive
Income (Loss)

Stockholders’
Equity (Deficit)

$ (4,53])

4,85¢

$ (33,447
(36,78:)
(33,107

3,16¢

(757)

5,751

76,307

(18,869
14,52:
(36,279

7,667

(872)

2,78¢

1,56¢

(8,659

(31,03%)
135,48
(36,84()

6,39(

75k

(2,330

1,58¢

$ (7,087

$ 74,01:
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.

Consolidated Statements of Cash Flows

Years Ended December 31, 2007, 2006 and 2005

(In Thousands)

Cash Flows from Operating Activitie
Net income (loss
Adjustments to reconcile net income (loss) to @ehcprovided (used) by operati
activities:
Depreciation and amortizatic
Loss (gain) on disposal of assets,
Gain on sale of lor-term investment
Amortization of debt issuance costs and originsiiésdiscoun
Stoclk-based compensatic
Deferred taxe
Excess tax benefit from sh-based paymen
Other nor-cash expense
Changes in components of assets and liabili
Accounts receivable and other current as
Materials and supplie
Accounts payable and other current liabilii
Deferred charges and other as:
Other deferred credi

Net cash provided by operating activit

Cash Flows from Investing Activitie
Investment in construction and capital expenditi
Change in unsettled construction and capital exipenmd
Purchase of shc-term investment
Proceeds from sale of sh-term investment
Proceeds from sale of lo-term investment
Placement of funds in restricted acco
Release of funds from escrow acco

Net cash used by investing activit

Cash Flows from Financing Activitie
Repayments of lor-term debt
Proceeds from the issuance of |-term deb
Debt issuance cos
Payment of cash dividend on common st
Payment of withholding taxes on st-based compensatic
Excess tax benefit from shi-based paymen
Proceeds from the issuance of common s
Stock issuance cos

Net cash used by financing activiti
Change in cash and cash equivalt
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Supplemental Cash Flow Da
Interest paic
Income taxes pai

Supplemental Noncash Transactic

Property acquired under capital lea
Dividend declared, but not pa

See Notes to Consolidated Financial Statem

2007

$ 144,13¢

71,33
24¢

(152)
2,05¢
6,39(

(112,49)

(755)
742

(1,896)
(2,490)
(1,607)
(199)
(389)
104,93¢

(62,78%)
(509)
(64,63%)
63,84
162
(3,009)
2,12(
(64,819

(5,085

(36,69
(2,330
75E
1,58¢

T @LTT)
(1,652)
36,86(

$ 35,20¢

$ 28,79t
54¢

$ 51
9,22¢

As Restate(

2006 2005
$ 13,27¢ $ (41,639
69,09¢ 82,81¢
1,10¢ (152)
(6,68°5) —
5,18( 18,76(
7,66 3,16¢
234 10¢
2,13¢ (1,389
(92) (1,262
8,82¢ (7,979
3,85¢ 3,76(
(12,779 502
91,82« 56,70
(59,959 (64,39))
(915) 5,97¢
(57,500 (95,095
68,02¢ 119,77(
7,66: —
— (700)
2,71°F 97t
(39,97) (33,479
(61,86() (459,019
52,90( 375,00(
(1,349 (11,309
(35,479 (30,397
(872) (757)
2,78¢ 89,27¢
— (7,817
(43,870) (45,019
7,98 (21,787
28,87 50,66(
$ 36,86( $ 28,87
$ 31,28( $ 39,47
264 —
$ 6C —
9,10¢ 8,341
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements
Years Ended December 31, 2007, 2006 and 2005
(In Thousands, Except Per Share Amounts)
1. DESCRIPTION OF COMPANY AND SUMMARY OF SIGNIFICAN T ACCOUNTING POLICIES

Alaska Communications Systems Group, Inc.@umosidiaries (the “Company” or “ACS Group”), a De&ae corporation, is engaged
principally in providing local telephone, wirelessternet, interexchange network and other servigéts retail consumer and business
customers and wholesale customers in the Statéagka through its telecommunications subsidiafibe Company was formed in October of
1998 for the purpose of acquiring and operatingc@inmunications properties.

The accompanying consolidated financial statenfor the Company are as of December 31, 2002606 and for the years ended
December 31, 2007, 2006 and 2005. They represemiotisolidated financial position, results of ogiers and cash flows of ACS Group and
the following wholly owned subsidiaries:

. Alaska Communications Systems Holdings, 1“ACS Holding?)
. ACS of Alaska, Inc.“ACSAK")

. ACS of the Northland, Inc*ACSN")

. ACS of Fairbanks, Inc“ACSF")

. ACS of Anchorage, Inc*ACSA")

. ACS Wireless, Inc.“ACSW")

. ACS Long Distance, Inc*ACSLD")

. ACS Internet, Inc.“ACSI")

. ACS Messaging, Inc. (ACSN

. ACS Cable Systems, Inc. (ACS

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

Restatemer

The Consolidated Financial Statements as dffanthe year ended December 31, 2006 and theedeMotes to the Consolidated Financial
Statements reflect restated amounts as a resihle@djustments described in Note 2.

Basis of Presentatio

The consolidated financial statements inclalflenajority-owned subsidiaries. In accordance vtatement of Financial Accounting
Standards (“SFAS”) No. 7Bccounting for the Effects of Certain Types of Regan , intercompany revenue between regulated locagbleles
companies and all other group companies is notirdited. All other significant intercompany balanbese been eliminated. Certain
reclassifications have been made to the 2006 a@8 Bflances to conform to the current presentation.

Use of Estimates

The preparation of financial statements infeonity with U.S. generally accepted accountingipiples generally requires management to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and disekséicontingent assets and liabilities at the
date of the financial statements and the repomeauats of revenues and expenses during the reggrériod. Among the significant estimates
affecting the financial statements are those réltdehe realizable value of accounts receivabbkenmls and supplies, long-lived assets,
goodwill and intangible assets, income taxes amdorl access revenue reserves. Actual results rifey fom those estimates.

Cash and Cash Equivalents

For purposes of the consolidated balance stz statements of cash flows, the Company génemaisiders all highly liquid investments
with a maturity at acquisition of three monthsesd to be cash equivalents.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2007, 2006 and 2005

(In Thousands, Except Per Share Amounts)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
Restricted Cas

The Company has placed restricted cash ifficates of deposits as required under the termeedhin contracts to which it is a party. WI
the restrictions are lifted, the Company will trearghe funds back into its operating accounts.

Short-Term Investments

For purposes of the consolidated balance slaew®t statements of cash flows, the Company casstdighly liquid investments with a
maturity at acquisition of more than three montasless than one year to be short-term investm@hisse investments are classified as
available for sale and are stated at amortized wdsth approximates fair market value. Incometegldo these investments is reported as
interest income.

Materials and Supplie

Materials and supplies are carried in invengdrthe lower of weighted average cost or maiRash flows related to the sale of inventory,
primarily wireless devices and accessories, al@dec in operating activities in the Company’s aditated statement of cash flows.

Property, Plant and Equipme

Telephonglant is stated substantially at original costafistruction. Telephone plant retired in the ordinasurse of business, together
with the cost of removal, less salvage, is chatgextcumulated depreciation with no gain or los®gaized. Renewals and betterments of
telephone plant are capitalized while repairs, atb & renewals of minor items, are charged toatpey expense as incurred. The Company
provides for depreciation of telephone plant ondtnaight-line method, using rates approved by leggty authorities. The composite
annualized rate of depreciation for all classetel@phone property, plant, and equipment was 52384 and 5.8% for 2007, 2006 and 2005,
respectively.

Non-Telephonelant is stated at purchased cost, and when salketioed a gain or loss is recognized. Depreciatibsuch property is
provided on the straight-line method over its eatid service life ranging from three to 20 years.

The Company is the lessee of equipment arldibgs under capital leases expiring in variousrgdélarough 2019. The assets and liabilities
under capital leases are initially recorded atdeer of the present value of the minimum leasenpayts or the fair value of the assets at the
inception of the lease. The assets are amortizedtbe lower of their related lease terms or thieneded productive lives. Amortization of
assets under capital leases is included in depi@tiand amortization expense.

The Company is also the lessee of various, lanitding and personal property under operatirgéeagreements for which expense is
recognized on a monthly basis.

Goodwill and Intangible Assets

Goodwill and indefinite-lived intangible ass@tre not amortized but are assessed for impairareat least an annual basis. Intangible asset:
with estimable useful lives are amortized overrthespective estimated useful lives to their estitaesidual values and are periodically
reviewed for impairment.

Debt Issuance Cos

Underwriting and issuance costs associate tvé issuance of the Company’s senior creditifgcgenior subordinated notes, senior
unsecured notes and senior discount debenturdsesrg amortized using the straight-line method Whipproximates the effective interest
method, over the term of the debt. During 2007 ,6280d 2005, the Company executed a number of thoss, including the early
extinguishment of its 2003 senior credit facilitydathe repurchase of it 2011 senior unsecured rot@2009 senior subordinated notes. These
transactions resulted in a write off of debt issigacosts in 2007, 2006 and 2005 of $84, $1,73154Ad784, respectively. Debt issuance cost
amortization, inclusive of the
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2007, 2006 and 2005
(In Thousands, Except Per Share Amounts)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)
write offs, in the Consolidated Statement of CakslwE for 2007, 2006 and 2005, was $1,976, $3,645%116,760, respectively.
Original Issue Discounts

Certain debt instruments of the Company haenlissued below their face value, resulting iginél issue discounts that are recorded n
long-term debt. These original issue discountsaamertized using the effective interest method. By&2007, 2006 and 2005, the Company
repurchased its 2011 senior unsecured notes, whsthited in a write off of original issue discotmtexpense of $72, $1,479 and $1,557,
respectively. Original issue discount, inclusivetw write offs, in the Consolidated Statement a$iCFlows for 2007, 2006 and 2005, was .
$1,535, and $2,000, respectively.

Preferred stocl
The Company has 5,000, no par, shares autitbnwone of which were issued or outstanding aebéer 31, 2007, and 2006.
Treasury Stock

The Company, with Board of Directors’ authatian, occasionally repurchases shares of its camstack. Since management originally
intended to hold the treasury stock temporarilyléiber reissuance, the cost method of accounting for trgestock was used. On December
2006, the Company’s Board of Directors approved#tieement of 100% of the Company’s treasury stock

Revenue Recognitic

Substantially all recurring service revenuestalled one month in advance and are deferreitl@atned. Non-recurring and usage sensitive
revenues are billed in arrears and are recogniteshwarned. Certain of the Company’s bundled pitsduad services, primarily in wireless,
have been determined to be revenue arrangememtsnwuitiple deliverables. Total consideration reeelivn these arrangements is allocated
measured using units of accounting within the ayeament based on relative fair values. Wirelessioffie include wireless phones and service
contracts sold together in its Company-owned stdrbee handset and accessories associated withdiresechannel sales is recognized at the
time the related wireless phone is sold and issiflad as equipment sales. Activation fees aregeiaed at the time of activation. Monthly
service revenue is recognized as services are neshde

Additionally, the Company establishes estirddtad debt reserves against uncollectible reveimgesred during the period. These estimates
are derived through a quarterly analysis of accaging profiles and a review of historical recoverperience. Receivables are charged off
against the allowance when management believasit@lectability of the receivable is confirmed.bSaequent recoveries, if any, are credited
to the allowance. The Company accounts for bad elgiense in accordance with SFAS No. 71 which pitess that revenue be recognized net
of bad debt expense.

Access revenue is recognized when earnedCohgpany participates in access revenue pools wlitkr delephone companies. Such pools
are funded by toll revenue and/or access charggsated by the Federal Communications CommissiB€C”) within the interstate
jurisdiction. Much of the interstate access reveisuritially recorded based on estimates. Thesienages are derived from interim financ
statements, available separations studies and alsenecent information available about achievedgaf return. These estimates are subject to
adjustment in future accounting periods as addilioperational information becomes available fer @ompany and the other telephone
companies. To the extent that disputes arise @wamnue settlements, the Company’s policy is tordefeenue collected until settlement
methodologies are resolved and finalized. At Decam34, 2007 and 2006, the Company had deferrechuevef $10,993 and $21,448,
respectively, related to its estimate of refundauleess revenue. The decrease during the year 8mdednber 31, 2007 of $10,455 was the
result of refunds, the settlement of prior peritaros and positive settlements with NECA and US&Garding our cost studies.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2007, 2006 and 2005

(In Thousands, Except Per Share Amounts)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)

During 2007 and 2006 no customer accounted@®6 of consolidated revenues. In 2005, one custacmounted for 10% of consolidated
revenues.

Income Taxes

The Company utilizes the asset-liability mettod accounting for income taxes in accordance 8RAS No. 10Accounting for Income
Taxes. Under the asset-liability method, deferred tavelect the temporary differences between the firgrand tax bases of assets and
liabilities using the enacted tax rates in effecthie years in which the differences are expeaedierse. Deferred tax assets are reduced by a
valuation allowance to the extent that managemelnt\es it is more likely than not that such deddrtax assets will not be realized.

In June 2006, the Financial Accounting Stadgd&oard (“FASB”) issued FASB Interpretation (“FINA8, Accounting for Uncertainty in
Income Taxes, which was effective for the Compamyanuary 1, 2007. This Interpretation prescribescagnition threshold and measuren
attribute for the financial statement recognitiow aneasurement of a tax position taken or expdotée taken in a tax return. This
Interpretation also provides guidance on de-red¢@niclassification, interest and penalties, actimg in interim periods, disclosure and
transition. The impact of the Company’s reassesswofdts tax positions in accordance with the adwpof FIN 48 did not have a material
impact on the results of operations, financial é¢tioi or liquidity. The Company’s policy is to regoize interest and penalties related to
uncertain tax positions in income tax expense. fA3exember 31, 2007, the Company had no accruesiiadax interest or penalties. Tax
returns prior to 2004 are no longer subject to ération by major tax jurisdictions. The Company aware of any material tax
contingencies.

Taxes Collected from Customers and Remitted to @ment Authorities

The Company excludes taxes, collected frontoouiers and payable to government authorities, frewenue. Taxes payable to government
authorities are presented as a liability on theddbdated Balance Sheets.

Regulatory Accounting and Regulati

The local telephone exchange operations o€trapany account for costs in accordance with deewnting principles for regulated
enterprises prescribed by SFAS No. 71. This ac@ogimécognizes the economic effects of rate reguidty recording cost and a return on
investment as such amounts are recovered throtgh aathorized by regulatory authorities. Accortlinglant and equipment is depreciated
over lives approved by regulators and certain castsobligations are deferred based upon approgedsved from regulators to permit
recovery of such amounts in future years. The Cowyigacost studies and depreciation rates are sutggaeriodic audits that could ultimately
result in reductions of revenues.

The Company implemented, effective JanuaB003, higher depreciation rates for its finanogdarting, which management believes
approximates the economically useful lives of thderlying plant. As a result, the Company has @etma regulatory asset, as of
December 31, 2007 and 2006, related to depreciafitine regulated telephone plant allocable tinitsstate and local jurisdictions. In 2007,
an error was discovered in the calculation thatlted in the restatement of the balances for tlevevmonths ended December 31, 2006 and
the nine months ended September 30, 2007. See2Notaletails regarding the restatement. The balaiat December 31, 2007 and
December 31, 2006, are $65,271 and $59,905, reeplgcfThe Company also has a regulatory liabitify$62,443 and $61,486 at
December 31, 2007 and 2006, respectively, relatedctumulated removal costs for its local telephartesidiaries. If the Company were not
following SFAS No. 71, it would have followed SFA®. 143 for asset retirement obligations associafiiulits regulated telephone plant.
Non-regulated revenues and costs incurred by the tetsgthone exchange operations and non-regulattiigns of the Company are not
accounted for under SFAS No. 71 principles. In agance with industry practice and regulatory regmients, revenue generated between
regulated and non-regulated group companies arelinoihated on consolidation; these revenues totd88,417, $32,814, and $32,219 for the
years ended December 31, 2007, 2006 and 2005 ctesge.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)

The local telephone exchange activities ofGbenpany are subject to rate regulation by the F@@hterstate telecommunication service
and the RCA for intrastate and local exchange estenunication service. The Company, as requirechbyFCC, accounts for such activity
separately. Long distance services of the Compemgubject to regulation as a non-dominant intdrarge carrier by the FCC for interstate
telecommunication services and the RCA for inttastelecommunication services. Wireless and Intevperations are not subject to rate
regulation.

Nor-Operating Expense

The Company periodically evaluates the falugaf its investments and other non-operatingtassgainst their carrying value whenever
market conditions indicate a change in that failu@aAny changes relating to declines in the failue of non-operating assets are charged to
non-operating expense under the caption “OthettiénConsolidated Statement of Operations.

Derivative Financial Instrumer

The Company recognizes all derivatives a®eitissets or liabilities on the balance sheet azmbores those instruments at fair value in
accordance with SFAS No. 138¢ccounting for Derivative Instruments and Hedgirgiviities, as amended. The accounting for changes in fair
value of a derivative depends on the intended tifeecderivative and its designation as a hedgeivBigves that are not hedges are adjusted to
fair value through earnings. If a derivative isealge, depending on the nature of the hedge, chamdggs value either offset the change in fair
value of the hedged assets, liabilities or firm outments through earnings, or are recognized ieratbmprehensive income until the hedged
transaction is recognized in earnings. The chamgederivative’s fair value related to the ineffeetportion of a hedge, if any, is immediately
recognized in earnings. The Company does not artteany derivative contracts for speculative psgm On the date a derivative contract is
entered into, the Company designates the derivaswther a fair value or cash flow hedge. The gamyg formally assesses, both at the
hedge’s inception and on an ongoing basis, wheltigederivatives that are used in hedging transastioe highly effective in offsetting
changes in fair values or cash flows of hedgedstdfrthe Company determines that a derivativeotshighly effective as a hedge or that it has
ceased to be a highly effective hedge, the Companuld discontinue hedge accounting prospectively.

Dividend Policy

It is the Company'’s policy to pay dividendg ofiadditional paid in capital. On March 21, Ju#e September 16, and November 29, 2005,
the Company’s board of directors declared quarieabh dividends of $0.20 per share. On Februar2@36 the board of directors approved an
increase to the dividend of 7.5%. Dividends of $8.per share were declared February 23, June plgr8ber 15, and December 19, 2006 and
March 21, June 20, September 18, and Decembei007, Dividends on the Company’s common stock atenmulative.

Share-Based Payments

As of July 1, 2005, the Company adopted SFASTR3(R), using the modified retrospective metapglied to prior interim periods in the
year of initial adoption, which requires measuretredrcompensation cost from January 1, 2005, foumested stoc-based awards at fair
value on date of grant and recognition of compéoisaiver the service period for awards expectegesi. The fair value for each stock option
granted was estimated at the date of grant usBilgek-Scholes optiopricing model. Expected volatilities are based mtdnical volatilities of
our common stock; the expected life representsvisighted average period of time that options grhare expected to be outstanding giving
consideration to vesting schedules and our hisibegercise patterns; the dividend yield is basedividend yield of the option strike price at
grant date and the risk-free rate is based on tBe Treasury yield curve in effect at the time drg for periods corresponding with the
expected life. The fair value of restricted stogklétermined based on the number of shares grantethe quoted price of our common stock
on the date of grant, discounted for estimateddéivil payments that do not accrue to the employeegiine vesting period; and the fair value
of stock options is determined using the Bl&dtoles valuation model, which is consistent with wvaluation techniques previously utilized
options in footnote disclosures. Such value isgaaed as expense over the
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont inued)

service period, net of estimated forfeitures, ushrggstraight line attribution method for stock-d@apayment grants from July 1, 2005 onward
and the graded vesting attribution method for Iggsiock-based payment grants.

Stock based compensation is treated as a tamypdifference for income tax purposes and in@saeferred tax assets until the
compensation is realized for income tax purposesh& extent that the realized tax benefit excéieeldbook based compensation, the excess
tax benefit is credited to Additional Paid in Capit

Accounting for Pensior

The Company accounts for pensions in accoaaitth FASB Statement No. 15Bmployers’ Accounting for Defined Benefit Pensiod a
Other Postretirement PlansThis statement requires an employer to recogniits statement of financial position the overded or under-
funded status of a defined benefit postretireméart measured as the difference between the faiewafl a plan’s assets and the benefit
obligation. Employers must also recognize as a @mapt of other comprehensive income, net of tax aittuarial gains and losses and the
service costs and credits that arise during thegefhe adoption of the standard, effective Decendi, 2006, had no impact as the plan is
frozen.

Earnings per Shar

The Company uses the treasury stock methodltolate earnings per share.

2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS
Restatemer

The Company’s management, during the courseeo€ompany’s 2007 annual review of financial hssand application of financial
controls, identified errors in the Company’s prexily reported depreciation expense for fiscal Y86 and the first three fiscal quarters of
2007. Certain groups of assets employed in the @oyip intrastate operations are depreciated ovieneed lives as required by state
regulations, giving rise to “regulatory assets”.tAe result of an error in program logic, the Compancorrectly ceased to depreciate those
regulatory assets prior to their becoming fully eeated. The Companytregulatory assets and related depreciation cdidkets is governed
Statement of Financial Accounting Standards (SFA&)71,Accounting for the Effects of Certain Types of Reggn .

The Company recorded additional depreciatltarges and a corresponding reduction of its regolatsset of $5,818 and $5,180 for the
year ended December 31, 2006 and for the nine rm@mtied September 30, 2007, respectively. Theteféégears prior to 2006 we
immaterial, hence they were included in the 20@8atement. As part of the restatement, the Comploymade the following adjustments to
its consolidated financial statements for the yeated December 31, 2006 to correct other errorgifoel which were not material to the
financial statements individually or in the aggregar for any prior fiscal year: (i) the capitaliwan of interest expense on funds used during
construction of $658; (ii) a reduction of wirelinevenue related to non-eliminated intercompanymagdrom revenue accruals included in
accounts receivable that had the effect of ovengtaevenues by $615, overstating wireline expdays$343, understating wireless expense by
$414 and overstating advanced billings by $26); §i$267 correction to a wireline customer accalbat reduced revenue and created a refund
liability; and (iv) a $214 correction of a billingrror on a wireless customer account that redudesless revenue and accounts receivable.

The Company has set forth in the followindéalihe consolidated restated financial statenfenthe fiscal year ended December 31, 2006,
together with reconciling information to the coridated financial statements previously filed in @@mpany’s Annual Report on 10-K for
2006. See notes 4, 5, 8, 10, 12, 13, 16 and 2R4dlances impacted by the restatement.

Effect on Taxes of Restated Financial Res

There is no difference between the gross &dgists arising out of the restatement describeeita@nd the net effect of such adjustments
after taxes. The Company, during all restated tampperiods, maintained a full valuation allowaragginst its net deferred tax assets. Thus,
any incremental change in taxable income arisirtigobthe restatement
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2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS (Continued)
would be offset by a commensurate change in thepg2ogis valuation allowance against its deferredassets.
Consolidated Balance Sheet Adjustments
The following is a summary of the adjustmentsur previously issued consolidated balance sheef December 31, 2006:

Consolidated Statements of Operations Adjustments

The following is a summary of the adjustmentsur previously issued consolidated statementpefations for the fiscal year ended
December 31, 2006:

As Reported Adjustments As Restated
Assets
Current assett
Cash and cash equivalel $ 36,86( $ — $ 36,86(
Restricted cas 1,70C — 1,70C
Accounts receivab-trade, net of allowance of $7,4 39,80! (92€) 38,87t
Materials and supplie 7,97 — 7,971
Prepayments and other current as 3,514 — 3,514
Total current asse 89,85 (92€) 88,92¢
Property, plant and equipme 1,164,45! 65¢ 1,165,10!
Less: accumulated depreciation and amortize 767,90 5,83 773,74«
Property, plant and equipment, | 396,54 (5,179 391,36¢
Goodwill 38,40: — 38,40:
Intangible assel 21,60« — 21,60«
Debt issuance co 9,437 — 9,437
Deferred charges and other as: 6,482 — 6,482
Total asset $ 562,32 $ (6,105 $ 556,21t
Liabilities and Stockholders’ Equity (Deficit)
Current liabilities:
Current portion of lon-term obligations $ 1,02¢ $ — $ 1,02
Accounts payable, accrued and other current ligds! 65,24¢ 267 65,51¢
Advance billings and customer depo: 10,667 (26) 10,64
Total current liabilities 76,94 241 77,18:
Long-term obligations, net of current porti 437,18t — 437,18t
Other deferred credits and Ic-term liabilities 72,88’ — 72,88’
Total liabilities 587,01( 241 587,25:
Commitments and contingenci
Stockholder equity (deficit):
Common stock, $.01 par value; 145,000 author 423 — 423
Additional paid in capita 288,05! 37C 288,42!
Accumulated defici (314,73) (6,71¢€) (321,449
Accumulated other comprehensive inca 1,56¢ — 1,56¢€
Total stockholder equity (deficit) (24,689 (6,346 (31,03
Total liabilities and stockholde’ equity (deficit) $ 562,32 $ (6,109 $ 556,21t
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2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS (Continued)
Consolidated Statements of Operations Adjustments

The following is a summary of the adjustmentsur previously issued consolidated statementpefations for the fiscal year ended

December 31, 2006:

As Reportec Adjustments As Restate(
Operating revenue
Wireline $ 234,23 $ (882 $ 233,35:
Wireless 115,58: (214) 115,37(
Total operating revenut 349,81 (1,096 348,72:
Operating expense
Wireline (exclusive of depreciation and amortizaji 172,43t (15 172,42:
Wireless (exclusive of depreciation and amortizgt 62,02: 45€ 62,47¢
Depreciation and amortizatic 63,25¢ 5,837 69,09¢
Loss (gain) on disposal of assets, 1,10¢ — 1,108
Total operating expens 298,82: 6,27¢ 305,10(
Operating incom 50,99¢ (7,379 43,62
Other income and expens
Interest expens (31,109 65€ (30,445
Loss on extinguishment of de (9,650 — (9,650
Interest incomt 1,83t — 1,83t
Other 8,36( — 8,36(
Total other income and exper (30,559 65€ (29,900
Income before income tax exper 20,43: (6,716 13,72
Income tax expens (449 — (443
Net income $ 19,99 $ (6,716 $ 13,27¢
Net income per shar
Basic $ 0.4¢ $ (0.1¢ $ 0.3z
Diluted $ 0.4¢ $ (0.1%) $ 031
Weighted average shares outstanc
Basic 42,04¢ 42,04¢
Diluted 43,38 43,38
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2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Consolidated Statements of Cash Flows Adjustments

The following is a summary of the adjustmentsur previously issued consolidated statementssi flows for the fiscal year ended

December 31, 2006.

Cash Flows from Operating Activitie
Net income

Adjustments to reconcile net income to net cashidea (used) by operating activitie

Depreciation and amortizatic
Loss on disposal of assets,
Gain on sale of lor-term investment

Amortization of debt issuance costs and originsiésdiscoun

Stock-based compensatic

Other nor-cash expense

Changes in components of assets and liabili
Accounts receivable and other current as
Materials and supplie
Accounts payable and other current liabilil
Deferred charges and other as:
Other deferred credi

Net cash provided by operating activit

Cash Flows from Investing Activitie
Investment in construction and capital expenditi
Change in unsettled construction and capital exipemes
Purchase of shc-term investment
Proceeds from sale of sh-term investment
Proceeds from sale of lo-term investment
Release of funds from escrow acco

Net cash used by investing activit

Cash Flows from Financing Activitie
Repayments of lor-term debt
Proceeds from the issuance of I-term debt
Debt issuance cos
Payment of cash dividend on common st
Payment of withholding taxes on st-based compensatic
Proceeds from the issuance of common s

Net cash used by financing activiti
Change in cash and cash equivalt

Cash and cash equivalents, beginning of pe
Cash and cash equivalents, end of pe

Supplemental Cash Flow Da
Interest paic
Income taxes pai

Supplemental Noncash Transactic
Property acquired under capital lea
Dividend declared, but not pa
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As Reportec Adjustments As Restate(
$ 19,99 $ (6,716 $ 13,27¢
63,25¢ 5,837 69,09¢
1,10¢ — 1,10¢
(6,685 — (6,685
5,18( — 5,18(
7,29 37C 7,667
234 — 234
1,21( 92€ 2,13¢
(92 — (92
8,55¢ 267 8,82:
3,88: (26) 3,85¢
(12,774 — (12,779
91,16¢ 65¢€ 91,82«
(59,30 (65€) (59,959
(915) = (915)
(57,500 — (57,500
68,02t — 68,02
7,66 — 7,66:
2,71¢ — 2,71¢
(39,319 (65€) (39,977
(61,860 — (61,860
52,90( — 52,90(
(1,349 — (1,349
(35,47%) = (35,475
(872) — (872)
2,78¢€ — 2,78¢
(43,87() — (43,870)
7,98: — 7,98:
28,87 — 28,87

$ 36,86( $ = $ 36,86(
$ 31,28 $ — $ 31,28
$ 264 $ — $ 264
$ 6C $ — $ 60
$ 9,10¢ $ = $ 9,10¢
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2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The following tables present unaudited finahtiformation for each quarter within the two moestent years. Included herein is restated
financial information for interim periods of 200Ac2006 consistent with Article 10 of Regulatio’XSAs a result, the quarterly data preser
herein does not agree to previously issued quarséstements covering periods beginning on or dfteuary 1, 2006.

The Company believes that all necessary adprsts have been included in the amounts statedvtielpresent fairly the following quarte
results when read in conjunction with the finansiaitements included elsewhere in this report. Restioperations for any particular quarter
are not necessarily indicative of results of operatfor a full fiscal year.

The adjusted balances are primarily the rexfitie Company restatement of depreciation expeh$é,148, $2,227 and $1,805 in the
quarters ended March 31, June 30 and Septemb2080,and $863, $1,394, $1,774 and $1,787 for thedoarterly periods ended March 31,
June 30, September 30 and December 31, 2006, teghedn addition, as part of the restatemeng, Gompany also made adjustments to the
four interim periods in 2006 and the first thretefim periods in 2007 to correct errors identifigldich were not material to the financial
statements for the respective periods, either iddally or in the aggregate. Adjustments increasiaggincome included: (i) the recording of
additional wireline access revenue of $1,220, $9td $934 in the quarters ended March 31, June 8®aptember 30, 2007, respectively. The
adjustment was made pursuant to a true up of tudies performed at year end using actual resatkeer than preliminary budget information
used during the year; (ii) The capitalization demest expense on funds used during constructi®i1@8, $197 and $265 in the quarters ended
March 31, June 30 and September 30, 2007 and $148, $159 and $180 for the four quarterly perieaded March 31, June 30,

September 30 and December 31, 2006, respectiveeyCbmpany also recorded a reduction of wirelivemee related to non-eliminated
intercompany revenue from revenue accruals includédcounts receivable that had the effect of stating quarterly revenues by $65, $174
and $207 in the quarters ended March 31, June€gfie®ber 30, 2007 and $407, $200, $229 and ($221hé four quarterly periods ended
March 31, June 30, September 30 and December 88, Bspectively.
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2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The following tables present a reconciliatadrthe effects of adjustments made to the Compaprgsiously reported interim balance sheets
for 2007:

Reconciliation of Unaudited Consolidated Balance Stets for Interim Periods
(in thousands)
March 31, 2007 June 30, 2007 September 30, 2007
As Reported Adjustments  As Restated As Reported Adjustments As Restated As Reported Adjustments As Restated

Assets
Current assett
Cash and cas

equivalents $ 3568t $ — $ 3568¢$ 3827t $ (1,32Y) $ 36,95 & 41,76f $ — $ 41,76t
Restricted cas 2,081 — 2,081 2,55¢ — 2,55¢ 2,55¢ — 2,55¢
Shor-term

investments — — — — 1,32¢ 1,32¢ — — —

Accounts receivab-
trade, net of

allowance 36,07 (1,149 34,92: 40,18¢ (912 39,27¢ 39,75( (1,127 38,62¢
Materials and supplie 9,32¢ — 9,32¢ 10,07 — 10,07: 9,83t — 9,83t
Prepayments and ot
current assel 3,45¢€ — 3,45¢ 4,17¢ — 4,17¢ 4,27( — 4,27(
Total current
assets 86,61¢ (1,149 85,47( 95,27: (912 94,35¢ 98,17¢ (1,127 97,05¢

Property, plant and

equipmen 1,172,90. 821 1,173,72! 1,184,58 1,01¢ 1,185,60. 1,196,22 1,28: 1,197,51.
Less: accumulated

depreciation and

amortization (782,167 (6,999  (789,15) (796,559 (9,237)  (805,79) (807,92() (11,059 (818,97
Property, plant an
equipment, ne 390,74: (6,177 384,56¢ 388,02 (8,219 379,81( 388,30t (9,770 378,53t
Goodwill 38,40: — 38,40: 38,40: — 38,40: 38,40: — 38,40:
Intangible assel 21,60¢ — 21,60¢ 21,60¢ — 21,60¢ 21,60¢ — 21,60¢
Debt issuance co 8,96¢ — 8,96¢ 8,40¢ — 8,40¢ 7,93¢ — 7,93¢
Deferred charges and
other asset 4,69¢ — 4,69¢ 9,88¢ — 9,88¢ 2,70¢ — 2,70¢
Total asset $ 551,030 $ (7,327) $ 543,71: $ 561,59 $ (9,12¢) $ 552,46¢ $ 557,130 $ (10,89) $ 546,24:

Liabilities and
Stockholders’
Equity (Deficit)
Current liabilities:
Current portion o
long-term
obligations $ 1,01 $ — $ 101 $ 4961 % — $ 4961% 957 $ — 3 957
Accounts payable
accrued and other

current liabilities 56,65¢ (81¢9) 55,831 61,78: (1,64¢) 60,13¢ 63,57¢ (2,79¢6) 60,77¢
Advance billings ans
customer deposit 9,70: (77) 9,62¢ 9,96¢ (78) 9,88¢ 9,90t (82 9,82:
Total current
liabilities 67,37 (89¢) 66,47¢ 76,70¢ (1,729 74,98¢ 74,43 (2,87¢) 71,55¢

Long-term obligations,

net of current portiol 436,83 — 436,83°  432,68( — 432,68( 432,49 (212) 432,28!
Other deferred credits

and long-term

liabilities 75,77( (52 75,71¢ 74,73( — 74,73( 78,46 — 78,46
Total liabilities 579,97¢ (94%) 579,03. 584,11 (1,729 582,39! 585,39 (3,090 582,30°




Commitments and
contingencie!
Stockholder’ equity
(deficit):
Common stock, $.01
par value; 145,000

authorizec 427 — 427 42¢ — 42¢ 42¢ — 42¢
Additional paid in
capital 278,88: 97 278,98.  279,27! (7,069 272,21 274,14 (9,21%) 264,93:
Accumulated defici (307,539) (6,599 (314,13) (307,63) (33%) (307,969 (299,08 1,41¢ (297,669
Accumulated othe
comprehensive
(loss) income (719) 12¢ (597 5,40¢ — 5,40¢ (3,757 — (3,757
Total
stockholders’
equity
(deficit) (28,946 (6,379 (35,32) (22,529 (7,402 (29,926 (28,269 (7,807 (36,069
Total liabilities and
stockholders’ equity
(deficit) $ 551,030 $ (7,327) $ 543,71: $ 56159' $ (9,12¢) $ 552,46¢ $ 557,13. $ (10,89) $ 546,24.
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2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The following tables present a reconciliatadrthe effects of adjustments made to the Compaprgsiously reported interim balance sheets
for 2006:

Reconciliation of Unaudited Consolidated Balance Sfets for Interim Periods
(in thousands'

March 31, 2006 June 30, 2006
As Reported Adjustments As Restated As Reported Adjustments As Restated
Assets
Current assett
Cash and cash equivalel $ 18,67¢ $ — $ 18,67¢ $ 32,12¢ $ — $ 32,12¢
Restricted cas 4,41°F — 4,41°F 3,45(C — 3,45(C
Shor-term investment 2,00¢ — 2,00(¢ — — —
Accounts receivab-trade, net o
allowance 36,13t (340 35,79t 38,28¢ (715) 37,57¢
Materials and supplie 8,26: — 8,26: 10,31¢ — 10,31¢
Prepayments and other curr
asset: 3,59 — 3,591 4,34 — 4,34
Total current asse 73,08¢ (340 72,74¢ 88,521 (715) 87,81
Property, plant and equipme 1,118,90! 172 1,119,07 1,128,701 31¢ 1,129,01
Less: accumulated depreciation anc
amortization (729,36¢) (865) (730,23) (742,447 (2,262) (744,709
Property, plant and equipment, | 389,53¢ (693) 388,84¢ 386,25¢ (1,949 384,31
Goodwill 38,40: — 38,40z 38,40z — 38,40z
Intangible asset 21,65( — 21,65( 21,60¢ — 21,60¢
Debt issuance co 10,86¢ — 10,86¢ 10,39 — 10,39
Deferred charges and other as: 16,50" — 16,50% 20,05¢ — 20,05¢
Total asset $ 550,05 $ (1,039 $ 549,02¢ $ 565,24¢ $ (2,659 $ 562,58
Liabilities and Stockholderg’
Equity (Deficit)
Current liabilities:
Current portion of long-term
obligations $ 98¢t $ — $ 98¢t $ 1,00: $ — $ 1,00:
Accounts payable, accrued and
other current liabilitie: 50,711 232 50,94¢ 53,97( 244 54,21«
Advance billings and custom
deposits 9,59¢ (112) 9,48¢ 9,73t (125) 9,61(
Total current liabilities 61,30( 12C 61,42( 64,70¢ 11¢ 64,821
Long-term obligations, net of curre
portion 437,74 — 437,74« 437,53¢ — 437,53t
Other deferred credits and Ic-term
liabilities 80,18 — 80,18 80,41 — 80,41
Total liabilities 579,22! 12C 579,34! 582,65’ 11¢ 582,77t
Commitments and contingenci
Stockholder’ equity (deficit):
Common stock, $.01 par valt
145,000 authorize 46E — 46E 46€ — 46€
Treasury stock, 4,549 shares at « (18,449 — (18,449 (18,449 — (18,449
Additional paid in capita 325,93t — 325,93t 319,08t — 319,08t
Accumulated defici (343,099 (1,159 (344,25) (329,59) (2,77 (332,37)
Accumulated other comprehens
income 5,971 — 5,971 11,07! — 11,07!
Total stockholders’ equity
(deficit) (29,16%) (1,157 (30,32)) (17,41)) (2,778 (20,189

Total liabilities and stockholde’



equity (deficit) $ 550,05 $ (1,039 $ 549,02 $ 565,24t $ (2,659 $ 562,58
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2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Assets
Current asset:
Cash and cash equivalel
Restricted cas
Accounts receivable-trade, net of
allowance
Materials and supplie
Prepayments and other current
assets

Total current asse

Property, plant and equipme
Less: accumulated depreciation ¢
amortization

Property, plant and equipment, |

Goodwill

Intangible assel

Debt issuance co

Deferred charges and other as:
Total asset

Liabilities and Stockholderg’
Equity (Deficit)
Current liabilities:

Current portion of lon-term
obligations

Accounts payable, accrued and o
current liabilities

Advance billings and customer
deposits

Total current liabilities

Long-term obligations, net of current
portion
Other deferred credits and long-term
liabilities
Total liabilities
Commitments and contingenci
Stockholder’ equity (deficit):
Common stock, $.01 par value;
145,000 authorize
Treasury stock, 4,549 shares at «
Additional paid in capita
Accumulated defici
Accumulated other comprehensive
income
Total stockholder equity
(deficit)

Total liabilities and stockholders’
equity (deficit)

Reconciliation of Consolidated Balance Sheets fonterim Periods
(in thousands)

Unaudited
September 30, 2006

Audited
December 31, 2006

As Reported

Adjustments

$ 3824 % —
1,70( —
40,67¢ (1,099
9,53¢ —
3,941 —
94,09¢ (1,099
1,145,85 477
(755,02) (4,047)
390,82 (3,565)
38,40: —
21,60« —
9,91¢ —
10,76¢ —

$ 565607 $ (4,659
$ 102 $ —
56,60: 25€
10,33 (127)
67,95¢ 12¢
437,32 —
85,55( —
590,83« 12¢
467 —
(18,447 —
312,39 —
(320,87 (4,787)
1,227 —
(25,22 (4,787)
$ 565607 $ (4,659

As Restated

As Reported

Adjustments

As Restated

$ 3824: $ 3686( @ $ — $ 36,86(
1,70( 1,70( — 1,70(
39,58¢ 39,80: (926) 38,87
9,53¢ 7,977 — 7,971
3,941 3,51« — 3,51¢
93,00: 89,85: (926) 88,92t

1,146,32 1,164,45 65¢€ 1,165,10:

(759,069 (767,90) (5,837) (773,749
387,25 396,54 (5,179 391,36
38,40: 38,40: — 38,40:
21,60« 21,60« — 21,60«
9,91¢ 9,437 — 9,437
10,76¢ 6,48: — 6,487

$ 560,94¢ $ 562,320 $ (6,109  $ 556,21

$ 102 $ 1,02 $ — $  1,02f
56,85¢ 65,24¢ 267 65,51¢
10,20« 10,66’ (26) 10,64/
68,08’ 76,94 241 77,18:

437,32 437,18 — 437,18
85,55( 72,88 — 72,88
590,96 587,01( 241 587,25:
467 427 — 427
(18,447 — — —
312,39 288,05 37C 288,42
(325,66() (314,73) (6,716) (321,449
1,227 1,56¢ — 1,56¢
(30,019 (24,68¢) (6,346) (31,03

$ 560,94¢ $ 562,320 $ (6109  $ 556,21
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2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The following tables present a reconciliatadrthe effects of adjustments made to the Compaprgsiously reported quarterly consolidated
statements of operations for interim periods in72200

Three Months ended
March 31, 2007 June 30, 2007 September 30, 200
As Reportec  Adjustments As Restatec As Reportec Adjustments As Restatec As Reportec  Adjustments As Restate(

Operating revenue

Wireline $ 58,83 $ 1,137 $ 59,96¢ $ 59,90t $ 96¢ $ 60,87 $ 62,67 $ 72 $ 63,39

Wireless 31,74 (87) 31,65t 33,32¢ 301 33,627 37,15¢ — 37,15¢
Total operating

revenue: 90,57 1,05( 91,62 93,23: 1,26¢ 94,50! 99,83: 72¢ 100,55«

Operating expense
Wireline (exclusive of
depreciation and
amortization) 43,84¢ 294 44,14 44,51¢ 27 44,54 45,80: (501) 45,30(
Wireless (exclusive @
depreciation and

amortization) 15,86( 15 15,87¢ 17,83¢ 101 17,94( 19,69¢ 68 19,76:
Depreciation and
amortization 16,28¢ 1,157 17,44: 16,40¢ 2,23¢ 18,64¢ 15,67: 1,82( 17,49:

Loss (gain) on
disposal of assets,

net 3 — 3 21 — 21 11z — 113
Total operating
expense: 76,00( 1,46¢ 77,46¢ 78,78¢ 2,36¢ 81,15( 81,28: 1,387 82,66¢
Operating incom 14,57: (41€) 14,157 14,44¢ (1,097 13,35! 18,55( (664) 17,88¢
Other income and
expense
Interest expens (7,610 163 (7,447) (7,71%) 197 (7,519 (7,739 26& (7,479
Loss on
extinguishment of
debt — — — — — — (355) — (35%)
Interest incomt 52¢ — 52¢ 50¢ — 50¢€ 48t — 48kE
Other 80 — 8C (72) — (72) (72) — (72)
Total other incom
and expens (7,007 162 (6,83¢) (7,287) 197 (7,089 (7,68]) 26E (7,416
Income before incom
tax expensi 7,572 (259 7,31¢ 7,167 (900) 6,267 10,86¢ (399) 10,47(
Income tax expens (7) — (7) (98) — (98) (170) — (170
Net income $ 7568 3 (25%) $ 7,312 $ 7,06¢ $ (900) $ 6,16¢ $ 10,69¢ $ (399) $ 10,30(

Net income per shar

Basic $ 01t $ (©0) $ 017 $ 017 $ (002 $ 014 $ 028 $ (0.0) $ 0.24

Diluted $ 017 $ (©00) $ 017 $ 01€ $ (002 $ 014 $ 024 $ (0.0) $ 0.2t
Weighted average shares

outstanding

Basic 42,38¢ 42,38¢ 42,747 42,747 42,81: 42,81:

Diluted 43,87¢ 43,87t 44,14* 44,14* 44,15¢ 44,15¢
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2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The following tables present a reconciliatadrthe effects of adjustments made to the Compaprgsiously reported quarterly consolidated
statements of operations for interim periods in@00

Three Months ended

March 31, 2006 June 30, 200¢
As Reportec Adjustments As Restate( As Reportec Adjustments As Restate(
Operating revenue
Wireline $ 58,13¢ $ (890 $ 57,24« $ 58,12¢ $ 39 $ 58,16«
Wireless 24,50¢ — 24,50¢ 26,94¢ (47) 26,89¢
Total operating revenu 82,64: (890 81,75 85,07: 8 85,06:
Operating expense
Wireline (exclusive of depreciatic
and amortization 42,10t (66€) 41,43; 41,53; 232 41,76¢
Wireless (exclusive of depreciati
and amortization 13,81« 23¢ 14,05: 14,93: 134 15,06¢
Depreciation and amortizatic 17,097 86& 17,96: 16,03¢ 1,397 17,43
Loss (gain) on disposal of assets, 722 — 722 383 — 383
Total operating expens 73,73t 43€ 74,17¢ 72,88" 1,76: 74,64¢
Operating incomi 8,90 (2,326 7,57¢ 12,18¢ 1,779 10,41t
Other income and expens
Interest expens (7,979 17z (7,807 (7,647 14€ (7,497
Loss on extinguishment of de (9,650 — (9,650 — — —
Interest incom: 392 — 392 40z — 402
Other (44) — (49 8,561 — 8,561
Total other income and exper (17,27¢) 172 (17,109 1,32( 14€ 1,46¢€
Income before income tax exper (8,372 (1,159 (9,52%) 13,50¢ (1,62%) 11,88
Income tax benefit (expens — — — — — —
Net income (loss $ (8,379 $ (1,159 $ (9,529 $ 13,50¢ $ (1,625 $ 11,88!
Net income (loss) per shal
Basic $  (0.20 $  (0.09) $  (0.29 $ 0.32 $  (0.09 $ 0.2¢
Diluted $  (0.20 $  (0.09 $ (0.29 $ 0.31 $ (0.09 $ 027
Weighted average shares outstanc
Basic 41,79( 41,79( 41,98¢ 41,98¢
Diluted 41,79( 41,79( 43,34 43,34
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2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Three Months ended

September 30, 2006 December 31, 2006

As Reportec Adjustments As Restate( As Reportec Adjustments As Restate(
Operating revenue
Wireline $ 58,93t $ (241) $ 58,69 $ 59,03¢ $ 21C $ 59,24¢
Wireless 31,44: (83) 31,35¢ 32,68¢ (84) 32,60¢
Total operating revenu 90,37¢ (329 90,05: 91,72¢ 12¢€ 91,85¢
Operating expense
Wireline (exclusive of depreciatic
and amortization 43,14° (98) 43,04¢ 45,64° 51¢ 46,16¢
Wireless (exclusive of depreciatio
and amortization 16,667 162 16,82¢ 16,61( (79 16,53
Depreciation and amortizatic 14,53¢ 1,78( 16,31¢ 15,59( 1,79¢ 17,38t
Total operating expens: 74,35 1,844 76,19¢ 77,84 2,23t 80,08:
Operating incomi 16,02« (2,16%) 13,85¢ 13,88: (2,109 11,77:
Other income and expens
Interest expens (7,722) 15¢ (7,569 (7,764 18C (7,584
Interest incom: 492 — 492 54¢ — 54¢
Other (74) — (749 (83) — (83)
Total other income and exper (7,309 15¢ (7,149 (7,29¢) 18C (7,119
Income before income tax exper 8,72( (2,009 6,711 6,58 (1,929 4,654
Income tax expens — — — (44%) — (443)
Net income $ 8,72 $ (2,009 $ 6,711 $  6,14( $ (1,929 $ 4,211
Net income per shar
Basic $ 0.21 $  (0.09) $ 0.1¢ $ 0.1 $ (0.0 $ 0.1cC
Diluted $ 0.2C $  (0.0%) $ 0.1f $ 0.14 $ (0.09 $ 0.1cC
Weighted average shares outstanc
Basic 42,14: 42,14: 42,24¢ 42,24¢
Diluted 43,54 43,54. 43,82( 43,82(
3. COMPONENTS OF ACCUMULATED OTHER COMPREHENSIVE IN COME (LOSS)
Components of accumulated other comprehemmsozeme (loss) was comprised of the following:
Year Ended
December 31,
2007 2006 2005
Minimum pension liability adjustment (: (2,855 (4,18¢) (4,422
Tax effect of pension liability (2 1,174 — —
Interest rate swap marked to mar (9,179 5,75¢ 4,744
Tax effect of interest rate swap | 3,77¢ — —
Total accumulated other comprehensive income ( $ (7,087%) $ 1,56¢ $ 322

(1) Balance is pursuant to the Comp’s December 31, 2006, adoption of SFAS No. Employer’ Accounting for Defined Benefit Pensi

and Other Postretirement Plar

(2) Tax effectis recorded pursuant to the 2007 releffize Tax Valuation Allowance. See Note— Income Taxes
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3. COMPONENTS OF ACCUMULATED OTHER COMPREHENSIVE IN COME (LOSS) (Continued)
Components of other comprehensive income)(lwsse comprised of the following:

Year Ended
December 31,
2007 2006 2005
Minimum pension liability adjustmel 1,33: 234 10¢
Tax effect of pension liabilit 1,17¢ — —
Interest rate swap marked to mar (14,939 1,01( 4,744
Tax effect of interest rate swi 3,77¢ — —
Total comprehensive income (los $ (8,659 $ 1,24« $ 4,85:
4. ACCOUNTS RECEIVABLE
Accounts receivable — trade consists of thieiong at December 31, 2007 and 2006:
As Restate(
2007 2006
Customers $34,277 $ 33,337
Connecting companie 6,901 8,691
Other 6,74( 4,281
47,91¢ 46,30¢
Less: allowance for doubtful accoul (8,76%) (7,439
Accounts receivabl— trade, ne $39,15( $ 38,87t
5. PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment consist of thiefing at December 31, 2007 and 2006:
As Restated
2007 2006
Land, buildings and support ass $ 204,85¢ $ 206,51:
Central office switching and transmissi 332,52¢ 316,20
Outside plant cable and wire faciliti 524,92! 515,34!
Wireless switching and transmissi 98,15 88,82¢
Other 6,022 4,29¢
Construction work in progres 42,77 33,92:
1,209,25 1,165,10:
Less: accumulated depreciation and amortize (825,66.) (773,749
Property, plant and equipment, | $ 383,59: $ 391,36¢
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5. PROPERTY, PLANT AND EQUIPMENT (Continued)
The following is a summary of property helddencapital leases included in the above propptant and equipment:

2007 2006
Land, buildings and support ass $ 9,29i $ 14,56¢
Outside plant cable and wire faciliti 2,11t 2,11t
11,412 16,68

Less: accumulated depreciation and amortize 6,54¢€) 9,029
Property held under capital leases, $ 4,86¢ $ 7,66(

Amortization of assets under capital leaselided in depreciation expense in 2007, 2006 afd 2¢as $1,189, $1,053, and $1,052,
respectively. Future minimum payments under theaeds for the next five years and thereafter afellagvs:

2008 $ 1,27¢
2009 1,04¢
2010 1,04¢
2011 1,04¢
2012 1,03:
Thereaftel 2,01«
$ 7,46F

The Company leases various land, buildingthtrof-ways and personal property under operatiage agreements. Rental expense under
operating leases for 2007, 2006 and 2005 was $6$3%25, and $3,248, respectively.

Future minimum payments under these leasethiéonext five years and thereafter are as follows:

2008 $ 6,061
2009 5,48¢
2010 4.,88¢
2011 3,75¢
2012 3,26¢
Thereaftel 32,98(
$56,43

6. ASSET RETIREMENT

In March 2005, the FASB issued FASB InterpgietaFIN No. 47 Accounting for Conditional Asset Retirement Obiigias. FIN No. 47
became effective for the Company on December 305,28nd requires it to recognize asset retiremieligations which are conditional on a
future event. Uncertainty about the timing or setiént of the obligation is factored into the measwent of the liability. The Company has a
regulatory asset and liability of $62,443 and $86,4t December 31, 2007 and 2006, respectivelgtaeito accumulated removal costs for its
local telephone subsidiaries. Consistent with titigtry, the Company follows SFAS No. 71, for asstement obligations associated with
regulated telephone plant. The Company’s assetscmied and the depreciable lives set by the régndénclude a removal component which
in effect accounts for the cost of removal. Nonutated operations of the Company are accountedrfder the principles of SFAS No. 143
Accounting for Asset Retirement Obligati@nd FIN No. 47 for which the Company has a retirenedligation of $1,411 and $1,171 and an
associated asset of $873 and $731, at Decemb2608T,and 2006, respectively. These balances weoeded as a result of the Company’s
estimated obligation related to the removal ofaiartell sites at the end of their operating le¢ase, adjusted for accretion/depreciation over
the life of the lease.
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6. ASSET RETIREMENT (Continued)
The following table outlines the changes ia #itcumulated retirement obligation liability:

Balance, January 1, 20! $ 83¢
Asset retirement obligatic 23¢
Accretion expens 10C
Settlement of lease obligatio 4

Balance, December 31, 20 $ 1,171
Asset retirement obligatic 145
Accretion expens 99
Settlement of lease obligatio (2

Ending Balance, December 31, 2( $ 1,417

7. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill is tested for impairment at the repag unit level at least annually utilizing a twtep methodology. The initial step requires the
Company to determine the fair value of each repgrtinit and compare it to the carrying value, idalg goodwill, of such unit. If the fair
value exceeds the carrying value, no impairmerst Vesuld be recognized. However, if the carryingueadf the reporting unit exceeds its fair
value, the goodwill of the unit may be impairedeTdmount, if any, of the impairment is then meagimehe second step. The second step of
the goodwill impairment test compares the impliad ¥alue of goodwill of the reporting unit withelttarrying amount of that goodwill. The
implied fair value of a reporting unit’'s goodwil the excess of the fair value of a reporting anér the amounts assigned to assets and
liabilities. If the carrying value amount of repad unit goodwill exceeds the implied fair valuetb&t goodwill, an impairment loss shall be
recognized in an amount equal to that excess.

The Company annually reassesses previousbgnézed intangible assets. Cellular and PCS licehsge terms of 10 years, but are
renewable indefinitely through a routine proces®iving a nominal fee. The Company has determihatinio legal, regulatory, contractual,
competitive, economic or other factors currentlisethat limit the useful life of its Cellular amRCS licenses. Therefore, the Company is not
amortizing its Cellular and PCS licenses basederdetermination that these assets have indefinéte. The Company evaluates its
determination of indefinite useful lives for its lLéar and PCS licenses each reporting period.finde lived intangible assets are tested for
impairment at least annually by comparing the ¥alue of the assets to their carrying amount.

The Company performs its annual impairmeritaeof the beginning of the fourth quarter or moeguently if events or changes in
circumstance indicate possible impairment. The Camgpletermines the fair value of each reporting fanipurposes of this test primarily by
using a discounted cash flow valuation techniqugnificant estimates used in the valuation incledémates of future cash flows, both future
short-term and long-term growth rates, and estichatst of capital for purposes of arriving at acdist factor. The annual impairment test has
not resulted in any impairment charges. Intangasisets with estimable useful lives are amortizest their respective estimated useful lives to
their residual values and reviewed for impairm@ihie following table provides the gross carryingueaand accumulated amortization for each
major class of intangible asset by segment as oéDéer 31, 2007 and 2006 based on the Companysagsment of previously recognized
intangible assets and their remaining amortizaltices:

Wireline Wireless Total
Goodwiill $ 29,55! $ 8,85( $ 38,40:
Indefinite-lived intangible asset:
Domain names and trade nan $ 88 $ — $ 88
Cellular license: — 18,19: 18,19
PCS license — 3,32 3,32
$ 88 $21,51¢ $21,60¢
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7. GOODWILL AND OTHER INTANGIBLE ASSETS (Continued)

In 2007, the Company retired its only intatgiisset with an estimated useful life. This abadta carrying value of zero at its retirement
date. Amortization expense on that asset for tlaesyended December 31, 2007, 2006 and 2005 was$rpand $183, respectively.

8. ACCOUNTS PAYABLE, ACCRUED AND OTHER CURRENT LIAB ILITIES

Accounts payable, accrued and other currahtliies consist of the following at December 2007 and 2006:

As Restate(
2007 2006
Accounts payabl- trade $19,16( $ 14,44¢
Accrued payroll, benefits, and related liabilit 18,71t 16,76!
Dividend payabl¢ 9,22¢ 9,10t
Access revenue subject to reft 4,097 13,53¢
Other 12,87: 11,66¢
$64,07( $ 65,51¢
9. LONG-TERM OBLIGATIONS
Long-term obligations consist of the followiagDecember 31, 2007 and 2006:
2007 2006
2005 senior credit facility term loz $427,90( $427,90(
9 7/8% senior unsecured notes due 2 — 4,04(
Original issue discour- 9 7/8% senior unsecured notes due 2 — (83)
Capital leases and other lc-term obligations 5,09¢ 6,35¢
432,99t 438,21
Less: current portio (780 (1,02%)
Long-term obligations, net of current porti $432,21¢ $437,18t

The aggregate maturities of long-term obligadi for each of the five years and thereafter sylemg to December 31, 2007 are as follows:

2008 $ 78C
2009 60¢
2010 672
2011 73¢
2012 428,70(
Thereaftel 1,49¢

$432,99¢

2005 Senior Credit Facility

During the first quarter of 2005, the Companynpleted refinancing transactions whereby it eaténto a new $380,000 senior secured
credit facility, the 2005 senior credit facilitypé used $335,000 of term loan borrowings underftmlity, together with $76,307 in net
proceeds of a simultaneous offering of the Compangimmon stock and cash on hand to repay in fdlradeem the $198,000 of outstanding
principal under the Company’s 2003 senior creditlity, together with interest accrued thereon;uehase $59,346 of outstanding principal of
the Company’s senior unsecured notes, togethertaitier premiums and interest accrued thereonrehpse $147,500 of outstanding
principal of the Company’s senior
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9. LONG-TERM OBLIGATIONS (Continued)

subordinated notes, together with tender premiumdsraerest accrued thereon; and pay underwritBssounts and transaction fees and
expenses associated with the equity offering afidanecing transactions. Accordingly, the Compargoreed a loss on debt extinguishment of
$26,204 and capitalized deferred financing costs16f637 related to the 2005 senior credit facility

On July 15, 2005, the Company completed aaefiing transaction whereby it amended and entated new term loan under its 2005
senior credit facility with substantially the sateems, increasing the size of the facility to $420, and used the $40,000 of term loan and cast
on hand to repurchase $41,326 of outstanding pahaf its senior unsecured notes, together witlemgtion premiums, accrued interest and
transaction fees and expenses associated witlefinemcing transaction of $9,258. The Company metdm loss on the early extinguishmer
debt of $6,888 and capitalized deferred financiogts of $670 associated with this refinancing taatisn.

In February 2006, the Company amended its 2@0%r credit facility, increasing the $375,006rtdéoan under the facility by $52,900 and
re-priced the facility to LIBOR plus 1.75% from LOR plus 2.00%. The amendment and the re-price beediactive as of February 23, 2006
and February 22, 2006, respectively. The amendpemiitted ACS Holdings to purchase any and alt©€urrently outstanding 9 7/8 %
Senior Notes due 2011.

The $427,900 term loan under the 2005 semetticfacility was first drawn on February 1, 20@Bd generally bears interest at an annual
rate of LIBOR plus 1.75%, with a term of seven gefaom the date of closing and no scheduled praigayments before maturity. The
$45,000 un-drawn revolving credit facility, to teetent drawn in the future, will bear interest mtsanual rate of LIBOR plus 2.00% and has a
term of six years from the date of closing. Toéhé&ent the $45,000 revolving credit facility undlee 2005 senior credit facility remains un-
drawn, the Company will pay an annual commitmeatd&0.375% of the un-drawn principal amount oteterm. The Company also entered
into floating-to-fixed interest rate swaps withabbotional amounts of $135,000, $85,000, $40,8225,000 and $52,900, which swap the
floating interest rate on the entire term loan baings under the 2005 senior credit facility foma@ning periods at December 31, 2006 which
range from two to four years, at a fixed rate @886, 6.25%, 6.18%, 6.71% and 6.75% per year, réspdg inclusive of the 1.75% premium
over LIBOR. The swaps are accounted for as cashtiledges.

Senior Unsecured Notes

On August 26, 2003, the Company issued $182ij9@ggregate principal amount of 9 7/8% senimeanred notes due 2011. The notes had
an original maturity date of August 15, 2011, aretewedeemable, in whole or in part, at the optibthe Company, at any time on or after
August 15, 2007, at 104.938% of the principal ant@aclining to 100% of the principal amount on fieeAugust 15, 2010. In the first and
third quarters of 2005 the Company repurchased $X@0of the outstanding principal together withdenpremiums and interest accrued. In
the fourth quarter of 2005, the Company repurch&4&4000 of outstanding principal together withdenpremiums and interest accrued. In
January and February 2006, the Company’s subsjdd@$ Holdings, repurchased $8,039 principal amatiits existing 9 7/8% senior
unsecured notes due 2011 (CUSIP No. 011679AF4na&ighted average premium of 9.7% over the parecalhe Company incurred an early
extinguishment of debt charge of $1,206 in conectvith this transaction, inclusive of $778 in casemiums. In February 2006, ACS
Holdings commenced a cash tender offer for anyadinaf the $56,939 aggregate principal amount dé@nding 9 7/8% senior unsecured n
due 2011 issued by ACS Holdings. On February 2862the Company successfully repurchased $52,888aemaining $56,939 outstand
principal balance of these notes. The Company ieduan early extinguishment of debt charge of $8jdZonnection with this transaction,
inclusive of $5,640 in cash premiums. On August2l)7, the Company successfully repurchased thainamg $4,040 outstanding principal
balance of these notes. The Company incurred dyn @ainguishment of debt charge of $355 in coniwectvith this transaction, inclusive of
$199 in cash premiums.

Capital leases and other long-term obligations

The Company has entered into various camtads and other financing agreements totaling 6508 $6,356 with a weighted average
interest rate of 9.94% and 9.90% at December 317 20d 2006, respectively.
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10. OTHER DEFERRED CREDITS AND LONG-TERM LIABILITIE S
Deferred credits and other long-term lial@kticonsist of the following at December 31, 200F 2006:

As Restate(

2007 2006
Regulatory liabilities- accumulated removal cos $62,44: $ 61,48¢
Refundable access rever 6,89¢ 7,912
Interest rate sway 9,17¢ —
Other deferred credi 3,557 3,48:
$82,07¢ $ 72,88

11. NON-OPERATING CHARGES

The Company periodically evaluates the falugaf its investments and other non-operatingtassgainst their carrying value whenever
market conditions indicate a change in that falu@aAny changes relating to declines in the faiue of non-operating assets are charged to
non-operating expense under the caption “OthethiénConsolidated Statement of Operations. Durir@B2the Company undertook an
assessment of the net realizable value of its mmeivable from Crest Communications LLC (“Cresti)d the option, as part of the note
receivable, to purchase certain network assets €ogst as a result of changes in market and ecanconiditions (and a notice the Company
received from the State of Alaska of terminationthaf TPA). As a result of the analysis, the Compatprded a charge of $15,924 represel
the estimated decline in fair value of the notesieable from Crest. During 2005, the full balané¢h@ note and accrued interest of $2,692 was
fully reserved. In January 2006, the Company exatdefinitive agreements to assume ownership afegjic fiber optic cable network assets
from Crest, pursuant to the Company’s 2002 agreemi¢h Crest, where the Company was granted aroopit exchange its $15,000 note for
the strategic assets.

In January 2006, the Company executed defendgreements to assume ownership of strategicdiitec cable network assets from Crest
Communications, LLC (“Crest”). The Company exerdigis option in April 2005 to assume ownership wéls assets. On April 17, 2006, the
closing occurred whereby ACS assumed ownershimafficant fiber optic transport facilities then aad by Crest in Alaska between Whittier
and Anchorage, and between Anchorage and Fairb@hksCompany determined that there was no observaatket price for the Crest ass
Accordingly, the Company used a discounted cash fiicethod based on existing revenue contracts; patéature business and internal
savings the Company could generate by using tret,degether with the stand alone costs of opegdtia asset, and determined the fair value
of the Crest assets was nominal. Consistent wélptbvisions of SFAS No. 11Accounting by Creditors for Impairment of Logrend the
determination that the fair value was nominal,ah®unt recognized as income was the cash settlesh&at979 upon taking possession of the
asset.

F-29




Table of Contents

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2007, 2006 and 2005

(In Thousands, Except Per Share Amounts)

12. INCOME TAXES

The following table includes a reconciliatiohfederal statutory tax at 35%, 34% and 34%, retbpaly, to the recorded tax
(expense)/benefit, for the years ended Decembe2®BX7, 2006 and 2005, respectively.

As Restatec
2007 2006 2005
Computed federal income taxes at the statutory $(11,530) $ (4,665 $ 14,15¢
(Increase) reduction in tax resulting fro
State income taxes (net federal bent (2,254 (799 2,68¢
Excess compensation not allon (789 (182) (59€)
Other (183 (773) (23¢
Rate chang 3,361 — —
Stock based compensati 91 86¢ 1,522
Valuation allowanct 122,49¢ 5,10¢ 17,527
Total income tax benefit (expens $111,19:¢ $ (449 $ =

The Company files a consolidated federal inedax return. The income tax provision for the geamded December 31, 2007 and 2006
comprised of the following charges:

2007 2006
Current:

Federal income ta $ (1,109 $ (37¢
State income ta (198 (68)
Total current (1,307 (443)

Deferred:
Federal income ta (7,616 (3,92¢
State income ta (2,387) (1,180
Change in valuation allowan 122,49¢ 5,10¢
Total deferrec 112,49! —
Total income tax benefit (expens $111,19: $ (449
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12. INCOME TAXES (Continued)

In 2005 the Company incurred no tax benefigxpense.

The Company accounts for income taxes unaeasiset and liability method in accordance with SA®. 109, as amended. Deferred
income taxes reflect the net tax effects of tempodiferences between the carrying amounts oftasaad liabilities for financial reporting
purposes and the amounts used for income tax pesp8ggnificant components of the Company’s defetaa assets and liabilities are
recorded at a combined federal and state effectiteeof 41.1% and 40.0%, as of December 31, 20672806, are as follows:

2007 2006
Deferred tax liabilitie— long-term:
Mark to market on interest rate sw — (2,300
Deferred tax asset
Current:
Accrued compensatic 5,05: 4,08t
Allowance for bad det 3,60¢ 2,93¢
Net operating loss carry forwar 6,757 3,50t
Mark to market on interest rate sw 3,77¢ —
Pension liability 14E 1,67¢
Contingent liabilities 1,022 27C
Self insurance accrua 682 597
Other 311 237
21,347 13,30¢
Long-term:
Net operating loss carry forwar 41,14: 53,94¢
Alternative minimum tax carry forwai 1,86¢ 1,32(
Intangibles/Goodwil 20,42¢ 26,53¢
Debt expens — 1,70¢
Pension liability 1,02¢ —
Property, plant and equipme 29,80" 25,15¢
Excess tax benefit from stock based compens: 1,732 2,745
Other 92 91
96,09: 111,49¢
Total deferred tax asse 117,44: 124,79¢
Valuation allowanct — (122,499
Net deferred tax ass $117,44. $ —

In 2007, the Company reversed the valuatimwance of $123,124 inclusive of a deferred takility attributable to charges to other
comprehensive income of $626. In 2006, the Compeaogrded a decrease in its valuation allowancel@@ exclusive of $498 related to the
effect of changes in comprehensive income. As afdb@er 31, 2007, based on the weight of all avigilabidence, including the last two ye
of positive pre-tax book income as well as projegiesitive pre-tax book income, and taxable inctef@re usage of net operating losses,
management now believes it is more likely than tiat all of the deferred tax asset will be realize

The Company files consolidated income taxrretwvith all if it subsidiaries for U.S. federaldawith the State of Alaska. The Company is
no longer subject to examination for years prio2®4. The Company is not currently being audited,has it been notified of any pending
audits. The Company is not aware of any controakosiunsupported positions taken on its tax restinat have not either been resolved in
prior audits, by amending prior returns or by atipgsits Net Operating Loss (“NOL”) carry forwarttsrectify its filings. Income tax payable
was $137 at December 31, 2007.
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12. INCOME TAXES (Continued)

The Company adopted the provision of FASBrjgietation No. 48Accounting for Uncertainty in Income Tax&d$N 48) in 2007. With the
adoption of FIN 48 as of January 1, 2007 the Comteas reviewed all of its tax filings and positi@ken on its returns and has not identified
any material current or future effect on its cordated results of operations, cash flows or finahgosition.

In connection with the adoption of SFAS No3(R) in 2005, the Company elected to calculateptha of excess tax benefits under the
modified retrospective method, but only to prickeitim periods in the year of initial adoption. Ftdax benefits decreased $1,011 and
increased $1,881 in 2007 and 2006, respectivelditiahal actual stock based tax benefit in excddmok expense of $530 was generated in
2005, a loss year, but will not be realized uttd 2005 tax losses are used against future taingarnVhen the 2005 losses are realized, this
tax benefit will be credited to additional paiddapital rather than income tax expense.

The Company has available at December 31,,200¥%ed acquired and operating loss carry forwaf@4.17,809 federal and $115,023 s
that may be applied against future taxable incosnghawn below:

Federal State

Acquired Unusec Unused Total Unused Total Unused
Year of Operating Loss Operating Loss Operating Loss Operating Loss
Expiration Carry forwards Carry forwards Carry forwards Carry forwards
2020 2,20¢ — 2,20¢ 2,19¢
2021 — 30,99 30,99« 29,04
2022 — 17,98: 17,98 17,45¢
2024 — 43,97 43,97 43,71
2025 — 22,64¢ 22,64 22,61

$ 2,20¢ $ 115600 $ 117,80¢ $ 115,02

In 2007 and 2006, Internet Alaska losses db$nd $1,314 were utilized, respectively. Acquuedsed operating loss carry forwards
associated with ACS’s acquisition of Internet Alask June 2000 are limited by Section 382 of therhral Revenue Code of 1986 to $216 per
year. To the extent that these limits are not Wsey can be carried forward to subsequent yearslilgesffectively increasing that y¢s
limitation.

Section 382 of the Internal Revenue Code 8618s amended, imposes an annual limit on théyabflloss corporations that undergo an
“ownership change”. This limitation restricts th@unt of operating losses that can be used to esitlifuture taxable income. On
December 7, 2005 ACS underwent an ownership chirgeby subjecting it to the Section 382 loss ktidin rules. The corrected overall
annual limitation at date of ownership change w4 &4 per year annually increased by built-in g&h$10,794. The increase in limitation
will be in effect through the year 2010. The taxalolss generated in 2005 after the change in oWwipefiiom December 7, 2005 through the
of the year was $1,489 and has no limitations diditeon to the utilization of Internet Alaska’s apéing losses, ACS utilized additional
operating losses of $26,705 and $14,516 for 20072806, respectively, out of its operating lossycésrward.
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13. EARNINGS PER SHARE

Earnings per share are based on weighted gaveramber of shares of common stock and dilutiverg@l common shares equivalents
outstanding. Basic earnings per share includedlaticth and is computed by dividing income avaikabb common shareholders by the
weighted average number of common shares outstgufalirthe period. Diluted earnings per share refilee potential dilution of securities that
could share in the earnings of an entity. The Campacludes dilutive stock options based on thadwey stock method. Due to the Company’
reported net losses, potential common share eceuitsabf 1,091, which consisted of options and ietett stock granted to employees and
deferred shares granted to directors, were anttidd for the year ended December 31, 2005. THeviahg table sets forth the computation of
basic and diluted earnings per share for the yeading December 31, 2007, 2006 and 2005:

As Restatec
2007 2006 2005

Numerato— net income (loss $144,13¢ $ 13,27¢ $(41,63%)
Denominato— weighted average shares outstand

Basic share 42,70: 42,04¢ 40,18t

Dilutive impact of restricted stock, options andeteed share 1,48¢ 1,342 —

Dilutive shares 44,18t 43,38’ 40,18t
Earnings (loss) per shai

Basic $ 3.3¢ $ 0.3z $ (1.09)

Diluted $ 3.2¢ $ 031 $ (109

14. STOCK INCENTIVE PLANS

Under various plans, ACS Group, through thenensation Committee of the Board of Directors, maant stock options, restricted stock,
stock appreciation rights and other awards to eficemployees and non-employee directors. At Dbee®il, 2007, ACS Group has reserved
a total of 11,560 (11.56 million) shares of authed common stock for issuance under the plansehegl, options under the plans vest ratably
over three, four or five years and the plans teateiin 10 years. After the plans terminate, alfest@ranted under the plan, prior to its
termination, continue to vest under the terms efghant when it was awarded.

Alaska Communications Systems Group, Inc. 199%$teentive Plan

ACS Group has reserved 8,660 shares undepldrs which was adopted by the Company in Noverdb88. At December 31, 2007, 9,142
equity instruments have been granted, 3,309 hase toefeited, 3,976 have been exercised, and ZBares are available for grant under the
plan.

In August 2005, the Company began grantintgiotsd stock in lieu of stock options as the pniynequity based incentive for executive and
non-union represented employees. The time bas#itted stock awards have vesting terms that cagedrom three to five years with equal
annual vesting amounts. The performance basedcteststock awards cliff vest in five years and énaccelerated vesting terms of one third
per year if certain profitability and capital exjgénre criteria are met. A long term incentive miag (“LTIP”) also exists for executive
management. LTIP awards are awarded annually #figest in five years with accelerated vestinghnee years if cumulative three year
profitability and capital expenditure criteria anet. In 2006, the Company implemented a progragrdat performance based shares to union
represented employees. Expense related to the tepoesented employee shares were accrued in 2@08hares were granted in the first
quarter of 2007. During 2007, the Company recoghtmpensation expense of $5,522 for all restristedk awards, net of estimated
forfeitures, over the applicable vesting perioddabsn the market value at the date of grant, disisaufor estimated dividend payments that do
not accrue to the employee during the vesting geAalditionally, $416 was recognized as compensatixpense for legacy stock options
issued through January 2005.
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14. STOCK INCENTIVE PLANS (Continued)
Alaska Communications Systems Group, Inc. 1999 @raelStock Purchase Plan

This plan was also adopted by ACS Group inéolver 1999 and will terminate December 31, 200@. Company has reserved 1,550
shares under this plan. At December 31, 2007, Bafes are available for issuance and sale. All &&&p employees and all of the
employees of designated subsidiaries generallybgikligible to participate in the purchase plaheothan employees whose customary
employment is 20 hours or less per week, is noertiwan five months in a calendar year, or who rae#igible to participate due to restrictions
under the Internal Revenue Code.

A participant in the purchase plan may autteregular salary deductions up to of a maximurh586 and a minimum of 1% of base
compensation. The fair market value of shares whial be purchased by any employee during any cateyehr may not exceed $25. The
amounts so deducted and contributed are applideetpurchase of shares of common stock at 85%edEsser of the fair market value of such
shares on the date of purchase or on the offeidg fdr such offering period. The offering dates &anuary 1 and July 1 of each purchase plan
year, and each offering period will consist of @ix-month purchase period. The first offering periodler the plan commenced on January 1,
2000. Shares are purchased on the open marketuerdisrom authorized but un-issued shares on behpHrticipating employees on the last
business days of June and December for each perpkeasyear and each such participant has thesraftd stockholder with respect to such
shares. During the year ended December 31, 20@7oxdmately 23% of eligible employees elected tdipgpate in the plan. During 2007,

2006 and 2005, 48, 59 and 56 shares were issuethar@bmpany recognized compensation expense af, $282 and $133 for those same
periods, respectively.

2003 Options for Officer Inducement Grant

During 2003, the Company’s Board of Directawgarded 1,000 options as an inducement grantimghihe Company’s Chief Executive
Officer. As of December 31, 2007, 400 options hlagen exercised/converted and 600 are currentlyaouimng.

ACS Group, Inc. 1999 Non-Employee Director Stock@ensation Plan

The non-employee director stock compensatian was adopted by ACS Group in November 1999. Ae&Ip has reserved 350 shares
under this plan. At December 31, 2007, 205 shaage been awarded and 145 shares are availablesfor gnder the plan. In 2007, 2006 and
2005, the plan required directors to receive ngg than 50%, 50% and 25%, respectively, of theiuahretainer in the form of ACS Group’s
stock. Directors were permitted to elect up to 1Gff%heir annual retainer in the form of ACS Graaiptock. Once a year, the Directors elect
the method by which they receive their stock (issoedeferred). During the year ended DecembeQ7, 14 shares under the plan were
awarded to directors, of which 3 were deferredltatmination of service.

Share-Based Payment

Total compensation cost for share-based patswess $6,390 and $7,667, as restated, for thevéwebnths ended December 31, 2007 and
2006, respectively. Prior to 2007, the Companyrditirecognize a tax benefit from the stock compims@&xpense because the Company
considered it more likely than not that the reladeferred tax assets, which had been reduced by \&afuation allowance, would not be
realized. However, due to the continued earningbi and 2006 coupled with projected future egrXCS’s management now has
determined that is more likely than it is not thlitdeferred tax assets will be realized. To thieetxthat realized tax benefits in 2007 and 2006
exceeded book expense on options exercised amittexbistock awarded in these years the tax savegjzed were reclassified from Income
Tax Expense to Additional Paid in Capital in theoamt of $755.

The Company purchases, from shares resenast timeAlaska Communications Systems Group, Inc. 199% $teentive Plansufficient
vested shares to cover employee payroll tax wittihglrequirements upon the vesting of restrictedlstFrom time to time the Company also
purchases sufficient vested shares to cover emglpggroll tax withholding requirements at the agated exercise price upon exercise of
options. Shares repurchased by the Company fopthjgose are not reallocated to the share resetwsile for future grants under the plan.
The Company expects to repurchase approximatelysti8ges in 2008. This amount is based upon anaiimof the number of shares of
restricted stock awards expected to vest and agpBapected to be exercised during 2008.
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14. STOCK INCENTIVE PLANS (Continued)

There were no options granted for the twelaamtins ended December 31, 2007, or 2006 and seaategrfor the same period in 2005.
There were 591, 760 and 724 restricted stock gfantbe twelve months ended December 31, 20076 20@ 2005, respectively. The
following table describes the assumptions useddbration of equity instruments awarded duringtthelve months ended December 31, 2(
2006 and 2005:

2007 2006 2005

Stock Options

Risk free rate — — 4.21%

Dividend yield — — 8.65%

Expected volatility facto — — 40.1%

Expected option life (year: — — 6

Expected forfeiture rat — — 2.0(%
Restricted stock

Risk free rate 4.25%- 5.25% 4.50%- 5.25% 3.5(%

Quarterly dividenc $ 0.21f $ 0.21f $0.20(

Expected, per annum, forfeiture ri 4.47% 4.47% 2.0(%

Options and Restricted Stock Outstanding
Stock Options

Proceeds from the exercise of stock optionshfe year ended December 31, 2007 were $975. dhgp@ny chose to remit $251 of these
proceeds for payroll taxes in exchange for sharegsdered back to the Company. Information ontanting options under the plan for the
year ended December 31, 2007 is summarized asvil

Weighted Weighted
Average Average Aggregate
Number of Exercise Remaining Intrinsic
Shares Price Life Value
Outstanding, January 1, 20 1,49¢ $ 5.3t
Grantec — —
Exercisec (238) 5.77
Canceled or expire (96) 5.31
Outstanding at December 31, 2( 1,16( 5.27 5.5k $11,29:
Exercisable at December 31, 2C 59¢ $ 557 5.5 5,671

Select information on equity instrumemtsier the plan for the years ended December 37, 2006 and 2005 follows:

Twelve Months Ended
December 31

2007 2006 2005
Weighte-average gra-date fair value of equity instruments gran $10.4¢ $ 9.81 $ 8.6%
Total fair value of shares vested during the pe $5,27¢ $2,76: $1,08¢
Total intrinsic value of options exercis $2,22¢ $2,927 $5,07¢
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14. STOCK INCENTIVE PLANS (Continued)
Restricted Stoc

Restricted stock grants outstanding, all ofclvtare non-vested at December 31, 2007, are lasvil

Weighted
Average
Number of Fair

Shares Value
Outstanding at January 1, 2C 1,192 $ 9.52
Grantec 591 13.0¢
Vested (44¢€) 9.52
Canceled or expire (41) 11.4¢
Outstanding at December 31, 2( 1,29¢ $11.0%

Unamortized stock-based payment and the weibatverage expense period at December 31, 200ds dodows:

Average Perioc

Unamortized to Expense
Expense (years)
Stock options $ 222 1.3
Restricted stoc 6,35( 2.3
$ 6,57 2.3

15. RETIREMENT PLANS

Pension benefits for substantially all of @@mpany’s employees are provided through the Al&&atrical Pension Plan (“AEPP”). The
Company pays a contractual hourly amount basedmpioyee classification or base compensation. Asli+@mployer defined benefit plan,
the accumulated benefits and plan assets are tetdaed for or allocated separately to the indigidemployer. The Comparsyportion of the
plan’s pension cost for 2007, 2006 and 2005 was/F?] $11,892, and $12,203, respectively.

The Company also provides a 401(K) retirensamtngs plan covering substantially all of its eayegles. The plan allows for discretionary
contributions as determined by the Board of Dires;teubject to Internal Revenue Code limitatiorfsef€ was no matching contribution for
2007, 2006 or 2005.

The Company also has a separate defined b@tegfi that covers certain employees previouslyleyga by Century Telephone Enterprise,
Inc. (“CenturyTel Plan”). This plan was transfertedhe Company in connection with the acquisitdiCenturyTel's Alaska Properties.
Existing plan assets and liabilities of the CentialyPlan were transferred to the ACS Retirement BlaSeptember 1, 1999. Accrued benefits
under the ACS Retirement Plan were determinedéoraance with the provisions of the CenturyTel Plapon completion of the transfer to
the Company, covered employees ceased to accreditsamder the plan. On November 1, 2000, the Re8rement Plan was amended to
conform early retirement reduction factors andmasiother terms to those provided by the AEPP. esalt of this amendment, prior service
cost of $1,992 was recorded and is being amortzed the expected service life of the plan paréinig at the date of the amendment. The
Company uses the traditional unit credit methodterdetermination of pension cost for financigloeing and funding purposes and complies
with the funding requirements under the Employetr&aent Income Security Act of 1974 (“ERISA”). Attugh the plan is over-funded on an
accounting basis at a 6.49% discount rate, theiplaot fully funded under ERISA (with liabilitieseasured at a lower discount rate) at
December 31, 2007, and management is consideingtabution of $300 in 2008 for the 2007 plan year

In April 2005, ACS Group registered 250 sharethe Company’s common stock under the “Alaskan@minications Systems Retirement
Plan” for the purpose of funding its retirementridaOn April 14, 2005, ACS Group
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15. RETIREMENT PLANS (Continued)

funded the ACS Retirement Plan for the 2004 plaar yath approximately $600 by transferring 62 skarelieu of cash. During May and
June 2005, the plan administrators sold the stesilting in net proceeds after commissions of $&8March and September 2006, the
Company funded the ACS Retirement Plan for the 2086 year with additional contributions of $60@ &850, respectively. In
September 2007, the Company funded $300 for thé £00year.

The following is a calculation of the fundadtsis of the ACS Retirement Plan using beginnindyemding balances for 2007 and 2006 for
the projected benefit obligation and the plan asset

2007 2006
Change in benefit obligatiol
Benefit obligation at beginning of ye $13,60¢ $13,57¢
Interest cos 782 762
Actuarial gain (76¢< (42)
Benefits paic (739 (697)
Benefit obligation at end of ye 12,88: 13,60¢
Change in plan asse
Fair value of plan assets at beginning of \ 12,71 10,60"
Actual return on plan asse 1,032 1,347
Employer contributiot 30C 1,45(
Benefits paic (739 (697
Fair value of plan assets at end of y 13,31: 12,71
Funded statu $ 42t $ (89))

The plans projected benefit obligation eqitalsccumulated benefit obligation. The funded tlsatance for 2007 of $428 is recorded on
balance sheet in deferred charges and other agsidésthe 2006 liability balance of $891 is recalde other deferred credits and long-term
liabilities.

The following table represents the net pedgminsion expense for the ACS Retirement Plan@6i722006 and 2005:

2007 2006 2005
Interest cos $ 78 $ 76z $ 757
Expected return on plan ass (994) (85¢) (813)
Amortization of loss 322 444 474
Amortization of prior service co: 203 203 20¢
Net periodic pension expen $ 31: $ 551 $ 621

In 2008, the Company expects amortizationrwirservice costs of $203 and amortization ofgehs and losses of $149.

2007 2006
Accumulated other comprehensive income/ls

Prior service cos 53t 73¢

Net loss 2,32( 3,45(

$ 2,85t $ 4,18¢
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15. RETIREMENT PLANS (Continued)
The assumptions used to account for the pasf ®ecember 31, 2007 and 2006 are as follows:

2007 2006
Discount rate for benefit obligatic 6.4%% 5.8%
Discount rate for pension exper 6.4% 5.7¢%
Expected lon-term rate of return on asst 8.0(% 8.0(%
Rate of compensation incree 0.0(% 0.0(%

The discount rates were calculated using prigtary yield curve based on the top 30% of thigense of bonds included in the bond pool.
The expected long-term rate of return on assetsisahe best estimate of future expected returthi®asset pool, given the expected returns
and allocation targets for the various classesséts.

The plan’s asset allocations at December 827 2nd 2006, by asset category are as follows:

Asset Categor 2007 2006
Equity securities’ 63% 64%
Debt securities: 35% 3C%
Other/Cast 2% _ 6%
Total 10C% 10C%

*Note that mutual funds that may contain bstibck and bonds may be included in these categories

The fundamental investment objective of trenpk to generate a consistent total investmeutrredufficient to pay plan benefits to retired
employees, while minimizing the long term costite Company. The longerm (10 year and beyond) plan asset growth objeddito achieve
rate of return that exceeds the actuarial intexgstimption after fees and expenses.

Because of the Company’s long-term investrobigctives, the Plan administrator is directedetist being reactive to short-term capital
market developments and to maintain an asset rmbiglcontinuously rebalanced to adhere to the iplagstment mix guidelines. The Plan’s
investment goal is to protect the assets’ longen fgurchasing power. The Plan’s assets are managethanner that emphasizes a higher
exposure to equity markets versus other asseteslalds expected that such a strategy will prevachigher probability of meeting the plan’s
actuarial rate of return assumption over time.

Based on risk and return history for capitakkets along with asset allocation risk and refrgjections, the following asset allocation
guidelines were developed for the plan:

Minimum Maximum
Equity securitie: 40% 10C%
Fixed income 20% 6C%
Cash equivalent 0% 10%

The benefits expected to be paid in eachehtxt five years, and in the aggregate for the fiiscal years thereafter, are as follows:

2008 $ 81¢
2009 827
2010 86¢
2011 887
2012 89¢
201:-2017 4,89¢
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15. RETIREMENT PLANS (Continued)

The Company also has a separate executivegtasiment health benefit plan. The Alaska Comroations Systems Executive Retiree
Health Benefit Plan (“The ACS Health Plan”) was pigal by the Company in November 2001 and amendé&dtober 2002. The ACS Health
Plan covers a select group of former managementogegs. The ACS Health Plan provides a graded dulisi medical, dental and vision
coverage. The Compensation Committee of the Boadrectors decided to terminate The ACS HealtmRteJanuary 2004. In
February 2005, the Board adopted a resolution ¢tudr a former employee from the plan, causingGdirease in the accumulated post
retirement benefit. Three people qualified undergtan are eligible for future benefits, but tharpis closed to future participants.

The Company uses the projected unit credihotefor the determination of post retirement heattbt for financial reporting and funding
purposes and complies with the funding requirementier ERISA. No contribution was made to The AG&lth Plan for 2007, 2006 or 2005,
and no contribution is expected in 2008. The Corypees a December 31 measurement date for the plan.

The following is a calculation of the fundedtsis and a reconciliation of the beginning andremtalances for 2007 and 2006 for the
projected benefit obligation and the plan asseat3 e ACS Health Plan:

2007 2006

Change in accumulated postretirement benefit otitiga

Accumulated postretirement benefit obligation ajibeing of the yea $ 16¢ $ 171

Interest cos 1C 1C

Actuarial gain — (12

Benefits paic &) (@)

Accumulated postretirement benefit obligation at efithe yea 17€ 16€
Change in plan asse

Fair value of plan assets at beginning of \ 21¢ 20t

Actual return on plan asse 20 14

Benefits paic (2 (1

Fair value of plan assets at end of y 23€ 21¢
Funded statu $ 6C $ 5C

The following represents the net periodic peigement benefit expense for The ACS Health Riar2007, 2006 and 2005:

2007 2006 2005
Interest cos $ 10 $ 10 $ 11
Expected return on plan ass (13) (12 (12)
Amortization of net (gain) or los (5 — —
Net periodic postretirement bene $ (8) $ (2 $  —

The Company expects to incur no net periodgtassociated with this plan in 2008. The aclassumptions used to account for The .
Health Plan as of December 31, 2007 and 2006 &sumed discount rate of 6.00% and 5.89% for piexjdoenefit obligation and an assumed
discount rate of 5.89% and 5.79% for plan experespectively, and an expected long-term rate ofmnedn plan assets of 6.00%. The discount
rate is based on Moody’s AA Corporate bonds. Thgeeted long-term rate of return on assets is teedsimate of future expected return for
the asset pool, given the expected returns andaditm targets for the various classes of assets.

For measurement purposes, the assumed amtealfrincrease in health care costs for the neetylears and thereafter, for both Pre- and
Post-65 premiums, is 7.00%.
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15. RETIREMENT PLANS (Continued)

Assumed health care cost trend rates havgnifisant effect on the amounts reported for TheSAig@ealth Plan. A one-percentage-point
change in assumed health care cost trend ratesivaank the following effects for 2007:

+1% -1%
Effect on total of service and interest cost congmis — Q)
Effect on accumulated postretirement benefit olilige 7 9
The ACS Health Plan’s asset allocations atedzer 31, 2007 and 2006, by asset category, doli@ss:
Asset Categor 2007 2006
Equity securities’ 28% 34%
Debt securities’ 66% 5%%
Other/Cast _ 6% _ 1%
Total 10C% 10C%

*Note that mutual funds that may contain bstibck and bonds may be included in these categories

The fundamental investment objective of trengk to realize an annual total investment retmmsistent with the conservative risk tolere
plan dictated by the Company. The investment grafflthe plan emphasizes liquidity and income, soapgtal stock investment and some
fluctuation of investment return. It is anticipatiat the investment manager will achieve this ctje by investing the account’s assets in
mutual funds. The portfolio may hold common stdoted income securities, money market instruments @.S. Treasury obligations.

Based on risk and return history for capitarkets along with asset allocation risk and reprojections, the following asset allocation
guidelines were developed for the plan:

Target
Equity securitie: 30%
Fixed income 60%
Other/cast 10%

The benefits expected to be paid in eachehtxt five years, and in the aggregate for the fiscal years thereafter are as follows:

2008 $7
2009 14
2010 15
2011 16
2012 16
201:-2017 65
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16. BUSINESS SEGMENTS
Our segments and their principal activitiessist of the following:

Wireline — Wireline provides communicationdees including voice, broadband and data, nexegsion IP network services, network
access, long distance and other services to comsuo@griers, business and government customers.

Wireless — Wireless products and servicesuthelvoice and data products and other value adeteitss and equipment sales.

The Company also incurs interest expenseigsténcome and other operating and non-operatiogne and expense at the corporate level
which are not allocated to the business segmeotsane they evaluated by the chief operating degisiaker in analyzing the performance of
the business segments. These non-operating incothex@pense items are provided in the accompanwginig tinder the caption “All Other” in
order to assist the users of these financial se¢srin reconciling the operating results and tasslets of the business segments to the
consolidated financial statements. Common use sasetheld at ACS Holdings and are allocated tdtisness segments based on operating
revenue. In accordance with industry practice agailatory requirements, affiliate revenue and egpdretween local telephone and all other
segments is not eliminated on consolidation. Tlwawkting policies of the segments are the samemtdescribed in the summary of
significant accounting policies.

The following table illustrates selected fiogh data for each segment as of and for the yedead December 31, 2007:

Wireline Wireless All Other Eliminations Total
Operating revenue $260,97! $137,56¢ $ 11,207 $(23,969) $385,78!
Intersegment revent 48,56¢ 2,604 11,20 62,38(
Eliminated intersegment reven (22,710 (46) (112,20 — (23,969
Depreciation and amortizatic 53,291 13,19¢ 4,841 — 71,33%
Loss on disposal of assets, 11C 12 12€ — 24¢
Operating incomi 11,323 43,31t 5,791 — 60,43¢
Interest expens 38 1,20¢ (29,637) — (28,38¢)
Loss on extinguishment of de — — (35%) — (355)
Interest incom 2 — 2,01¢ — 2,02(
Income (loss) before income t 10,72¢ 44,52 (22,309 — 32,94:
Income tax (expense) bene (664) (18,19 130,04¢ — 111,19
Net income 10,06t 26,33 107,74( — 144,13¢
Total asset 464,82 191,19 7,18¢ — 663,20:
Capital expenditure 28,21 15,66 18,96« — 62,83¢
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16. BUSINESS SEGMENTS (Continued)

The following table illustrates selected fiogh data, which in certain cases has been restat@ctordance with Note 2, for each segment as
of and for the year ended December 31, 2006:

Wireline Wireless All Other Eliminations Total
Operating revenue 242,60 115,41. 10,687 (29,979 $348,72:
Intersegment revenue 39,47« 2,632 10,681 — 52,79:
Eliminated intersegment reven (9,250 (42 (10,68 — (19,979
Depreciation and amortization 53,18 11,51¢ 4,40( — 69,09¢
Loss on disposal of assets, 46¢ 23 613 — 1,10¢
Operating income 1,48¢ 37,14( 4,992 — 43,62
Interest expense (379 42¢ (30,499 — (30,445
Loss on extinguishment of de — — (9,650 — (9,650
Interest incomt 1 — 1,83« — 1,83¢
Income (loss) before income ta 1,113 37,56¢ (24,96)) — 13,721
Income tax (expense) bene (3,82)) (15,57¢) 18,95¢ — (443
Net income (loss) (2,709 21,98: (6,00%) — 13,27¢
Total assets 404,50: 146,61: 5,10: — 556,21¢
Capital expenditures 39,09« 14,77 6,15¢ — 60,01¢

* Restated balanct
The following table illustrates selected fingh data for each segment as of and for the yeded December 31, 2005:

Wireline Wireless All Other Eliminations Total

Operating revenue 246,21° 86,27¢ 22,61( (28,29Y) $326,80¢
Intersegment revent 35,38 2,52¢ 22,61( — 60,51¢
Eliminated intersegment reven (5,647 (44) (22,610 — (28,29))
Depreciation and amortizatic 56,90¢ 10,52: 15,39 — 82,81¢
Loss (gain) on disposal of assets, 332 (484 — — (152)
Operating income (los: (2,939 23,57% 6,49¢ — 27,141
Interest expens (63€) 2 (35,25¢) — (35,899
Loss on extinguishment of de — — (34,882 — (34,887)
Interest incomt — — 2,25¢ — 2,25¢
Income (loss) before income t (3,570 23,55¢ (61,620 — (41,639
Income tax (expense) bene (1,267) (9,699 10,96: —

Net income (loss (4,837) 13,86 (50,659 — (41,63Y)
Total asset 438,62( 127,77 11,66( (1,644 576,41!
Capital expenditure 45,92« 12,14¢ 6,32¢ — 64,39

17. CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSAC TIONS

During 2003, the Company spun off its DiregtBusiness to ACS Media LLC and subsequently s8l@% of its interest in ACS Media
LLC to the public through a Canadian income fund.part of that transaction, the Company enterexldaveral long-term contracts with ACS
Media LLC, including a 50-year publishing agreemenb0-year license agreement, a 45-year non-cangggeement and a 10-year billing and
collection agreement. The Company had a right twonitly representation of one manager of the peeahitine managers of ACS Media LLC
long as its contracts with ACS Media LLC were ifeef. At December 31, 2006, the Company had recbidéccounts payable, accrued and
other current liabilities, $2,942 due to ACS MeHiaC under these contracts, primarily under themlland collection agreement. In 2007,
ACS Media ceased to be a related party after thmpg2oy sold its remaining interest and relinquisitedght to be a manager of ACS Media
LLC for cash of $162.

F-42




Table of Contents

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2007, 2006, and 2005

(In Thousands, Except Per Share Amounts)

17. CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSAC TIONS (Continued)

On May 14, 1999, the Company entered int@eks$tolders’ agreement with Fox Paine, investordiatd with Fox Paine, and several non-
fund investors, including co-investors and somehefCompany’s former officers. Under the stockhrdtiagreement, subject to limited
exceptions, Fox Paine and its affiliates, as agroould make up to six demands for registratiotleurthe Securities Act of their shares of
common stock, and the Company was obligated tothediees and expenses of such registration aedrgfother than underwriting discoul

On November 29, 2005, the Company filed aifiebry prospectus supplement relating to a propastering of 10,000 shares of its
common stock by Fox Paine. This offering was cotgglen December 7, 2005, after which Fox Paine fimaky owned 22.8% of our
outstanding common stock. The Company incurredagmately $500 in transaction fees associated thighoffering.

On March 10, 2006, the Company entered intdaglerwriting Agreement among the Company, ceraffiiates of Fox Paine, and RBC
Capital Markets Corporation, as the underwriter tiie sale by Fox Paine of 9,549 shares of the @oryip common stock, representing
substantially all of Fox Paine’s remaining holdir@djghe Company’s common stock. The transactionpvieed at $11.00 per share, and on
March 15, 2006, the transaction closed. The Complahyot receive any proceeds from the sale ofellsbares. The Company incurred $18
transaction fees associated with the offering.

18. ACCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGI NG ACTIVITIES

The Company uses derivative financial instrote¢o hedge variable interest rate debt to mairdgeest rate risk. To the extent that
derivative financial instruments are outstandin@faa period end, the fair value of those instruteerepresented by the estimated amount the
Company would receive or pay to terminate the ages#, is reported on the balance sheet.

On February 1, and March 21, 2005, the Compeemgred into floating-to-fixed interest rate swapth total notional amounts of $135,000
and $85,000, respectively, which swap the floalimigrest rate on a portion of the term loan borrmsiunder the 2005 senior credit facility for
a five year term at a fixed rate of 6.13% and 6.5086 year, respectively, inclusive of a 2.00% gremover LIBOR. On July 15, 2005, the
Company entered into a six year $40,000 notionawarnfixed to floating swap arrangement, effecgv@ting the rate on the new term loan at
6.43% per year inclusive of a 2.00% premium ovd8QR. In February 2006, the Company renegotiate @@®5 senior secured credit facility
from LIBOR plus 2.00% to LIBOR plus 1.75%, reducithg rate for the credit facility by 0.25%.

In February 2006, the Company and ACS Holdmgscuted $115,000 and $52,900 notional amountirfigpdo-fixed interest rate swap
agreements related to its $375,000 term loan uitsl2005 senior bank credit facility. The swapsefively fix the LIBOR rate on $115,000
and $52,900 principal amount of senior bank crieditlity at 6.71% and 6.75%, inclusive of a 1.75%rmium over LIBOR, through
December 2011.

On December 31, 2007, 2006 and 2005 all swaps effective. The swaps have been marked to etk ($9,179), gross of $3,773 in
tax, recorded as the carrying value at Decembe2@17 as other comprehensive loss in the Comp&grsolidated Statement of
Stockholders’ Equity (Deficit) with a correspondiligbility recorded in Other deferred credits andd-term liabilities on the Consolidated
Balance Sheet.

19. FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair values of cash and cash equivaletsounts receivable and payable, and other shontrienetary assets and liabilities
approximate carrying values due to their short-teature. The fair value for the Company’s 2005 geaiedit facility, senior unsecured notes,
capital leases and other long-term obligations vestenated based on quoted market prices. The Qouyipedd out-of-the-money interest rate
swaps at December 31, 2007 that were marked toandrke carrying value of ($9,179) and fair valoe @qual on that date
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19. FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

The following table summarizes the Compangsying values and fair values of the debt comptmehits financial instruments at
December 31, 2007:

Carrying Fair

Value Value
2005 senior credit facility term loz $427,90( $410,78:
Capital leases and other Ic-term obligations 5,09¢ 5,09¢
$432,99¢ $415,88(

20. COMMITMENTS AND CONTINGENCIES

On October 23, 2007, ACS Cable Systems, inaholly owned subsidiary of the Company, entergéd & definitive Supply Agreement w
Tyco Telecommunications (US) Inc. to constructraghtnaul fiber facility that connects Alaska and Breific Northwest. Costs associated with
construction of the long-haul fiber facility payaldirectly to Tyco under the Supply Agreement aqgeeted to be approximately $86 million.

The Company enters into purchase commitmeitktswendors in the ordinary course of business. Chmpany also has long-term purchase
contracts with vendors to support the ongoing neédts business. These purchase commitments amdaots have varying terms and in
certain cases may require the Company to buy gaondservices in the future at predetermined voluameisat fixed prices.

The Company is involved in various claimsdlegctions and regulatory proceedings arising éndtdinary course of business and has
recorded litigation reserves of $75 as of Decen3ie2007 against certain current claims and leg@ds. The Company believes that the
disposition of these matters will not have a matexdverse effect on the Company’s consolidateahfifal position, results of operations or
cash flows.

The Company pledges substantially all propexsgets and revenue as collateral on its outstgmigdibt instruments.

21. SUBSEQUENT EVENTS

Subsequent to December 31, 2007 the Compaegtied excess cash in auction rate securities.nRaneertainties in the credit markets
have resulted in failed auctions for its entireséirg portfolio of auction rate securities of $£5Zhese investments are no longer currently
liquid and in the event the Company needs to adbese funds, it will not be able to do so withadbss of principal, unless a future auctior
these short-term investments is successful. Thep@aagnhas not obtained sufficient evidence to catelihat these investments are other-than-
temporarily impaired or that they will not be settlin the short term, though the market for thagestments is presently uncertain. With the
cash demands of the Compasiiber build, it may need to access these fundserational purposes during the time that thegestments a
expected to remain illiquid and the company mayiirecloss upon liquidation.
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22. SELECTED QUARTERLY FINANCIAL INFORMATION (unaud ited)

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

2007 Restated Restated Restated
Operating revenue $91,62: $94,50: $100,55¢ $ 99,107 $385,78!
Operating incomi 14,157 13,35 17,88¢ 15,04¢ 60,43¢
Net income 7,312 6,16¢ 10,30( 120,35¢ 144,13t
Net income per shar

Basic 0.17 0.14 0.24 2.81 3.3¢

Diluted 0.17 0.14 0.2% 2.71 3.2¢
2006 Restated Restated Restated Restated
Operating revenue $81,75: $85,06: $90,05: $91,85¢ $348,72:
Operating incomi 7,57¢ 10,41t 13,85¢ 11,77: 43,62
Net income (loss (9,525 11,88! 6,711 4,211 13,27¢
Net income (loss) per shal

Basic (0.29) 0.2¢ 0.1€ 0.1C 0.3

Diluted (0.29) 0.27 0.1t 0.1C 0.31
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Balance at Charged to Charged to Balance at
Beginning costs and other End
Description of Period expenses accounts (2) Deductions (3) of Period
Year ended December 31, 2C
Allowance for doubtful accoun $ 7,43¢ $ 5,10 $ 2 $(3,779) $ 8,76¢
Valuation allowance for deferred tax $122,49¢ $(122,499) (1) $— $ — $ —
Year ended December 31, 2C
Allowance for doubtful accoun $ 6,20¢ $ 5,121 $(61) $(3,832) $ 7,434
Valuation allowance for deferred tax $127,60: $ (5,109 (1) — — $122,49¢
Year ended December 31, 2C
Allowance for doubtful accoun $ 4,86¢ $ 4,49« $(26) $(3,13)) $ 6,20¢
Valuation allowance for deferred tax $112,20¢ $ 15,39¢ (1) — — $127,60:

(1) Change in the valuation allowance allocated tormedax expenst
(2) Represents the reserve for accounts receivablectedl on behalf of others, net of recov

(3) Represents credit losses, net of recov
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SPANDEX SUPPLY CONTRACT
This agreement (hereinafter referred to as the t@oti) is made and entered into as of Octobe2P8y7, the (“Effective Date”),
BETWEEN:

ACS Cable Systems, Inc., a company organized aistirexunder the laws of the State of Delaware téthStates of America, having its
principal office at 600 Telephone Avenue, Anchorajaska 99503, hereinafter referred to as “thecRaser” on the one part.

AND

Tyco Telecommunications (US) Inc., a corporatiogamized and existing under the laws of the Stafeaetéware, United States of America,
having its principal office at 60 Columbia Road, tdstown, New Jersey, 07960, hereinafter refercedst “the Contractor” on the other part.

Both the Purchaser and the Contractor shall beredter collectively referred to as “the Partiesiiandividually as “the Party” and shall
include their successors and permitted assigns.

RECITALS

Purchaser has decided to develop, install and tarsubmarine cable system connecting Purchasetiigork to the Pacific Northwest
“Project Spandex”. Purchaser has issued an insitdt tender, and following a competitive biddinggess has selected Contractor,
Purchaser has provided a Parental Guarantee imathe of the Contractor letter as Exhibit E.

This Contract is for the provision of the Spandgst®&m and warranty support of Spandex System. &ctotr has reviewed the Work as a
whole and in detail and has fully satisfied its#lthe feasibility and practicability regarding t@entract.

AGREEMENT

NOW, THEREFORE, in consideration of the premised a@inthe mutual covenants and agreements conthieidn, the Parties herby agree
follows:
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CLAUSE 1. DEFINITIONS

In these General Terms and Conditions and in h#érolocuments forming part of the Contract theofeihg definitions shall apply:

“Acceptance”

means written acknowledgement by the Purchasethibatork, or part of it, has been completed iroadance with the Contract. “Accemhc
“Acceptance” in the context of “Acceptance” shadl donstrued accordingly.

“Access Rights”

means all ownership, easement and/or other proggftis, from both private and governmental erditizoth on land and below the surface of
the water (including, without limitation, agreemetd use conduits, install manholes and to leaseesim Terminal Stations) necessary to
access, use and occupy Terminal Stations andtdeefer Terminal Stations (including, without limiton, to land and install the submarine
cable and related equipment and to bring such dednethe ocean to the Terminal Stations) in ofdethe Purchaser to own, operate and/or
maintain the System.

“Actual Knowledge”

means the actual knowledge or constructive knovdemthin the ordinary scope of diligent performané@ny executives with management
responsibility for the Contrac

“Bankruptcy Event”

means an event specified in Sub-Article 24.1.1401 2 with Contractor as the bankrupt party.

“Billing Milestone”

means a pre-determined point for billing to be atifed subject to specific criteria being met,feeth in Part 5: Billing Schedule.

“Commercial Service”

means the grant by Purchaser, with the Consenbofr@ctor of a Certificate of Commercial Serviceagtordance with this Contract.

“Contract”

means this agreement concluded between the Purcdrad¢éhe Contractor named herein, and all appesdannexes and/or schedules thereto,
as well as subsequent amendments which may beceigréewriting between the Purchaser and the Gair.

“Contractor”

has the meaning set forth in the Recital.

“Contractor Permits”

means permissions, approvals, authorizations, edreices, licenses, consents, agreements, notifisadn ),from all appropriate persons,
entities and governmental authorities necessapgtform the Work. Contractor Permits include: (&Parmits from all appropriate persons,
entities and governmental authorities arising inr@xtion with the performance of the Work, (b)Rairmits for vessels and personnel
performing marine activities, including but not lted to, marine surveys and crew authorizationasjigc) all Permits required for installation,
testing and commissioning of the wet plant up td excluding each Beach Manhole and from each begathole up to and including its
corresponding Terminal Station, (d) all Permitsessary for the importation and installation of @quént specified in this Contract as to be
provided by Contractor or which is necessary ferpglkrformance of the Work, and (e) all Permits ireglfor construction, installation, testing
and commissioning of land based facilities suchhemholes and hand-holes, cable conduits and sutiu@s, beach manholes and ocean
ground beds to
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the extent this is part of the Work.

“Contract Price”

means the price payable to the Contractor by tmehaser under the Contract as defined in Clause 13.

“Contract Taxes”

means any import tax, duty, levy, charge or cudiimicluding, without limitation, any sales or use, t& AT, other taxes or octroi duty relating
to the Work, imposed or collected by any taxindhatty or agency (domestic or foreign).

“Effective Date”

means when Contract becomes binding. Effective Baipon execution of the Contract. “Equipment”

means all items specified in the Contract whichG@oatractor is required to provide as requiredi®/€ontract, to supply the System.

“Final Acceptance”

means written acknowledgement by the PurchasethtbatVork has been completed in accordance witiCtivgract, in this contextCertificate
of Final Acceptance” shall be construed accordingly

“Force Majeure”

means, all events recognised as such by the UStegds jurisprudence, as well as events beyonc#dsonable control of the Parties assuming
customary diligence and without their fault or rigghce, including but not limited to acts of GODhWhbrkable Weather , or acts of or failur
act of any governmental authority, undocumentetucall sites! burial grounds, discovery of hazardmaderials, ordinances, nuclear waste or
minefields in the performance of the Work; tranderanchor damage caused by other marine activily as fishing, marine research and
marine development, acts of terrorism, war or Wartiperations, insurrections or riots, fires, flspepidemics, quarantine restrictions, freight
embargoes, strikes (other than strikes of the @otdr own workforce that are not industry-wide gages) and customs and permits delays.

“Information”
means information whether written or oral, inclugliout not limited to documentation, specificatioreports, data, notes, drawings, models,
patterns, samples, software, computer outputsgadescircuit diagrams, inventions whether patertaiolnot and know-how.

“Intellectual Property Rights”

means any patent, registered design, copyrighiguleght, semiconductor topography right, know-h@wvany similar right exercisable in any
part of the world and shall include any applicasidor the registration of any patent or registetesigns or similar registerable rights in any
part of the world.

“LIBOR”

means the rate per annum (rounded upwards, if segedo the nearest hundredth of one percent)aajmgeon the Reuters “British Bankers
Association Interest Settlement Rates” page atdheon inter-bank offered rate for deposits in U8lI&rs for a term of thirty (30) days at
approximately 11:00 A.M. (London time) on the dweadlfor the relevant payment.

“Line Segments”

Those parts of the System between Terminal Stationgnated by the Purchaser up to and includinthalkspecific terminal equipment for
conditioning the signal to line and all the Subneerélant but excluding the SONET equipment.
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“LTE”

means Line Terminal Equipment

“Non-Contract Taxes”

means any gross tax, duty or assessment (inclyggogs income, receipt, franchise, excess proféasyworth, capital or capital gains tax), other
than Contract Tax, including any tax on doing basgor imposed on net or gross income or recespigedl as property or payroll taxes.
“Owner Permits”

means permits required for the operation, admaisin, maintenance, repair, decommissioning armgrership of the System, including but
not limited to those permits described as Ownemieror Purchaser Permits in the Preliminary PeNaitrix or Plan of Work. The Owner
Permits include those Permits that by their termsomditions are required for the operation, adstration, maintenance, repair,
decommissioning and/or ownership of the System. @vermits include: (a) all Access Rights relatedwnership; (b) cable landing licens

(c) crossing agreements with other marine and skabers such as cable system, pipeline and leask tWvners, commercial and subsistence
fishing entities, and military exercise/trainingas; and (d) occupancy permits for the right oflland seabed ownership, occupancy, and use,
easements and/or leases and associated envirohsuenweys, studies and reports.

“Provisional Acceptance”

means the grant by Purchaser of a Certificate @fiBional Acceptance in accordance with this Canttra

“Provisional Acceptance Date”

means the date of the Certificate of Provisionateftance issued by the Purchaser in accordancehgitGontract.

“Purchaser”

has the meaning set forth in the Recital.

“Quality Assurance”

means all those planned and systematic actionss&geto provide adequate confidence that a pramtusztrvice will satisfy the requirements
of the Contract.

“Release Certificate”

means a written statement by the Contractor tleEtfuipment or the System being submitted to threHaser for Acceptance validation has
been fully tested in accordance with the Contraquirements and conforms to Contract. In this odrtee term “Release” shall be construed
accordingly. Any Release Certificate for any Equimt) component, Line Segment or other portion efSfistem shall be solely for purpose

satisfying any relevant payment Milestone but shatlbe deemed Acceptance thereby for purposesmplying with the Contract.

“Segments”

shall have the same definition as Line Segments.
“SIE”

means SONET Interconnection Equipment.
“Site”

means:

i) All land and buildings allocated by the Purchasethe Contractor for the purposes of the Cont
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ii) All places, including the seabed and foreshore reviige System is installed or to be instal

iii) Any cable-ship or other ship used In connection with the Camit

“Software”

shall mean all the computer programs includingrimitlimited to object code whether in machine rédelaoptically readable or any other
format to be supplied by the Contractor includifighdrd party commercially available software, pided however said third party
commercially available software shall be solelyjsabto the terms in the licenses provided by ghald parties.

“Sub-contractor”

means any person, partnership, limited liabilitynpany, corporation or other entity with whom then@actor places a contract or an order for
the supply of any equipment, item, service or foy @ork, associated with this Contract. In thistesm the term “sub-contract” shall be
construed accordingly.

“System”

means the whole of the Spandex System provideddeetwand including the System Interfaces at eatieoTerminal Stations at the following
locations:

“Base Configuration”

o Anchorage to Nikiski, Alaske

o Homer, Alaska to Florence, Oregt

“Optional Configuration”
o Sitka,

0 Juneat

o Ketchikan

The detailed configuration of the System is corgdim Part 2 Technical Specifications.

“System Design Life”

means twenty-five (25) years from the System Prone Acceptance Date.

“System Interface”

means the input and output that shall be at theeBy©ptical Distribution Frame (including the Dibtrtion Frame itself).

“Terminal Stations”
means buildings housing the Line Terminal Equipn{etE) and the SIE.
“Unworkable Weather”

For purposes of this Contract “Unworkable Weathgdefined as follows:

1. during main lay and burial work at least Beauféit

2. during near shore route survey work at least Bea{4f

3. during dee-sea route survey work at least Beaufort

4, during route clearance, -lay grapnel run and post lay burial at least Bedyfy; and
5. during shore end work at least Beaufort

Notwithstanding the above Beaufort states, theigoation of operations shall be determined at #asonable discretion of the captain of
vessel (or shore end EIC [Engineer In Charge] éndése of shore end and pre-laid shore ends (PtyStations) with due regard to the safety
of vessel, equipment, the System and crew. Itdegrized that it may be necessary to cease theenapierations in sea conditions lower than
those described above (in such case, where the Work

Confidential Treatment Requested for Certain Pogtiof this Exhibit




stopped by the captain the weather will be consiéunworkable”) and also that it may be possibledntinue marine operations in sea
conditions beyond these limits if the quality o thperation remains substantially unaffected, ychscase, where the Work is continued by the
captain the weather will not be considered “unwbt&3.

“Work”

means all tasks and Equipment the Contract reqtdrbe undertaken by the Contractor for the Purmhas
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2.1.

2.2.

3.1.

3.2.

3.3.

3.4.

3.5.

3.6.
3.7.

3.8.

CLAUSE 2. APPLICABLE DOCUMENTZ

The following documents and all attachments, appesdand annexes listed and attached hereto shdéémed to form and be read
construed as part of this Contrz

Part 1: Supply Contrac

Part 2: Technical Specificatio
Part 3: Price Schedul

Part 4: Plan of Work

Part 5: Billing Schedule

Part 6: System Descriptio

In the event of any conflict between these documjehe order of precedence indicated above shaligdr Any reference to any of tl
documents shall be deemed to include any modifinator amendments thereto as may be agreed te iatties in writing

CLAUSE 3. RESPONSIBILITY OF THE CONTRACTO

The Contractor shall be fully responsiblastpply the System and to implement the appropwateanties in accordance with all the
terms and conditions contained in the Contt

The Contractor shall assure that the Woal slomply with the requirements pf this Contractwithstanding that Part 2 (Technical
Specification) may not fully define every detailsafch requirement

The Contractor agrees to provide the System aCtreract Price. The Contract Price for the Systkall 10t be varied except .
provided for in Clause 12 (Variations During Exdonj.

In addition to the requirements for the mn of technical information described in the @ant, the Contractor shall, upon request,
provide the Purchaser with such additional technidarmation in connection with the Contract ae frurchaser may reasonably
require.

The Contractor shall have made sure thawtités, tasks, materials and equipment includgtiénWork are sufficient for the correct
functioning of the System. If any necessary waakki material or equipment is omitted in Part 20°Bchedule), and consequently in
Clause 13 (Contract Price) the Contractor shallyoamt such work or task or supply such materisg@@uipment at its own cost without
any claim being made against the Purche

The Contractor shall comply with Part 4 (Plan of o

The Contractor shall attend at its own expensels sweetings with the Purcha’s representatives at such times and in such lotatie
may be required by the Purchaser, to discuss thergkprogress, any other issues relating to apgaof the Contract and any revision
of Part 4 (Plan of Work) which may become neces:

The Contractor shall be deemed to have notice d@tamave fully examined and independently veritieel Technical Specifications, t
other documents referred to in Sub-Clause 2.1 fiemad such other materials as the Contractor déeiits experience necessary for
performance of the Work as contemplated by the ot

CLAUSE 4. TECHNICAL REQUIREMENT?¢

The Work shall comply with the requirements of Pa(fTechnical Specification), but the Purchaser thedContractor may mutual
agree to make such alterations as may be considesssary during the execution of the Contractmadcordance with Clause 12
(Variations During Execution
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6.1.

6.2.

6.3.

6.4.

7.1.

7.2.

CLAUSE 5. COMPLETION DATE

The System shall be completed in time to alliogvCertificate of System Provisional Acceptancbaassued on or before December 31,
2008 in accordance with Clause 17 (Acceptar

CLAUSE 6. LETTER OF PERFORMANCE GUARANTE

In order to guarantee the good and timely execudfaadl of the Contract(s contractual obligations hereunder, the Contrasttat!
provide and maintain in full force and effect ateef Performance Guarantee for a value equatito *of the Contract Price ***  fc
the entire System, ***  of the Contract Pricerh ***  until ***  and iii) in an amountd be agreed by the Parties equal to the
value of the items which are subject to the wayraxtension in accordance with sub-clause 18.4 guadditional ***  of such value
(not to exceed a maximum of ***  from *** ***  through the end of any extension of sag&tipd in favor of the Purchaser and in
the form of an irrevocable and unconditional Banla@ntee in the format as attached in Appendixettér of Performance Guarantee).
The Letter of Performance Guarantee shall be isbyedbank rated “A” or better by Standard and Bolfrsuch Letter of Performance
Guarantee is not otherwise extended or replackzhst 30 days prior to the expiration thereof, Raser may draw down on such Letter
of Performance Guarantee and hold such funds asccdiateral until receipt of a new Letter of Pemfi@ance Guarantee satisfying the
requirements of this Section 6

The Letter of Performance Guarantee provimethe Contractor pursuant to Sub-clause 6.1 saalhin in force from ***  until
*** jncluding any extension of said periodédccordance with si-clause 18.4

In the event of material breach by the Contracfatsaesponsibilities under the Contract, the aser at its option will have the rig
from time to time, to call in all or part of the ammt represented by the Letter of Performance Gieareferred to above as it, in its
discretion, deems necessary subject only to timesteeferred to in the Letter of Performance Guamu

In addition to the foregoing, the Purchaser shallehthe right to take such actions to enforce ¢heedies provided in the Contra
CLAUSE 7. QUALITY ASSURANCE

Upon reasonable notice of not less than ten (198,dduring normal business hours and in a mannavaa any disruption of the wo
on the premises including performance of otherramts, Contractor and its Sulentractors (having subcontracts or orders in theu
equivalent to ***  pr more) shall permit therlebaser or its designated representatives (otla@rahcompetitor of Contractor or an
affiliate of a competitor) to carry out the follavg Quality Assurance activitie

a) To audit the Contract’s or such St-contracto’s Quality Assurance System and its applicatiotnéowork, including
without limitation, manufacture, development, rawterials and components provisit

b) To inspect all parts of the Work to the exteeasonably practicable to ensure that theirityualeets Part 2 (Technical
Specification); provided that any notice periodlshat be deemed to be a delay hereunder caus@&ditghaser

At any time during manufacture and instalatif any part of the Work does not, or will nagmply with the Contract, the Purchaser
may reject the same. Upon rejection, the Contrasftat forthwith, at its own expense, rectify thenrcompliance in accordance with
Part 2 (Technical Specification), Part 6 (Systensdiption) and no additional costs shall be madé¢oPurchaser in respect thereof.
The Contractor shall bear the direct cost, inclgdhe Purchaser’s participation, of additional @ya\ssurance activities caused by
non-conformance of the Contractor. Should Contrafetibto perform the Work necessary to rectify then-compliance, the Purchaser
may perform or cause to be performed the same tr&o’ s expens:
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7.3.

7.4.

7.5.

7.6.

8.1.

8.2.

8.3.

9.1.

No part of the System shall be shipped until a &deCertificate has been issued for it by Contractaccordance with Part
(Technical Specification) and signed by the PurehaSuch certification shall not be delayed andrig case will be granted within five
(5) business days of issuance of the Release iCatdf

The factory release of parts of the System in ataroce with Part 2 (Technical Specification) (inghgdthe execution of any Relee
Certificate) shall not in any way prejudice anyhtior remedy which the Purchaser may have agdiestontractor, or relieve the
Contractor of its liabilities, and in particularnigt without prejudice to its obligations relatirgthe performance of the System under
Clause 3 (Responsibility of the Contractc

Any certification given by or on behalf of the Phaser in respect of any aspect of the Work caoigdr proposed by the Contractor
in respect of any part of the System, shall noével the Contractor of any responsibilities undher Contract

The Purchaser shall at all reasonable times hasesado the Work in accordance with this Clausend,the Contractor shall provi
appropriate facilities for such access and forphigose of inspection and testing. The Purchasa@l also have full access to all plants,
offices and work sites of the Contractor and anigo§ub-contractors, to enable the Purchaserstgeict the Work and monitor progress,
subject to security clearance limitations impospdruContractor by a governmental authority or aberfitiality agreements with work
being performed for other customers. The Contrashatl include in its sub-contracts having subcaaets or orders in the amount
equivalent to ***  more such provisions as neeynecessary to secure this right on behalf oPtivehaser. The Purchaser shall have
the right to establish up to two (2) resident repreative(s) at the Contractor’'s and Sub-contractdants and at all Work sites, and the
Contractor shall, if required, make suitable offspace, facilities and shipboard accommodationialai for such representative(s) ai
own expense on a temporary basis. The right ofsacsieall also allow for the Purchaser and/or fise®entatives (up to a total of two
(2) persons) to be aboard the vessel(s) duringllasbn. The Contractor shall not be responsiblecbsts of the Purchaser or its
representatives, except for living expenses ondta vessel which includes one (1) daily teletaar all other travel and
accommodation costs for the Purchaser or its Qfesmtative shall be for the account of the Pueah

CLAUSE 8. DAMAGE TO THE SYSTEM BEFORE PROVISIONALGCEPTANCE

This Clause applies to all damage (which in thisuSk includes destruction and loss) arising froyncanise whatever, including For
Majeure.

The System shall stand at the risk of anih ltlkee sole charge of the Contractor from the &ffe Date up to the date of issuance of the
Certificate of System Provisional Acceptance. Dgtinis period, the Contractor shall, with all pbésispeed, remedy to the Purchaser’s
reasonable satisfaction any damage occurring t&yséem. Notwithstanding such damage, the Contratial proceed with the
execution and completion of the Work in accordanith the Contract, subject to any extension of tiorecompletion agreed under
Clause 20 (Delay in System Completion) hereof, apatt from the granting of extension of time to @entractor, the Purchaser shall
not be liable to the Contractor in damages or etlser arising therefron

The cost of remedying such damage durirgggliiod shall be wholly borne by the Contractawvesthat the Purchaser shall pay the
Contractor for remedying the damage to the exteattit is caused by the negligence or intentiootd af servants, agents, or contrac
(other than the Contractor) of the Purchaser adtirtbe course of their employment as st

CLAUSE 9. INJURY TO PERSONS AND DAMAGE TO PROPER’
This Clause applies to all claims, losses, expeagdsiamages fo

a) Injuries to or death of any persons; ¢

b) Damage to property, other than the Syst

which result directly from the activities of therBa(the “Indemnifying Party”), its sub-contractos agents in the execution of the
Contract.
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9.2.

9.3.

9.4.

10.1.

The Indemnifying Party shall be liable for all cted, losses, expenses, and damages described-Clause 9.1 above, and sh
indemnify and save the other Party (the “Indemdiffarty”) harmless from all such claims, lossepesses and damages, including,
without limitation, all reasonable attorneys’ feegsts and expenses to the extent that such daimagg, or death was caused by
negligence or willful misconduct of the Indemnifgiarty, its subcontractors, employees, or ag

The Indemnified Party sha

a) Provide written notice to the Indemnifyingr§y of all such claims and suits upon the InderadiParty becoming aware
thereof;

b) permit the Indemnifying Party to assume the sofertse of and to settle such claims or suits, aad, skpon the
Indemnifying Party’s request and at the Indemnifyirarty’s expense, furnish all information and oeable assistance to
assist the Indemnifying Party in the defense dtesaent of the same; provided, however that themmaifying Party shall
not conclude any settlement that does not includenaplete release of the Indemnified Party or Himersely affects the
Indemnified Party without the prior approval of timelemnified Party

The Contractor shall be responsible for the colktdear-up and other costs resulting from environmental aiggnwvhich results direct
from the activities of the Contractor, its -contractors or agents in the execution of the Gai

CLAUSE 10. INSURANCE

Without limiting its obligations and respdrilities, the Contractor shall, prior to the coemeement of any work and continuing until
Provisional Acceptance, insure to cover its lidigiti throughout the Contract at its own expenseaardminimum shall purchase the
following cover:

(@) (i) The Work and any work in progress oémvkind required for the execution, testing anchptetion of the Work
including, but not limited to, the completed itemthe full value of such Work and any work in pregg executed from
time to time.

(i) All appliances, instruments or things of whadser nature required in or pertaining to the ekenutesting ant
completion of the Work, constructional plant, thatarials and other things brought on to the SitéheyContractor to the
full value of such constructional plant, materiatal other things, against all losses or damages ¥hatever cause in
respect of all risks including, but not limited toarine cargo (Note 1), sea bed (Note 2) and wsé&s tiNote 3) arising for
which the Contractor is responsible under the teshtke Contract and in such manner that the Pesrhend the
Contractor are covered during the period of comsiva of the Work

(b)  Against any damage, loss or injury whichyroacur to any property (including that of the Fhaser) or to any person
(including any employee of the Purchaser or agexgts result of the execution of the Work, .

(c) Against damages or compensation payable undetettat law in respect, or in consequence of agjdant, or injury tc
any person in the employment of the Contractomgr @ub-contractor, and the Contractor shall indéyremd keep
indemnified the Purchaser against all such damagespensation, claims, demands, proceedings, abssges and
expenses, whatsoever in respect thereof at itsexpanses

The total prices contained in Part 3 (Price Schedshall include any premium amounts paid or tpdid by the Contractor for the
insurance coverage hereinabove stated.

Note 1 Marine Cargo or equivalent coverage is meglio protect against all risks of physical losgl@amage to the cable, repeaters,
branching units, terminal equipment and other egeipt to be included in the System (other than Wskd} beginning with
the date when each such equipment is ready fopstg@nd ending when the cable, repeaters and hirgpanits are placed
over-side the cable laying vessel and when theitadnequipment is delivered to the Terminal Stadion
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10.2.

10.3.

10.4.

10.5.

10.6.

11.1.

11.2.

Note 2 Sea Bed or equivalent coverage is requirguidtect against all risks of physical loss or dgmto the equipment describe:
(1) above (other than War Risks) from the time cage under (1) above ends until Provisional Acaegga

Note 3 War risks or equivalent coverage is requicegrotect against damage to, seizure by and&tragion of the System by
means of war, piracy, takings at sea and otheiikeanperations until the issuance of the Certigaatt Provisional
Acceptance.

Upon the issuance of each policy relative to smshriance and not later than thirty (30) days grdaach renewal thereof, t
Contractor shall furnish the Purchaser with evideacceptable to the Purchaser that the relevantipnes have been paid and that the
said policy is and will continue to be in full facEach policy shall provide that no cancellatiomaterial change shall be effective
until at least 60 days after being mailed to thecRaser and other loss paye

If the Contractor fails to effect and/or keep imd® or allow to lapse any of the insurance spetifieSut-Clauses 10.1 and 10.2 here
the Purchaser may, without prejudice to any otlytits they may have under the Contract, effectka®p in force any such insurance
and pay the premium due or to take out new inserargatisfactory to them, in which event any sumpaid by the Purchaser shall
become immediately due and payable by the Contréztihe Purchaser. In the event such lapse o€uoinsractor shall immediately
provide notice to the Purchas

Should the Contractor fail to make the payment iwithirty (30) days of receipt of request for syggtyment, the Purchaser may
then deduct the amount of the requested paymemt &y monies that are, or may become due to thér&uar, or recover the
same as a debt due from the Contractor.

The Contractor shall comply with all terms and dtinds and guarantees contained in all policiesdafifig the foregoing insurance a
shall ensure that its insurance brokers and/orénswgive to the Purchaser such information intieiethereto which may be relevant to
such insurance as the Purchaser may reasonablyste

The Purchaser shall be entitled to certificateatined to the foregoing insurance providing satigfacevidence that the same are in
force and effect. Each policy shall name the Pugehany lender to the Purchaser and their resgei@presentatives and agents as
additional insureds under such poli

All parties shall waive any right of subrogationtbé insurers against the Purchaser, any lendéetBurchaser, all additional insu’s
and their respective officers and age

CLAUSE 11. SUSPENSIOI

The Purchaser may, at its absolute diseretirder the Contractor to suspend all or pathefWork for such period of time as the
Purchaser determines to be appropri

If, as a result of such suspension of Work, thetf2@tor incurs additional costs, or suffers losthimdischarge of its responsibiliti
under the Contract, then the Contractor shall lmsvald to recover an amount equal to the costs ahakees from the Purchaser,
provided that

a) Such costs or losses could not have been reasopiaMgnted by the Contractt

b) In the event of Suspension the Contractall sibmit to the Purchaser within thirty (30) daygshe commencement of the
Suspension a detailed claim setting forth the cmistssses borne and anticipated to be borne esudt of the Suspension
(based on timeframes provided by the Purchaseupasted by sufficient evidence to enable it to bBdated, anc

C) Within thirty (30) days of the end of a Sespion, the Contractor shall submit to the Purahasinalized detailed claim
setting forth the costs or losses borne as a rekthie Suspension, supported by sufficient evidelcenable it to be
validated, ant

d) The suspension was not caused by the default digeage of the Contracto
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11.3.

11.4.

11.5.

12.1.

12.2.

12.3.

12.4.

The Contractor shall be allowed an equitable extenis the time required for performance of anypargled work or such longer
shorter period as may be mutually agreed, provilatithe suspension was not caused by the defanéigligence of the Contractc

If a suspension(s) not caused by Contractotinues for a cumulative total of one hundred fventy (120) days of total suspension,
either Party shall have the right to terminate@oatract; if caused by Contractor, such right shalln addition to any other right of the
Purchaser hereunds

Contractor shall be entitled to immediatigpend performance of the Work under this Cohinathe event Billing Milestone 0 is not
paid to Contractor within five (5) days followinge Effective Date. In the event that Purchaserulsfan any of its other payment
obligations, subject to Purchaser’s rights to abje@n invoice pursuant to Clause 15.2.5, and doésure such default within a period
of thirty (30) days after receipt of written notigia e-mail or facsimile demanding cure, Contrachay, at its option, elect to suspend
Work under this Contrac” Suspensic”).

CLAUSE 12. VARIATIONS DURING PERFORMANCI

This Clause shall not apply to variatioesaesult of Purchaser electing to purchase thio@g Configuration. The Purchaser and the
Contractor may mutually agree in writing to make &ariations to the provisions of the Contract ag/rhe considered necessary during
the performance of the Wor

In accordance with the forgoing, the Purchaser mstyuct the Contractor to vary the Work, providbdt such variation:
a) Shall not in total increase or diminish the Contiagce by more than **
b) Are provided in writing; ant

c) Shall be implemented within the time allowedhe Contract for the completion of the Workilas Parties may agree, or the
parties mutually agree in writing to an extensibtiroe for performance

The effect of such variations on the Contract Pwidebe determined as follow:

a) If the variations concern only quantitiesegliipment or services for which a unit price dera indicated in Part 2 (Price
Schedule), the unit price or rate as the case raahhll be applied to Clause 13 (Contract Pr

b) If the subject of the variations is not coveredabynit price or rate in Part 2 (Price Schedule),Glontractor shall satisfy tl
Purchaser that the proposed adjustment is fair@agbnable and shall provide such evidence asutteh&ser may
reasonably require to this er

The Contractor shall be entitled to a CaxttiVariation under Sub-clause 12.1 with respethéocContract Price and schedule if it is in
relation to any of the following circumstances aattars:

a) changes in the Base Configuration or theddpt Configuration based upon the route surveypnegnd desk top study
agreed to by the Partie

b) as a result of the Purchaser electing the OptiGoafiguration as set forth in Clauses 12(A) andB)Xelow;
C) as a result of the Purchaser electing any optibows under Part 3a Section 6 by the stated exedeites.
d) as necessary to comply with laws not in effectfab® Effective Date as set forth in -clause 13.3
e) as required as a result of failure by the Purchimsereets it obligations as set forth in -clause 20.2 and 20.
f) as a result of a change to the Technical Spedificatas set forth in Clause 4 (Technical Requirdgs)ear,
Q) as a result of a Suspension as set forth in Clalg&uspension

CLAUSE 12(A) and (B) ELECTION OF OPTIONAL CONFIGURAON AND OPTIONAL SYSTEM
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UPGRADES

12(A) OPTIONAL CONFIGURATION

1. The Purchaser has the option of extending the Bybieselecting the Optional Configuration. The ©pé#l Configuration i
more fully described in Parts 3 and 6 of this Cacttl

2. The Purchaser may exercise the Optional i§orstion at any time from the Effective Date uhidy 31, 2008 by providing
written notice of such exercise to the Contrac

The price of the Optional Configuration is as settf in Part 3b

4, The associated billing schedule and plan of worlkijplement the Optional Configuration shall be deteed at the time ¢
election. The completion date for the Optional Ggunfation is September 20, 2009 if elected on doteeMay 31, 2008
subject to manufacturing availability at the tinfeetection.

12(B) OPTIONAL SYSTEM UPGRADE:!

13.1.

13.2.

1. The Purchaser may upgrade the Spandex Ggbtem from time to time in accordance with this-slause 12(B).The
Purchaser shall inform the Contractor of its deirapgrade the Spandex Cable System. The Parillesxecute a Contract
Variation which will include a pricing schedule apldin of work for each specific upgrade which Wil mutually agreed
upon both by Parties at the time of elect

2. The representative per wavelength pricingiated in Part 3a Section 7 will remain valid foetfirst two (2) years following
the Provisional Acceptance Date of the SpandexeCapstem. After said period the applicable upgradeng shall not be
higher than the prevailing market prices and dhalagreed upon by the Parti

CLAUSE 13. CONTRACT PRICI

Contract Price

The“Contract Pric” is set forth in Part 3 (Price Schedul
Taxes, Levies and Dutit

13.2.1 The Contract Price shall exclude all taxes, dut@ses and fees that may be imposed or leviedimection with the Work.
Taxes incurred by the Contractor in the countribeng the System is installed in respect of itsqrarsl and Sulgontractor:
including but not limited to business income targame tax, pay-roll tax, and other Non-Contracté&contributions and
levies that may be levied on the Contractor omtiesonnel, local agent or site office of the Castvashall be payable by
the Contractor. Contract Taxes shall be payabléyurchase

13.2.2 The Purchaser shall be responsible for the payofédontract Taxes to the authorities in the reléwamntries. However,
the Contractor is required by the Purchaser oraanlgority to pay such amounts it will be reimburbgdhe Purchaser in
U.S. Dollars (in case of payment of such taxegliwocurrency, by applying the conversion rate ugmsh importation or
original tax payment)

a) Within *** after the receipt of the invoices by tlrchaser supported by appropriate documentdti@invoicing
will take place in accordance with £-Clause 15.2 below; ¢

b) When required by the applicable laws inriflevant countries. The Purchaser agrees to bienfharter or exporter
of record, or to designate an importer or expaferecord /consignee on its behalf. The third paegignee
contact info must be provided to and approved byGbntracto

The Contractor shall, if required, provide the disand billing documentation to allow the Purchasdse compliant with the
international and local fiscal laws and regulations
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13.3.

13.4.

14.1.
14.2.

14.3.

14.4.

14.5.

14.6.

14.7.

14.8.

13.2.3 The Contractor shall use reasonable efforts to h#v@ipplies made exempt from all taxes, custotredwr other applicab
levies, fees, charges and duties related to theritagion or installation in the countries where 8ystem is installec

13.2.4 Notwithstanding the above, should the Purchasesrhecaware of any areas of exemption from the abefezenced taxe:
duties, levies or charges, then the Purchaser igleaitify these areas to the Contrac

Change of lav

Change of any law except those affecting Contrasie$s which occur prior to execution of the Conttgcthe parties shall not affe
Clause 13 (Contract Price). Change of any law wbiturs following Contract execution and which teBua change to the Contract
Price or the Contract will be treated as a Variafiuring Performance (Clause 12). In any caseCihrgractor shall not claim ignorance
of the laws and regulations of each country coriogrthis provision

Withholding tax

The Contractor shall be responsible for any -Contract Tax that might be incurred by the Contrait the countries where the Syst
is installed as a result of incomes or revenueinbthby the Contractor arising from and/or in castioe with the present Contract. If
withholding for Non-Contract Taxes are payable iy Purchaser in these countries, the Purchasewittayold such sums after giving
written notice to the Contractor. The Purchasel ginavide to the Contractor, as soon as reasonaialgticable but no later than one
month following receipt by it of the official taxeceipt for any tax which is retained from any pagtraie to the Contractor or for any
tax which is paid on behalf of the Contract

CLAUSE 14. ASSIGNMENT AND SU-CONTRACTED WORK
The Contractor and S-contractors are listed in Appendix

The Contractor shall not, without priorttemn consent of the Purchaser, assign the Cortdrastb-contract any significant part of the
Work, or assign, mortgage, charge or encumber angfii whatsoever arising or which may arise urniderContract. Such assignment
or sub-contracting may only be consented to byPtinehaser in writing in their absolute discretinrso far as the laws and regulations
applicable in the countries of the Purchaser smjter In any event, the Contractor shall not beeveld of the responsibility under the
Contract for such parts of the Work which are sobtacted and the Contractor shall be responsiiddiable for the acts or defaults of
any Sub-contractor or their employees, servantsagedts, as fully as if they were the acts or defaf the Contractor or the
Contracto’s employees, servants and age

The Contractor shall ensure that any Sabtracts entered into by the Contractor shall@iarguch provisions of this Contract as shc
be made applicable to such ‘-contracts

Any assignment, mortgage, charge, encumbranceh-contract in contravention of this Clause shallagainst the Purchaser, be v
and of no effect, and may be ignored by the Purah

The Contractor shall protect, defend, indiérand keep indemnified the Purchaser againgtlalins, demands, actions, suits,
proceedings, writs, judgment, orders, decrees, damdosses and expenses suffered or incurreceby &hising out of or related to such
assignment, mortgage, charge, encumbrance c-contract.

Any change of any significant Sub-Contrgdtoparticular those listed in Appendix 2, durithg execution of the Work shall need the
prior written consent of the Purchas

Purchaser may assign this Contract to any persentdy, provided that Purchaser shall not be sdddrom its obligations hereunc
provided further that Contractor, at its sole diicn, may reject any assignment which would insegthe Contractor’s tax exposure or
risk.

Nothwithstanding 14.7, Purchaser and any such @esighall be permitted to assign this agreemertditateral purposes to any lenc
providing financing for the System and Contractumalkenter into a direct agreement or consent smament in favour of such lender
containing customary terms and conditic
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CLAUSE 15. TERMS OF PAYMEN"
15.1. Billing Schedule

The Billing Schedule is given in Part 5 (Billing t&xlule).
15.2. Billing Procedure:

15.2.1. The Contractor shall render all invoicegetber with supporting documents to Purchaser.atlteesses are as follov

Purchase With a copy to :Purchas:
Attention: Anand Vadapal Attention: Nancy VanVlecl
Sr. Vice Presider— Network & IT Director of Treasunr

600 Telephone Avenue Anchora 600 Telephone Avent

AK 99503 USA Anchorage AK 99503 US,
Tel: +1-907-564-3335 Tel: +1-907-564-1024

Fax: +1-907-297-3052 Fax: +1-907-564-1329

15.2.2 Invoices shall reach Purchaser not more than oacle month and by the 10th calendar day thereodknowledgement of
the invoices on the 10th of the month or on thefaing working day if the 10th is not a working deyPurchasel

15.2.3 Invoices shall be submitted in 2 signed copiesformat as provided in Exhibit B (Invoice Formathe invoices shall sho
the total prices and the relevant Billing milestt®)éilled in accordance with Part 5 (Billing Schéz). The amount due by
the Purchaser to the Contractor on each such iessiall be computed in accordance with the Billotpedule and the
amount payable by each entity of the Purchasel sballearly stated in each invoice. Each invottalidhe accompanied by
a Contractor’s Certificate in a format as providedxhibit C (Contractor’s Certificate) acknowledgithat the Work
described in the invoice has been performed inralecwe with the Contract and Billing Schedu

15.2.4 No invoice shall be submitted claiming paymentieathan that set out in Part 5 (Billing Schedu

15.2.5 An invoice shall be deemed to have been acceptgubfoment if the Purchaser does not present aenrdbjection [withir
fifteen (15) days of receipt of invoice

15.2.6 In the event that the Purchaser objects to an teyahe Purchaser and the Contractor shall maky esasonable effort to
settle promptly the dispute concerning the invaicquestion

15.2.7 Timing of Billing
a) The Contractor shall bill according to the ParB8ling Schedule)

b) Contract variations agreed in accordance with @dwgs(Variations During Execution) above shall bied as
agreed in each Contract variatit

15.2.8 The Contractor and the Purchaser will execute afiget an Escrow Agreement for disputed payments, form
substantially similar to that in Exhibit A withihitty (30) days of the Effective Dat

15.3. Payment Procedurt

The full amount owed shall be paid within **aygk of the date the respective invoice is recebyethe Purchaser. Undisputed amounts
shall be paid to the Contractor as defined in 25b&low. Any disputed amounts shall be paid toBserow Account. The payment for
BMO Billing Milestone 0 set forth on the Billing 8edule shall be paid to the Contractor within f{8gdays of receipt of invoict

15.3.1 Any undisputed amount not paid when due will beée-payment interest from the due date until the dapayment at a
rate equal to *”  percent per montt
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16.1.

16.2.

17.1.

17.2.

17.3.

17.4.

15.3.2 All amounts due to the Contractor in respect of thontract shall be paid in the name of Tyco Tetaoonication:
(US) Inc., as applicable, to the following Bank Acat:

Bank name xokk
Bank addres

SWIFT: fid
Account Name

Account Number xokk
ABA# *kk

CLAUSE 16. TRANSFER OF TITLI

Title to the Equipment related to the Sysghall vest in the Purchaser upon delivery of sugh Equipment to the first carrier for
transportation to the appropriate landing site. fittee and risk of loss of the System shall be $farred to the Purchaser as and when the
Certificate of System Provisional Acceptance isiéskin accordance with S-Clause 17.5.5

The transfer of title of the Equipment relatboghe System shall not absolve or release thdr@ctor from its obligations and its
liabilities under the Contract. The Contractor shaldeemed the bailee of any such Equipment aaltirgmain liable therefor and shall
bear the risk of loss or damage thereto until Riowal Acceptance for all Equipment delivered ati&ional Acceptance and for
equipment undelivered at Provisional Acceptancd whien delivered and accepted at the relevantsitielivery or otherwise
nominated by the Purchaser for store

Upon transfer of title to the Purchaser of the 8ystipon Provisional Acceptance, the Contractoravasrthat the System is free frc
valid liens, encumbrances and security interessggrby and through the Contractor and/or undeGiovernment’s rules and
regulations

CLAUSE 17. ACCEPTANCE

Genera

Acceptance shall be in two (2) stages which arfelkswvs:
a) Provisional Acceptance of the System,
b) Final Acceptance

The System will be accepted as a whole in accoelaiith Part 2 (Technical Specification) and thdiBg Milestone criteria fo
Provisional Acceptance as detailed in Part 5 (&ijllSchedule)

Acceptance Tests Progre

At least four (4) months before the plannec ddtthe start of the acceptance testing of theeBysthe Contractor shall submit to the
Purchaser for approval a test program and an AaneptHandbook designed to prove that the SegmdrtharSystem will operate in
accordance with the requirements of the Contraggtteer with a list of equipment the Contractor mag to use for the conduct of the
Provisional Acceptance Tests, as detailed in P@re2hnical Specification) and Part

The provision of any item of Equipment required Aarceptance Testing in addition to that suppliedh®y Contractor for the satisfact
operation and maintenance of the System or partdfishall be the responsibility of the Contrac

Acceptance Tesi

In order to determine the acceptability of toenpleted System, the Contractor shall carry atstien accordance with Part 2 (Technical
Specification).

Purchase' s Tests

The Contractor shall provide three (3) weeks adgaratice in order for the nominated Purch’s representatives to be available
witness the Acceptance Testing of the Sys!
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The Contractor shall make the System or any paretif available to the Purchaser for testing iroetance with Part 2 (Technic
Specification).

The Provisional Acceptance test results duljifeed in respect of tests satisfactorily comptgtshall be provided by the Contractor.
Three certified copies shall be supplied to thecRaser and one copy shall be retained by the Gaatr.

17.5. Notice of Acceptance or Rejectis

17.5.1

17.5.2

17.5.3

1754

17.5.5

17.5.6

17.5.7

Within thirty (30) days of receipt of the Provisamcceptance Tests report, the Purchaser shalmitice to the Contract
that it:

a) Proposes to issue a Certificate of Provisional ptaece in accordance with Clause 17.5.4-below; or

b) Does not propose to issue a Certificaterof/iBional Acceptance, but is prepared to issuewificate of
Commercial Service in accordance with Clause 1&ré-below; or

C) Does not accept the Segment or the System, noogesgpto put it into Commercial Service in its é@rigtcondition

On receipt of a notice pursuant to -Clause 17.5.1 hereinabove, the Contractor may mgkesentations to the Purcha
in explanation of disputed results of the Provisiohcceptance Tests and the Purchaser may, ifigdtias a result of that
explanation, issue a fresh notice pursuant to Slalxse 17.5.1 hereinabove which shall be deembéwve been issued on-
date of the original notice under $-Clause 17.5.1

In case of rejection, and if the explanation by @oatractor foreseen in S-Clause 17.5.2 he-above is not accepted by t
Purchaser acting reasonably, the Contractor saal out the necessary corrective actions andefféict a new series of
tests on the rejected equipment. After receiphefresults, the Purchaser will be granted a newger thirty (30) days to
analyse the new results and the provisions of Sabge 17.5.1 shall apply from the date the Purchaseive these latest
results. Any such -work or re-testing shall be at the cost of the Contrac

When the System has been completed in accordaticd®ait 2 (Technical Specification) and other regmients of the
Contract, Purchaser shall issue a Certificate ofiBional Acceptance and the System shall vediérPurchase

The Certificate of Provisional Acceptance may bguaiified or may have annexed to it a deficiensythat does not affe
the normal operation and maintenance of the Systamampliance with the requirements of the Contead the timetable
for the remedy of such outstanding itel

The Contractor shall as soon as practicable rertteglgeficiencies indicated in all such listed itemsaccordance with tr
timetable annexed to the Certificate of Provisiohetdeptance, so as to ensure full conformance thighrequirements of the
Contract and so long as any such items are ouistgrttie Contractor shall continue to carry th& isrespect of those
items. Until all items on the Deficiency List haveen rectified to the Purchaser’s reasonable aatish, Purchaser is
entitled to withhold payment of such amounts of@mtract Price as mutually agreed upon by thetraser and Contractc
with each acting reasonably, as the value of thiicl@acy List items to be made good by the Contvaptus an additional
“*" of such value

As from the date of System Provisional Acceptattoe Purchaser shall assume the risk in respedt péias of the System
(except as mentioned in S-Clause 17.5.6 and 17.6 below) and responsibilitytéomaintenance

17.6. Commercial Servic

17.6.1

If the Contractor has not demonstrated the requisdlts with respect to the results of the Prowial Acceptance Tests but
Purchaser nevertheless wishes to put a part dfeowhole System into Commercial Service then, gledithe Contractor so
agrees, it may proceed with the issuance of afi@ate of Commercial Service with respect to a Segnor the Systen
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17.6.2 Upon the issuance of a Certificate of Commercialie, such Segment or the System as the case enslydll be deemed
be accepted for commercial u

17.6.3 The Certificate of Commercial Service shall haveexed to it an agreed list of all outstanding iteand deficiencies to be
made good by the Contractor and the timetablehferémedy of such outstanding items and deficisn

17.6.4 The Contractor shall as soon as practicable rerttedlgeficiencies indicated in all such listed itemghin the perioc
provided in the timetable annexed to the Certiéaaft Commercial Service, so as to ensure full conémce with the
requirements of the Contract and so long as anly sems are outstanding, the Contractor shall bpaesible for the
maintenance of such itenr

17.6.5 When the deficiencies referred to in Sub-Clausé.4/hereinabove have been remedied, the Purclaser sole discretion,
may repeat part or all of the Provisional Acceptamests or request the Contractor to do so (aCthwractor’s cost) and if
results satisfy the requirements of the Contraen it will issue a Certificate of Provisional Aptance in accordance with
Sut-Clause 17.5

17.6.6 The issuance of a Certificate of Commercial Sersitall in no way relieve the Contractor from itdigdtion to provide a
System conforming with Part 2 (Technical Specifmalt and other requirements of this Contract angharticular, any
deterioration in the performance of the Systemltieguin a deviation from Part 2 (Technical Spezation) occurring
between the date of issuance of that Certificat@ahmercial Acceptance and the date of issuaneeQHttificate of
Provisional Acceptance shall be made good at therese of the Contractc

17.7. Final Acceptanc

17.7.1 At the end of and no later than sixty (60) daysratie later of *** following System Provisional Aeptance and tt
satisfactory completion of the Final Acceptancestedefined in Part 2 (Technical Specification)d gnovided that the
Contractor has fulfilled its commitments under @entract, the Purchaser shall issue a CertifichFral Acceptance

17.7.2 The issuance of a Certificate of Final Acceptarw|siot be unreasonably withheld or delayed, buhée event that a
pattern of failure or pattern of degradation depslthat is likely to cause the System to fail teettbe requirements of the
Contract or such other performance levels agreed by the Purchaser over the twenty five (25) ykmmign life of the
System, Final Acceptance may be withheld untihit be demonstrated that such failures should mdtraee. In such event,
the validity of the Performance Guarantee proviftedinder Clause 6 shall be extended until theiftzte of Final
Acceptance is issue

17.7.3 The Certificate of Final Acceptance will not appdythose parts which may have been replaced dthimgvarranty period ¢
to those parts having been the subject of an exteind warranty according to the provisions of -Clause 18.4 herec

17.7.4 At the discretion of the Purchaser, the Final Atarpe tests program may consist of a repetiticen jpdirt or the whole of tf
tests of the Segment Provisional Acceptance Tesgfram.

17.7.5 The Purchaser reserves the right to dispense hétlrinal Acceptance tes
17.8. Costs of Acceptanc

All expenses incurred by the Contractor (inghgdesting apparatus and technical staff) in tkexation of the Acceptance procedures
defined in Part 2 (Technical Specification) shaldorne by the Contractc

CLAUSE 18. WARRANTY

18.1. The Warranty Period shall commence on the Provaideceptance date and continue for a period of ***(the*Warranty Perio”).
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18.2.

18.3.

18.4.

18.5.

18.6.

18.7.

18.8.

During the Warranty Period, the Contractor warrdhgd the System, including its spares, shall conffully, over the twent-five

(25) years design life, to the requirements ofGloatract or such other performance levels agreed ag acceptable by the Purchaser
and that no pattern of failure or pattern of degtmh shall have developed that is likely to catigeSystem to fail to meet the
requirements of Part 2 (Technical Specificatiordrathe twent-five (25) years design life

a) The Contractor shall perform any repaguired to restore the System to the requiremaritse Contract or such other performance
levels agreed upon by the Purchaser, if the Systeruld fail to meet such requirements at any tioméngd the Warranty Period or has
developed a pattern of failure or pattern of degtiad that is likely to cause the System to failrteet such requirements. However, the
Purchaser may elect, at their sole option, to magairs, including at sea repairs which are covesethe warranty. Any equipment
discovered to be defective or faulty and recovehatihg a warranty repair shall be returned to that@ctor at his request and at his
expense. The Contractor shall reimburse the Puecliasthe reasonable cost of such repairs withity $60) days from receipt of a
relevant notice issued by the Purchaser providéagonable supporting documentation. The Contrab@t be entitled to have a
representative on board ship to observe at se&rsefach repairs by the Purchaser shall not inveayy diminish the Contractor’s
obligations under the warranty period except toekient such repair is not in accordance with Béiitechnical Specification), Part 6
(System Description), or generally accepted metlodgisocedure for repair activities. In the evewn@actor believes that a repair has
not been made in accordance with Part 3 (TechBipatification), Part 6 (System Description), oreatly accepted methods of
procedure for repair activities, Contractor shatiyide reasonable evidence that such repair waparédrmed in accordance with the
foregoing. b) The Contractor shall bear the totat ©f each warranty repair required during theraray period. This cost shall include,
but shall not be limited to, the cost of any vesseld/or any costs arising from burial or rebutla, components, equipment or matel
requiring replacement, the cost of any additiormgligment necessary to effect the repair, the dostaking the repair, the cost of labc
and engineering assistance or development reqtdrethke the repair and all associated costs subhtasot limited to shipping and
customs and services that may be required to niekeepair

Any defective part repaired or replacedriuthe Warranty Period shall itself be subjecatoirther warranty of an additional ***  or
the balance of the original warranty period, whighes greater. In no instances shall the Warr®eatgod be greater than ***  ;in
total except as provided for in «-clause 18.5

If during the Warranty Period, defectsfatend on repeated occasions in any part or partiseoSystem or if a pattern of failure or
pattern of degradation is likely to cause any pagarts to fail to meet the specified requirementsr the twenty-five (25) years design
life, such part or parts shall not be repaireddtnall be replaced by new part(s) at the requesiteoPurchaser, including all the
appropriate spares. In the event a pattern ofriaibn degradation or design life failure has belemiified during the warranty period, 1
Parties shall mutually agree on a plan to correchgailures which may include an extension ofilaeranty for such affected parts of
the System

In addition, the Contractor shall pay to the Pusehall the out of pocket expenses (if any) inalibyg the Purchaser in testing
examining any part of the System for the purposer@f connection with this Clause or in or aboutroconnection with the making
good, replacing or repairing any part of the Systeithe extent such part is found to bear a wayrdafect. For the avoidance of doubt,
these expenses shall not include routine systemterance efforts undertaken by the Purch:

The Contractor shall make every reasorefidet to minimize the period of time during whitle System is out of service for repairing
and testing. For failures or any situations whiabse or risk to cause an outage of the SystenGdh&ractor undertakes to initiate a
corrective intervention immediately but in any casdater than two (2) days after receipt of acefrom the Purchase

The Contractor shall effect all repairshaf System through the use of repair materialslggpy it. However, the Contractor with the
prior agreement of the Purchaser, may use the ralsteeeded to effect a repair from the Purchasefglable spare materials,
components or equipment. The Contractor shall cepla kind, such material supplied from the Pusehn@ spare stock or, at the option
of the Purchaser, reimburse the Purchaser forrigaal price to them of such materials. The reptaent of, or reimbursement for, st
materials shall be made at a time mutually agreoh iy the Purchaser and the Contractor, but ievent shall the replacement or
reimbursement be delayed beyond such time as tleh&s€’'s actual spare stock of such materials falls beétgw ***  of
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18.9.

18.10

18.11

18.12

19.1.

19.2.

19.3.

19.4.

19.5.

19.6.

19.7.

the Purchas'’s established stock level for such materi

The repair or replacement of any faultyt oniequipment includes the delivery to the Pureha$ a descriptive report of the fault found
and, when appropriate, of the repair carried ouswarh faulty unit or equipmer

The maximum period for repair of the units (incluglishipping and customs clearance) shall be asetkfn Part 2 (Technic
Specification).

Defects or failures of performance which resultrir(a) damage caused by acts or omissions of thehBser or its agents, employee:
representatives or third parties, (b) or which ltefsom modifications, (c) failure to maintain Sgst in accordance with Part 3
(Technical Specification), Part 6 (System DesaniptiSection [XX] (Descriptive Handbooks Contengd),from accident, repair or
storage by other than the Contractor or its subbeotdrs, agents, employees or representativesohowrered by the Warranty. The
Contractor shall work promptly to remedy any defarctailure even if suspected to arise from a)ch)pr d) above and shall not
postpone its action until it is confirmed where tiedect or failure originates from. If this Clausepplied, and a specific defect or
failure of a specific piece of Equipment in the ®8ys is agreed not to be covered by Warranty becafusg b), c), or d), the Contractor
claim about Warranty shall be limited to this sfieavent on the relevant specific piece of Equipirend Purchaser shall promptly pay
Contractor for the price of the repair and maintex@aservices provided. In any case, if the defeatiaterial is not submitted to the
Contractor for analysis, one of a), b), c) or djlshe deemed to appl

THE FOREGOING WARRANTY IS EXCLUSIVE AND IS IN LIB OF ALL OTHER EXPRESS AND IMPLIED WARRANTIES
INCLUDING BUT NOT LIMITED TO, WARRANTIES OF MERCHANABILITY AND FITNESS FOR A PARTICULAR
PURPOSE WHICH ARE SPECIFICALLY DISCLAIMED. THE PURMASER’S SOLE AND EXCLUSIVE REMEDY FOR ANY
CLAIMS FOR DEFECTS OR DEFICIENCY IN THE SYSTEM OFOR IMPERFECT WORKMANSHIP, FAULTY DESIGN OR
FAULTY MATERIAL SHALL BE THE RIGHTS AND REMEDIES ASSET FORTH IN THIS CONTRACT

CLAUSE 19. LONG TERM SUPPOR

The Contractor undertakes to provide tedisupport including repair of any unit which énsto it for that purpose during the System
Design Life.

The Contractor undertakes to supply, under reagenabhnical and commercial conditions, during 8lystem Design Life as from tl
date of Provisional Acceptance any spare partaogphent equipment or any additional equipment, alidiracteristics equal or
equivalent to those of the equipment proposed agdealevant training courses which may be necedsahe maintenance of the
System,

The applicable prices during the [two years follogviSystem Provisional Acceptance Date will be theeg included in Part 3 (Pric
Schedule)] duly revised through a formula in whith  of the price will be fixed and ***  othe same will be re-adjustable
according to price indices submitted by the Contnad he readjustment will not exceed ***  payar. This Sub-Clause does not
apply to the pricing for upgrades included in FaRrice Schedule for which there shall be no pasitidjustment

For the following years after the aforenmared Period and up to the completion of the SydBasign Life for long term support, the
applicable prices shall not be higher than the giteng market prices and shall be agreed upon byPtrties

Notwithstanding the above, for upgrade or expansiahe System, the applicable prices shall ndtigber than the prevailing mark
prices and shall be agreed upon by the Pa

At least one year prior to the expiry af #forementioned period, the Contractor must inforenPurchaser of the list of the items of
equipment that it intends to stop manufacturingotighout the System Design Life, the Contractoll sls& reasonable efforts to give a
minimum of twelve (12) month’s notice of productfs for which the Contractor plans to cease mantufe. This does not relieve the
Contractor of its responsibilities detailed abc

Lifetime Repairs Out of Warran
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20.1.

20.2.

20.3.

20.4.

20.5.

20.6.

20.7.

19.7.1 Throughout the System Design Life and after therdfay Period, the Contractor shall accept any yautit for repairs a
fixed cost.

19.7.2 The cost of normal repair of any unit/sub-unit qiigpment manufactured by the Contractor shall moeed ***  price of
the unit/su-unit for all the Terminal Station Equipment *** price for the Submerged Pla

19.7.3 Turn around time for repair of faulty units shadtrexceed the times given in Part 2 (Technical Bipation) Annex 5.1

19.7.4 If the Contractor delays the return of the repa&gdipment, then the Contractor relevant paymeait bl reduced by
**  of the repair cost of the item per weekipaf the week so delayed, up to a cumulative maxii**  weeks.

CLAUSE 20. DELAY IN SYSTEM COMPLETIOM

Subject to the provisions in Clause 11 f8uosion), Clause 12 (Variations During Executionp-£lause 20.2, the Contractor shall
complete the supply and installation of the Systgnthe Completion Dat¢

If the execution of the Work shall, without the delt or negligence on the part of the Contracterdélayed by reason of any even
Force Majeure or by reason of Purchaser’s failaneerform its obligations, as defined in Clausg€R@rchaser’s Obligations) and
subject to Sub-Clause 20.3 the Contractor shadintiéled to such reasonable extension of time émtraict performance as the parties
may agree, without any financial claim by the Caator against the Purchaser. In the case of Peckdailure to perform its
obligations, as defined in Clause 40 (Purchasebligg@tions), Contractor shall be entitled to congsion from the Purchaser for any
additional costs reasonably incurr

The Contractor shall inform the Purchaser prompili written notification, and in all cases withiourteen (14) calendar days,
discovery and knowledge of any occurrence covenelguSub-Clause 20.2. Within thirty (30) days afeipt of such a notice from
Contractor, the Purchaser shall provide a writegponse. The Contractor shall promptly providessimate of any additional time
required to complete the Work. In the case of Paseh's failure to perform its obligations, as defirin Clause 40 (Purchaser’s
Obligations), Contractor shall also provide anreate of any anticipated additional costs, requicecomplete the Work as soon as
reasonably practicable after the actual costs bedamwn to the Contractor, the Contractor shal/g® a statement of such actual
costs to the Purchaser, Thereafter, the Purchha#rrsimburse the Contractor for the actual costarred by the Contractor against
submission of corresponding invoices in accordanmitie Clause 15 (Terms of Paymer

If the System is not completed in accordance widu€e 5 (Completion Date) or by the end of theqakdf extension provided und
Clause 11 (Suspension), Clause 12 (Variations QuExecution), Sub-Clause 20.2, or as otherwiseesgly agreed, the Contractor
shall pay to the Purchaser by wafliquidated damages ambt as gpenaltyan amount not exceeding *** of ti@ontract System Price
and calculated as follow

*** of the Contract Price per calendar day betwéssn Completion Date or the end of any period oéesion agreed upon under
Clause 11 (Suspension), Clause 12 (Variations QuExecution) or Sub-Clause 20.2 and the date @fipeof the Acceptance Test
Results which have led to the issuance of the f@extie of Provisional Acceptance.

Liguidated damages applied in accordante Sub-Clause 20.4 shall be paid by the Contragtihin sixty (60) days from the date of
notification by the Purchaser of the applicatiosoth damage

Should the Contractor default in the payment afiiagted damages applied under the terms of thissglahe Purchaser shall have
right to obtain compensation by making deductionsfany payments due or to become due to the Guatrand/or by recovering su
sums as a debt or by forfeiture in part or in whnleneans of the Letter of Performance Guarai

Such liquidated damages shall be the Psetisasole and exclusive remedy for delay of Cadtrain meeting the Scheduled RFPA
Date. This does not limit Purcha’'s other rights or remedies hereunder for otheiliiEs of Contractor
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CLAUSE 21. TERMINATION FOR CONVENIENCI

21.1. The performance of Work under the Contnaay be terminated by the Purchaser in whole, onfiime to time, in part, whenever they
shall so determine. The Purchaser shall delivéneadContractor a written notice, the “Notice of mémation”, specifying the extent to
which performance of Work under the Contract isnieated and the date upon which such terminatieofes effective

21.2. On receipt of such a Notice of Termination, uniesgerwise directed by the Purchaser in the notieeContractor shal

a)
b)

c)
d)

e)

)

)

h)

Stop Work under the Contract, on the date anda@#tent specified in the Notice of Terminati

Place no further orders or contracts for materidsyices, or facilities except as may be necedsaigompletion of an'
portion of the Work under the Contract which is teyminated

Use reasonable efforts to terminate all r@ad contracts to the extent that they relatee@erformance of Work
terminated by the Notice of Terminatic

Assign to the Purchaser, in the manner, at the éinteto the extent directed by the Purchaser f éitleoContractc' s rights,
title and interest under the orders and contractergninated

Use reasonable efforts to settle all outstandialgilities and all claims arising out of such teration of orders and contrac
with the Purchaser’s approval or ratification te #xtent they may require, which approval or redifion shall be final for all
the purposes of this present Clat

Transfer title and deliver to the Purchaser inrttanner, at the time, and to the extent (if any@ated by them

i) The fabricated or un-fabricated parts, wioriprogress, completed work, supplies, and otheeriz produced as part
of, or acquired in connection with the performantéhe Work terminated by the Notice of Terminatiand

ii) The completed or partially completed plans, drawjrigformation and other property which, if the @ant had bee
completed, would have been required to be furnisbdde Purchase

Use reasonable efforts to sell, in the mannehatiime, to the extent and at the price or pridescted or authorised by tt
Purchaser, any property of the types referred twajprovided, however, that the Contrac

i) Shall not be required to extend credit to any bused

i) May acquire any such property under thedittons prescribed by and at a price approved byRtirchaser; and
provided further that the proceeds of any suchsfearor disposal shall be applied in reductionrof payments to be
made by the Purchaser to the Contractor undeCthigract or paid in such other manner as the Paechraay direct

Complete performance of such part of the Work ag nod have been terminated by the Notice of Tertionaand

Take such action as may be necessary, or whicRuhehaser may direct, for the protection and puedgiem of the propert
related to the Contract which is in the Contre’s possession and in which the Purchaser have oantpyire an interes

21.3. After receipt of a Notice of TerminatioretGontractor shall submit to the Purchaser a wriéemination claim. Such claim shall be
submitted promptly, but in no event later thanraibmnths from the effective date of terminati

21.4. In the settlement of any such partial or total feation claim, the Purcha¢'s payment to the Contractor shall be limited to

following:

a)
b)

c)

The price for completed Work, based on Part 3 &%chedule)

A fair and reasonable sum in respect ofigigrtcompleted work prorated where practicabledobgn Part 3 (Price Schedule)
hereto;

The cost of supplies and materials reasonably andssarily purchased in respect of the Contratdiincorporated int
completed or partially completed wol
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21.5.

21.6.

21.7.

21.8.

22.1.

22.2.

22.3.

d) The cost of settling and paying claims arising afithe termination of the work under contracts anders, as provide
above, which are properly chargeable to the tertathportion of the Contrac

e) The reasonable costs of settlement, inctudatounting, legal, clerical and other expensasamably necessary for the
preparation of settlement claims and supporting dath respect to the terminated portion of the €t and for the
termination and settlement of contracts thereurtdgether with reasonable storage, transportasind,other costs incurred
in connection with the protection or disposal afpperty allocable to the Contra

In arriving at the amount due to the Caritraunder this Clause, there shall be deductedhafiies paid or due to be paid to the
Contractor, any liabilities which the Contractoryriaave to the Purchaser and the agreed price fitregproceeds of sale of any
materials, supplies or other things acquired byQbatractor or sold, pursuant to the provisionthif present Clause, and not otherwise
recovered by or credited to the Purcha

If the termination is partial, before the settleteithe terminated portion of the Contract, then@actor may submit to the Purchase
written request for any equitable adjustment offitiee or prices specified in the Contract relatioghe portion of the Contract not
terminated by the Notice of Termination proratedevehpracticable, based on Part 3 (Price Schedate}dand such equitable
adjustments as may be agreed shall be n

The Purchaser may, from time to time, under sushgend conditions as they may prescribe, appravitappayments and payments
account against costs incurred by the Contractooimection with the terminated portion of the Qact if in the opinion of the
Purchaser the total of such payments is withiratheunt to which the Contractor will be entitleddwender. If the total of such payme
is in excess of the amount finally agreed or deteeohto be due under this Clause, such excesslkshakyable by the Contractor to the
Purchaser on demand or recovered by the Purchasettlie Letter of Performance Guaran

For a period of one (1) year after finatlement under the Contract, the Contractor shal@rve and make available to the Purchaser a
all reasonable times at the Contractor’s premiseswithout charge to the Purchaser, all bookneszand documents bearing on costs
and expenses under the Contract relating to th& teominated under this Claus

CLAUSE 22. TERMINATION FOR DEFAULT
If the Contractor
a) Fails to comply with Part 4 (Plan of Work);

b) Fails to make progress so as to signifigeertidanger the performance of the Contract okéhlito result in a material
breach of the Contract;

C) Is in material breach of any of the provisionshe Contract; including, without limitation, the Rilg Milestones
then the Purchaser may give thirty (30) days naticeriting to the Contractor to make good the eeglfailure or breach.

If the Contractor fails to comply with the notieferred to above within thirty (30) days from thetelthe notice was received, then
Purchaser may, subject to the provisions of th&u€& 22, by written Notice of Termination for défao the Contractor, terminate the
whole or any part of the Contra

The Contractor shall not be in default, if anydad to perform the Contract arises out of Forceedag, except as provided for in &
Clause [8.1] above, or the acts or failure to &¢he Purchase
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2.4,

22.5.

22.6.

22.7.

12.8.

22.9.

If this Contract is terminated as provided in -Clause 22.2 above, the Purchaser, in additionyaérer rights provided in this Clau
22, may require the Contractor to transfer titld smdeliver to the Purchaser in the manner anileé@xtent directed by them, any
completed equipment, material or supplies, and pactially completed cable and materials, partsistadies, jigs, fixtures, plans,
drawings, information, and Contract rights as tlat@ctor has had specifically produced or spediffcacquired for the performance
such part of this Contract as may have been tetedrend which if this Contract had been completexljld have been required to have
been furnished to the Purchaser. In addition, thet@ctor shall, upon the direction of the Purchgsetect and preserve property in its
possession in which the Purchaser has an intdiiestContractor shall be paid the prices specifieBart 3 (Price Schedule) for
completed equipment, material and supplies delivare services performed, and the amounts agremdhypthe Purchaser and the
Contractor for the manufacturing materials delidet@the Purchaser by the Contractor, and for theeption and preservation of
property in which the Purchaser have an inte

If this Contract is terminated in accordamndgth Sub-Clause 22.2, the Purchaser may eldek®over and to complete the Work or
alternatvely procure the capacity on another systemch ever is more cost effective. In such evtrg,Contractor, shall, without
prejudice to any other rights or remedies of thecRaser hereunder, be liable to the Purchasetlfoosts so incurred by them in excess
of the Contract Price, taking into account any sdons under this Contract to the Contractor for Wasknmenced, partly executed or
completed and accepted by the Purchaser or matgulaht, machinery, tools and implements and dtiiags purchased, used or to be
used in connection with the Wot

If the Contract is terminated in accordanith Sub-Clause 22.2, the Contractor shall notdtieved from any liability for damages or
other remedies which may have been incurred byreasany breach of the Contract, This shall ineluglt is not limited to, the
invocation of the Performance Guarant

Without limiting the Purchas’s right to Suspension, in the event the Purcl

a) defaults on any of its payment or other nt@ryeobligations and such default continues foeaqa of thirty (30) days after
receipt of written notice of such default from Bentractor; ol

b) fails to perform any other material obligation afrBhaser under this Contract and such failure naes for a period of sixi
(60) days after receipt of written notice of sualiure or such longer period as the parties magaeably agree if such
failure cannot be remedied within such sixty (68Y geriod;

then the Contractor may forthwith terminate thisw€act in whole, but not in part

If this Contract is terminated by the Contractorguant to su-clause 22.7, the Purchaser shall pay the Contréa}dhe value of th
Work performed through the date of terminationded in accordance with the Part 2, Price Schediglgd,any amounts paid by the
Purchaser hereunder in respect of the Contract;Rig the reasonable out-of-pocket cost of setidind paying claims arising out of the
termination of Work. Upon any termination of ther@ract as set forth herein, the Contractor shathé@diately discontinue the Work
and ensure that any Work then in process is disaged in an orderly and expeditious manner. Inehent of any such termination, the
Contractor shall use its good faith efforts to miize the cost to Purchaser associated with suatiriation, including, if applicable,
selling to third parties any materials used or ivtete in connection with the Work, which amountsaiged, if any, shall reduce any
amounts payable by the Purchaser pursuant to thiss€ 22

If the Contract is terminated in accordance with-Clause 22.2, the Purchaser shall not be relievad &ny liability for damages «
other remedies which may have been incurred byreasany breach of the Contra
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23.1.

23.2.

23.3.

23.4.

24.1.

CLAUSE 23. TERMINATION BECAUSE OF FORCE MAJEUF

In the event that the Contractor is unéblgerform its obligations under the Contract fqresiod of more than six (6) calendar months
because of an event of Force Majeure, the Contracay apply to the Purchaser for termination of@oatract. If the Purchaser is in
agreement with such application, then the Contrat be so terminate

In the event that the Contractor is delayed or gnézd from performing any of its obligations untler Contract by an event of For
Majeure, but not including events of Force Majetinat preclude the Purchaser from fulfilling itspessibilities under the Contract, and
such cause shall continue to a delay or preverttramance of the Work for a continuous period of @k calendar months or more, the
Purchaser may terminate the Contr

Upon termination as provided for in Sub«Glkss 23.1 and 23.2 above, the Purchaser maysatétsliscretion require the Contractor to
transfer to the Purchaser title in any equipmemhaterials held by the Contractor or its -Contractors under the Contra

In the event that payments already made to ther@ctor under this Contract exceed the value ofelit@sns retained or obtained un
the Sub-Clause above, then the Contractor shallyrepch excess to the Purchaser within *** fromdlagée of notification and if not
paid shall be a debt due to the Purchaser recdedrah civil action and shall bear interest atpigr month

CLAUSE 24. TERMINATION BECAUSE OF BANKRUPTCY OR WINING-UP

Either Party may at any time by notice in writingremarily terminate the Contract without compengatmthe other Party in any of t
following events

24.1.1 If either Party shall at any time become bankrapshall have a receiving order or administratiotheo made against it «
shall make any composition or arrangement wittootte benefit of its creditors, or shall make aopveyance or
assignment for the benefit of its creditors, origharport to do so, or any application shall bedmander any law relating to
bankruptcy, insolvency or reorganization for setradi®n of its estate, or a trust deed shall batgait for the advantage of
its creditors; ol

24.1.2 If either Party shall pass a resolution for windig or a Court of competent jurisdiction shall mak order that tr
Company shall be wound up (in either case othar tbathe purposes of reconstruction), or if a regeor manager on
behalf of a creditor shall be appointed, or if gittstances shall arise which entitle such Courtioh €reditor to appoint a
receiver or manager which entitle the Court to makéndinc¢-up order.

24.1.3 Provided always that such determination shall mejuglice or affect any right of action or remedyiethshall have accrued, or shall

25.1.

accrue thereafter to the terminating Pa
CLAUSE 25. INTELLECTUAL PROPERT— INDEMNITY

The Contractor shall fully indemnify and keep indefied the Purchaser against all actions, claireshands, costs, charges and
expenses arising from or incurred by reason ofi@oinnection with any infringement or alleged infgment of any patents, copyright,
or any similar protection of intellectual propehty the use or sale by the Purchaser of any of thrigtary information or materials
supplied by the Contractor under the Contractshigh indemnity shall not cove

a. The Contractc's adherence to the Purché's directions to use materials or parts of

Purchaser’s selection provided however if t€arior has Actual Knowledge that such directiory mause an infringement
than Contractor shall notify Purchaser prior tdrigkany such action; ¢

b. Such material or parts furnished to the Contraoyothe Purchaser, other than in each case, itefie d@ontractc s desigr
or selection or the same as any of the Contractmrismercial merchandise or in processes or machifthe Contractor’s
design or selection used in the manufacture of staxdard products or parts;

C. Use of the equipment other than for the purposgisaited in, or reasonably to be inferred from, t@ntract or ir
conjunction with other products;
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d. Modification of the equipment by the Purchaserhwitt prior expressed written approval by Contrac

25.2. In the event of any infringement or alleged infengent or any claim being made or action broughinatjghe Purchaser arising out
the matters referred to in this Clau

a) The Contractor shall, as soon as reasomahbbticable, be notified and shall at its own exggeconduct all negotiations for
the settlement of the same, and any litigation thay arise therefo

b) The Purchaser shall, at the request of the Cowotraafford all reasonable assistance for the p@pdsontesting any sur
claim or action, and shall be repaid any reasonai-of-pocket expenses incurred in so doi

c) In the event that the Contractor fails tketaver the conduct of the negotiations and litagatvithin thirty (30) days of being
notified of any claim or action, the Purchaser magduct negotiations and litigation for the setéetof the same and shall
be released from its obligations under Sub-Clads2 @) and reimbursed by the Contractor for athsexpenses and
payments

25.3. If the System or any part thereof is held to canstiinfringement and is subject to an order rastrg its use or providing for it
surrender or destruction, the Contractor shalisabivn expense immediately eith

a) Procure for the Purchaser the right to retain amdicue to use the System;
b) Modify the System so that it becomes non infring

25.4. Contractor represents that as of the B¥fe®ate it has no Actual Knowledge of any claimrdgfingement with respect to i)
Contractors intellectual property provided by it pursuanthie Contract and ii) third party intellectual proyeprovided by it pursuant
the Contract which would materially adversely affdee Purchas’s use of the Syster

CLAUSE 26. SAFEGUARDING OF INFORMATION AND TECHNOLGY

26.1. Ownership of any information provided bg tbontractor to the Purchaser or by the PurchagéetContractor shall remain with the
Party providing the Informatior

26.2. Information furnished by one Party to another shalkept confidential by the Party receiving itdahall be used only for tt
construction, maintenance, operation, or repaihefSystem, or the performance of the Contract,naag not be used for any other
purposes without the prior written consent of tlagty?owning the information, unles

a) Such information was previously known to the remg\WParty free of any obligation to keep it confidal; or
b) Such information has come into the public domakreothan by a breach of confidentiality by the reiog Party; or

C) Such information is required to be disclosed punst@an order of the court or under any writtem,lar an order from an
regulatory bodies

26.3. Without limiting the foregoing, the Purchaser guregs that it does not intend to, and will not kivghy, without the prior writter
consent of the Contractor, disclose or transfexatliy or indirectly:

a) Any information, obtained by or through the Conteacor

b) Any intermediate product (including processseaterials and services) produced directly byueeof the information
obtained by or through the Contractor;

C) Any commodity produced by such intermediate prodfutte intermediate product of the informationaibed by or throug
the Contractor is a plant capable of producingraroodity or is a major component of such pli

26.4. Without limiting the foregoing, the Contractor shabt disclose any information obtained during oyquced as a result of the ca
route survey that is specific to the Work withdug prior written consent of the Purchaser, excepre/ such disclosure is for the
purposes of the Contrau
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26.5. Without limiting the foregoing, no Information caied in the Contract and any I-public information, written or oral with respect
this Contract, “Confidential Information” shall loésclosed by one Party to a third party, exceppfmposes directly related to the
Contract, to its counsel, accountants, consultagsnts and representatives (collectively “Reprasiees”) who need to know such
Confidential Information, without the prior writtexpproval by the other Party. Nothing herein spedlvent a Party from disclosing
Confidential Information, a) as required by lawpairsuant to court order, b) in the case of the fraser, to any entity, providing
financing for the System or ¢) upon the requesteanand of, or pursuant to any regulation of anylegry agency or authority in
connection with the performance of the ContracthiHaarty agrees to inform each of its Represemsidf the non-public nature of the
Confidential Information in accordance with thentsrof this Contrac

26.6. The provisions of this Clause shall survive theigxpr termination of the Contrac
CLAUSE 27. RESPONSIBILITY FOR OBTAINING PERMITS ANBOR CUSTOMS CLEARANCE AND OTHER FORMALITIE
27.1. CONTRACTOR PERMITS

27.11

27.1.2

27.1.3
27.1.4

27.15

Contractor shall obtain, at its sole cost and egpeim its own hame or on behalf of Purchaser asogriate), all Contractc
Permits.

Purchaser shall reasonably cooperate with andt &sigractor to the extent that Purchaser’s codjperand assistance are
necessary for Contractor to expeditiously and-efficiently obtain necessary Contractor Pern

Purchaser shall obtain, at its sole cost and expémsts own name, all Owner Permi

In addition, Purchaser shall be responsible fyife@gs for guard vessels for marine operationscatsal with pipe line
crossings, (ii) claims from fishermen for compeisatind any additional requirement from any appliedishing
organizations such as on-board fishery represgetaturing marine survey and installation, dailyorting, and damaged or
sacrificed gear claims, and guard boats; (iiijh® éxtent required, extraordinary expenses reqtiréacilitate the timely
obtaining of authorizations that are in the natfrpublic works, charitable donations, civic bettent, or accommodation
environmental activist groups or other similar engeEs when such expenses are related to carryinyohle and (iv )
compliance with any on-going obligations of anyrRiés that remain in effect subsequent to the cotigaleof the Work. In
the event Contractor becomes aware of the posséad for payment of an extraordinary expense ds=ttiin this
paragraph, Contractor shall promptly notify thedPiaiser and the Parties shall discuss and coordimatesponse to any
request for such payment provided that the Corurasttall bear the costs for any actions mutuallged upon. Furthermol
Contractor shall be responsible for fees for gueskels for marine operations associated with strddandings line
crossings

Contractor shall reasonably cooperate with andstBsirchaser to the extent that Contractor’s catjoer and assistance are
necessary for Purchaser to expeditiously and déistemtly obtain necessary Owner Permits, inclugdbut not limited to
supplying information required to obtain pipelimedacable crossing agreements (for example, crogsimgedures and
details of crossing vessel). If requested by PugehaContractor shall provide initial cable andetiipe crossing notifications
to the owners of installed cables and pipelinesit@ator shall reasonably support Purchaser wipeet to Purchaser’s
efforts to obtain any equipment certification ontaogation required by a country’s specific regiolas, and the acquisition
of the corresponding necessary Owners Permits fhenappropriate persons, entities and governmanthbrities
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27.2. Project ManagemenExhibit D includes a detailed, preliminary list of Permitattito the Par’s Actual Knowledge, are required to
obtained under current Laws in order to complegeWiork, including the estimated time for approvaieh is believed to be reasonable
(the “PreliminaryPermitMatrix”). The Parties shall update the Preliminary Permitrid&tom time to time if it becomes aware of
changes in Permit requirements, and both Partib srticipate in periodic reviews and updateshef Preliminary Permit Matrix and
provide one another the status of their progresshoaining their Permits through the duration & ghoject. Each Party shall procure its
respective Permits identified in the PreliminaryrRi¢ Matrix in accordance with the procurement datet forth thereir

CLAUSE 28. NOTICES

28.1. Any notice to be given to either Party urttie terms of the Contract shall, without prejedic any other way of serving it, be
sufficiently given if sent by registered post te flollowing nominated addresses, and at least 8yav¢rking days advance notification
given by telex or facsimile that notice is to beved. Notices shall be deemed to have been givéniniten (10) calendar days of being
posted.

28.2. Address for written Notices to the Contrac
Notices to the Contractor should be sent to theviohg:

Name : Tyco Telecommunications (US) Inc.

Address : 60 Columbia Road, Bldg A, Morristown, 0B¥B60
Phone: +1-973-656-8342 Fax:

+1-973-656-8601 Attention:

Project Management

With a copy to;

Tyco Telecommunications (US) Inc.
Law Department

60 Columbia Road

Bldg A

Morristown, NJ 07960

Phone: 973-656-8365

Fax: 973-656-8592

28.3. Addresses for written notices to Purche

Name : ACS Cable Systems, Inc.
Address : 600 Telephone Ave, MS 65, Anchorage ARG
Phone: +1-907-297-3000
Fax: +1-907-297-3052
Attention: Anand Vadapalli, Sr Vice President — Wetk & IT
With copy to
Leonard Steinberg, General rizel

Either Party shall give written notice to the otbéany change to such nominated addresses.
CLAUSE 29. CLAUSE HEADINGS

The headings of Clauses are provided for converienty and shall not be used to interpret the Gati
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30.1.

30.2.
31.1.

31.2.

32.1.

32.2.

32.3.

33.1.

33.2.

CLAUSE 30. LIMITATION OF LIABILITY

Notwithstanding any other provision in this Contrand irrespective of any fault, negligence orsgroegligence of any in t
circumstances shall either Party or any of itsdoes, officers, employees or agents be liablééoather for any consequential,
incidental, indirect, reliance or special (incluglipunitive) damages including, without limitatidast profits, loss of revenue, loss of
business opportunity or the costs associated Wehuse of restoration facilities resulting fromféagure to perform, pursuant to the tel
and conditions of this Contrau

The maximum aggr9 ate liability of the Contractor shall not exceed ** the Contract Price CLAUSE 31. SEVERABILIT

If any of the provisions of the Contract shall bedlid or unenforceable, the entire Contract shallthereby be rendered invalid
unenforceable, but shall be construed as if itditicontain the particular invalid unenforceablevisions. The rights and obligations of
the Parties shall be construed and enforced acuyiyd

If any of the provisions of the Contract shall bedlid or unenforceable, the Parties shall make thesst endeavors to agree
equivalent clauses in a timely manner and amen@tmgract accordingly

CLAUSE 32. CONTRACTOR TO CONFORM TO REGULATION

The Contractor shall comply with the regmients of all laws in the countries, states, praasnand territories in which any part of the
Work under this Contract is to be done and wittoedinances, regulations, rules, by-laws, ordets@onclamations made or issued
under the same and with any lawful requirementeethder and with the lawful requirements of pubiieinicipal and other authorities
within those countries, states, provinces andtteieis in any way affecting this Contract or apalite to any Work thereunde

The Purchaser shall not be responsible for any defaults, neglects or omissions of the Contratttat violate the laws, statutes, ord
rules, decrees, or regulations of any jurisdictiowhich the Work is carried oL

The Contractor shall be deemed to havg &damined and independently verified the documeafesred to in Clause 2 (Applicable
Documents) hereof and all drawings, specificatisohedules, terms and conditions of this Contragtilations and other information
relation to the Contract and to have fully undesdtand satisfied itself as to all information whishrelevant as to the risks whether
political or otherwise, contingencies and othecwinstances which could affect the Contract, arghiticular the laying of the cable.
The Purchaser, its servants and agents and dleof shall have no liability in law or equity or@ontract or in tort or pertinent to any
other cause of action with respect to any suctrinéion, risks, contingencies or other circumstar

CLAUSE 33. SETTLEMENT OF DISPUTE

The Contractor and the Purchaser shall endeaw®tte any differences of opinion which may arisert the execution of the Contri
in an amicable manne

Any dispute, controversy or claim arising out ofrelating to this Contract, including the formatigmterpretation, breach or terminati
thereof, including whether the claims assertechaoéral, will be referred to and finally determihby arbitration in accordance with the
JAMS International Arbitration Rules. The tribumell consist of three arbitrators. The place ofiagsion will be Anchorage, Alaska.
Judgment upon the award rendered by the arbitgtordy be entered by any court having jurisdictiereof

33.2.1 Allocation of Fees and Costs: The arbitrator maythe award, allocate all or part of the costdhefarbitration, including th
fees of the arbitrator and the reasonable atto’ fees of the prevailing part
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34.1.

34.2.

34.3.

34.4.

35.1.

35.2.

36.1.

36.2.

38.1.

33.2.2 The language to be used in the arbitration shalhbéEnglish languag
33.3. The applicable law to be used shall be the lavhef3tate of New Yorl
CLAUSE 34. KEEPING OF RECORD

For all items specified in Part 3 (Price Schedulgd, Contractor shall keep and maintain such bagksrds, vouchers and accounts \
respect to its billing of those items to the Pusgrauntil five (5) years from the Provisional Actaapce Date

For any item quoted on a cost incurred basis, th@r@ctor shall keep and maintain such books, ds;aouchers and accounts of
costs with respect to the engineering, provisiath iastallation of facilities of the System untivé (5) years from the Provisional
Acceptance Date

The Contractor shall obtain from its Subtcactors such supporting records, for other thancbst of fixed cost items subject to the
conditions of Sub-Clause 34.2, as may be reasomaqlyired and shall maintain such records for @desf seven (7) years from the
Provisional Acceptance Dal

The Contractor shall afford the Purchaserright to review the said books, records, vouglagid accounts of all costs required to be
kept, maintained and obtained pursuant to this €&l

CLAUSE 35. ENTIRE AGREEMENT AND AMENDMENT

This Contract supersedes all prior oral or writtederstandings between the Purchaser and the Camtcancerning the subject mat
of this Contract. This Contract and any of its ps@ns may only be altered or added to by anotgezeanent in writing signed by a dt
authorised person on behalf of each and every Rattjs Contract

The Parties acknowledge and agree 1

0] They have not been induced to enter into this Gahtry any representation, warranty or other assgraot expressl|
incorporated into it; an

(i) In connection with this Contract, and egté the case of fraud, their only rights and rdies in relation to any
representation, warranty or other assurance shdtitbreach of the terms of this Contract anatier rights and remedies
are excluded

CLAUSE 36. RELATIONSHIP BETWEEN THE PARTIE

The Parties agree that no contractual relationdated between the Purchaser and any of the Ctm’s subcontractors, suppliers
agents

The relationship between the Contractor and thetrager shall not be deemed to be that of an agerrancipal.
CLAUSE 37. AGENTS AND REPRESENTATIVES OF THE PURCHER

The Purchaser may nominate such agents or repatisest as they may desire (excluding competitbSamtractor or an affiliate of
competitor), to carry out any of their responsit@h or to exercise any of its rights under this\€act. The Purchaser shall notify the
Contractor in writing of any such nominatiol

CLAUSE 38. SOFTWARE LICENCE RIGHT

Where the Contractor supplies to the PurchaserrthdeContract any Software whether incorporateidduded in any hardware
equipment or otherwise and ownership of intellelgmaperty rights in the Software does not veghim Purchaser under this Contract,
then without prejudice to any other licences ohtsgthe Contractor hereby grants to the Purcleasen-exclusive royalty free licence
(which shall be revocable if Purchaser takes atig@&inconsistent with the licenses granted h@rmirywhere in the world including
the right under intellectual property rights in tBeftware to
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38.2.

38.3.

38.4.

38.5.

38.6.

38.7.

38.8.

38.9.

38.10

38.11

38.12

38.13

40.1

38.1.1 Use and copy for the purposes of operating andtaiaing the System, including training purposes #re making of i
reasonable number of copies for k-up and maintenance purposes;

38.1.2 Modify or have modified the Software under condis®f confidentiality, in the following circumstaas:

38.1.2.. with the written consent of the Contractor, whitlals not be unreasonably withheld, to allow inteigna with the
Purchase¢' s support System; at

38.1.2..to meet the Purcha¢s urgent operational requirements where the Caotrégunable or fails to meet tha
operational requirements and has granted permissida so which will not unreasonably be withhe

38.1.2.2 with prior notice to Contractor, to enhance or hambanced the Software to meet the Purchaser'smable
requirements for new facilities and features whkesContractor shall have failed or be unable tetrtiee
Purchaser reasonable requirements or shall hagede¢a support the Software as provided for in @ostract.

38.1.2.. merge or have merged the Purch’s data with any Software; al

Any third party software provided by then@actor shall have the rights necessary to uséhtthe equipment provided for the
purposes set out herein. Without limiting the fangp any rights, licenses, warranties, or the pkevided with such third party softwa
shall be subrogated to the Purchaser, to the eg&gntissible

The Contractor shall not include in the Softwarg fatility which is not described in the documeratsupplied to the Purchas

The Contractor shall fully disclose and@y@nd keep supplied in confidence to the Purahifiselatest version of all documentation
and the Software, with relevant information abdirt release statu

The Contractor shall offer the Purchaser a nevasgleontaining new facilities on a regular basiafperiod of *** after Fina
Acceptance. The new release shall indicate whaifioations are required on implementation to thé®8are and hardware used by the
Purchaser

During the warranty period the Contractulk at the Purchaser’s request, provide at its8 expense maintenance releases correcting
faults identified by the Purchas:

The Contractor shall provide the Purchaser on alagdpasis for the duration of the Contract, aaséeplan setting out the relea
planned for the next two (2) yea

Unless agreed in writing, new releases shall naeraly alter the existing applications with resp the performance specifications
the uses of the System or part thereof, whethapbim conjunction with existing file:

If directed by Purchaser, the Contractor shalhatRurchas’s own expense deposit in escrow for the beneth@Purchaser, from tt
date of Provisional Acceptance (to be kept in esdiar the period of the design life of the Systemith an independent third party
escrow agent reasonably acceptable to the Purctmase(l) copy of the latest version of the sowade of its Software both in human
readable format and machine readable format, deshhost machines and sufficient documentatioluiing software tools to enable
modification of the Software

For the purposes of the S-Clauses 38.1.2, 38.5 and 38.9, Software shallnubiide computer programs owned by third partiesraot
specifically developed for use with the Systt

The escrow agreement, in industry standard fqrefetll require the duty to release the source tmtlee Purchaser within five

(5) business days after the receipt of writtenaeobly Purchaser (which notice Purchaser shall elotet unless a Bankruptcy Event
shall have occurred or the Contractor is no lomgéhe undersea cable business) in the event tBah&ruptcy Event has occurred or
that the Contractor is no longer in the undersédedausiness

In the situations referred to in S-Clause 38.11 of this Condition, the Purchaser stealé an unlimited licence to use the Software
shall have the right to make modifications to tléh8are (or have them mads

The provisions of this Clause shall survive theigxpr termination of the Contrac
CLAUSE 39. SUCCESSORS BOUN

This Contract shall be binding on the Contracta an each individual Purchaser and their respestivgessors and their permit
assigns

CLAUSE 40. PURCHASE'’S OBLIGATIONS
Purchaser shal
(@) pay all amounts payable by it when due after giwgffgct to any grace period under this Contr

(b) provide Terminal Stations, beach manhotek@nduits at locations in accordance with thehfieral Specifications and the
Plan of Work;

(c) obtain and provide the Owner Permits in accordavittethe Plan of Work; an

(d)  perform all of its other obligations under as settf in this Contract
CLAUSE 41. PROPERTY OF PURCHASE



41.1.

41.2.

41.3.

41.4.

41.5.

41.6.

42.1.

42.2.

Any property of the Purchaser issued imeation with the Contract, and anything suppliedh®/Purchaser whether for incorporation
in the System or not, shall remain the propertthefPurchaser and shall not be used other thdreiexecution of the Contract without
the prior written consent of the Purcha:

No such property or things shall be removed froengilace where they are normally used or storethipurposes of the Contre
without the Purchaser conse

The Contractor shall keep readily available recafdall such property and things in order to endab&ePurchaser to check from time
time the quantities in use, used, and availablei$er, against those delivered to the Contr’s charge

Neither the Contractor nor any other person stalkha lien on any such property or things for anym slue. The Contractor shall take
reasonable steps to ensure that the Purchasartidléhe exclusion of lien are brought to the moti€all persons dealing with such
property and things

All such property and things shall be degtoebe in good condition when received by or ohdbeof the Contractor unless the
Contractor notifies the Purchaser to the contrathiwfourteen (14) days of receij

All such property and things which are not for irparation in the System shall be returned by thetator at the earliest possil

time, but in any case within fourteen (14) dayshef granting of Provisional Acceptance by the Pasehn. Between the time of delivery
to the Contractor and of return to the PurchaseQbntractor shall be responsible for all damagegixfor normal wear and tear
resulting from proper use in the execution of tle€act.

CLAUSE 42. PUBLICITY / CONFIDENTIALITY

No publicity relating to this Contract shall be fighed in any newspaper, magazine, journal or arityem, visual, or aural med
without the prior written consent of both Parti

The provisions of this Condition shall survive thiry or the termination of the Contra

Confidential Treatment Requested for Certain Pogtiof this Exhibit




43.1.

43.2.

CLAUSE 43. NO WAIVER

No delay, neglect or forbearance by either Pargniforcing any provision of the Contract shall leemhed to be a waiver or in any w
prejudice any rights of that Par

No waiver by either Party shall be effective unlessle in writing or constitute a waiver of rightsrélation to any subsequent breacl
the Contract

CLAUSE 44. EXPORT CONTRO

The Parties acknowledge that any productswsoft, and technical information (including, but figtited to, services and training)
provided by either Party under this Contract arenay be subject to export Laws of the United Statesany use or transfer of such
products, software and technical information muesabthorized under those Laws. The Parties agegehiby will not use, distribute,
transfer or transmit the products, software orméxdl information (even if incorporated into othroducts) except in compliance with
export Laws. If requested by either Party, the oBerty agrees to sign written assurances and e#part-related documents as may be
required to comply with export Law

CLAUSE 45. SIGNATURE
The Contract will be drawn up in two (2) originages.




IN WITNESS WHEREOF the Parties have severally stibsd these presents or cause them to be subsdénilbeeir names and on behalf of
their respective officers thereunto duly authorised

THE CONTRACTOR

for and on behalf of Tyco Telecommunications

By: /s/ William C. Marra

THE PURCHASER
for and on behalf of ACS Cable Systems, Inc.

By: /s/ Liane Pelletie







EXHIBIT 10.24

ALASKA COMMUNICATIONS SYSTEMS HOLDINGS, INC.
600 TELEPHONE AVENUE
ANCHORAGE, AK 99503

November 7, 2007

Leonard Steinberg

c/o Alaska Communications Systems
600 Telephone Ave.

Anchorage, AK 99503

Re: Employment Agreement

Dear Leonard:

This letter agreement (“Agreement”) detsh the terms and conditions of your continuegkyment with Alaska Communications
Systems Holdings, Inc. (hereinafter “ACS” or theof@pany”), effective as of the date hereof (herdarathe “Effective Date”).

1. Employment and Services You will continue to serve ACS in your role ac¥iPresident, General Counsel and Corporate Secreta
(hereinafter “Executive” or “you”), for the peridzkginning on the Effective Date and ending upomieation pursuant to paragraph 4 (the
“Employment Period”). During the Employment Perigdu shall render such services to the Companyitaradfiliates and subsidiaries as the
Board of Directors of Alaska Communications Systéintdings, Inc. or its affiliates (hereinafter “Boof Directors”) shall reasonably
designate from time to time, and you shall devaterybest efforts and full time and attention ag&aacutive Officer to the business of the
Company. “Executive Officer” for the purpose ofglfigreement is defined as an officer reportingh®@EO or similar executive responsible
for business operations. Your responsibility inési@perational decision making and goal settinp@business as required by and to support
the Company strategy and achievement of corpodts gn the areas outlined in Appendix A.

2.  Compensation. The Company shall pay you an annual base sdlann(al Base Salary”) of $220,000 during the fiystr of the
Employment Period, subject to annual review in eggdr of the Employment Period thereafter (for pastial year during the Employment
Period, the Annual Base Salary shall be prorategdan the number of days during such year on wochare employed by the Company).
Your Annual Base Salary may be increased in yedi®iing the first year of employment but may netdecreased. As used herein, the term
“Annual Base Salary” refers to the Annual Base ad&s so increased. Such Annual Base Salary sbgapable in installments in accordance
with the Company’s regular payroll practices.

In addition, you will be eligible to rdee an annual cash incentive payment (“Cash Ineefjtto be awarded ninety (90) days after the
end of each fiscal year, to be paid as soon agigahte but not later than one hundred twenty (120)s after the end of the fiscal year. In o
to determine the amount of such Cash IncentiveCitrapany, acting in good faith, shall determinerappgate Company business targets and,
as it may deem appropriate,




specific performance targets applicable to yowefieh fiscal year, and your Cash Incentive shalidsed upon 100% attainment of such tar
The Company agrees that if the Company attairsuiginess targets and you attain all performangetsuspecifically applicable to you, you
shall receive a Cash Incentive equal to one hungleecent (100%) of your Annual Base Salary in éffeith respect to any such fiscal year. In
the event that the Company exceeds or does noeéxhe business targets and/or you exceed or dexesetd one or more of the performance
targets specifically applicable to you, there shallappropriate adjustments in the amount of yaghdncentive as provided for in the
Companys then applicable cash incentive program, as mamneEnded from time to time. The determination gfrapriate performance targ
shall take place not later than ninety (90) daysseqguent to the commencement of the Company’d figea, and all performance targets shall
be provided to you within thirty (30) days of ther@pany’s determination of such performance targets.

(@) [Reserved]

(b) During the course of the Employmeriod, you may be granted performance-accel@raistricted stock and long-term
performance accelerated restricted stock. Perfoceaccelerated restricted stock and long-term padace accelerated restricted stock
generally vest during the fifth year following tB&ective Date, unless earlier acceleration ocesra result of the achievement of specified
annual performance targets or thyesr performance targets, respectively. Futurete@uards may vary and are subject to continuedosap
by the Company’s board of directors. Vesting ce&seall equity awards upon termination of your dayment, subject to certain exceptions
set forth in such awards. Notwithstanding anytiimthe contrary in this paragraph 2(b), all eqeibynpensation is subject to approval by the
Company’s board of directors with terms and condagiset forth in the Company’s standard restristedk or equivalent documentation, and
all grants set forth herein are subject to yourcaiien of and assent to such documentation, pravite@wever, that the provisions set forth in
Sections 2(b)(i) and (ii) below shall apply to sughnts (notwithstanding any general integratiogleage in such grant documentation) unless
expressly and specifically amended by such gractientation.

() In the event the Employment Bdrshall terminate without Cause or for Good Reakoing a Change in Control Period (as
defined below) any and all shares subject to atipo@mgreements or restricted stock agreementsaegtwhe Company and the Executive shall
automatically vest in full at that time.

(i) In the event the Employment iBdrshall terminate without Cause or for Good Reaturing a time other than during a Change in
Control Period, continued vesting shall occur wéhpect to any shares subject to a performancédesates restricted stock agreement
previously entered into between the Company an@&x®ezutive during the twelve (12) months followitig end of the Employment Period;
providedhowever, that additional vesting under this subparagraipi(2) shall be provided to Participant ratablysach proportion as the
length of Executive’s employment (during the apgtile performance period giving rise to the accétamanf such restricted stock) bears to the
total length of such performance period. No timstiwegy provisions related to restricted stock or epgions shall continue after termination of
the Employment Period under this subparagraphid(bdjér the purposes of the foregoing proportiarRarticipant’'s employment shall be
deemed to have




continued for the entirety of any month the Pgpticit has remained an employee as of at leastfteerfth (15th) day of such month. For
illustrative purposes only, if a restricted stoeckmg provides for acceleration based on the Conipgrgrformance during calendar year 2010,
and Participant terminates his or her employmenGimod Reason on February 15, 2010, should the @oypperformance satisfy the
requirements of accelerated vesting set forthe@vréstricted stock grant, one-sixth (1/6th) of Baticipant’s restricted stock shall accelerate
and vest in 2011. All other restricted stock shalldeemed forfeited by the Participant.

3.  Benefits. During the Employment Period, you shall be esditlo participate in the Company’s employment biep&ins which may
be amended, eliminated or replaced from time te tisubject to and in accordance with applicablgklity requirements, such as life and
disability insurance plans (other than severanaagbr arrangements which are provided for herein.)

4.  Termination and SeveranceThe Employment Period shall terminate on the fosiccur of:

(@) thirty (30) days following writtenotice by you to the Company of your resignatieith or without Good Reason) not in
connection with a Change in Control, (it being ustiod that you will continue to perform your sees hereunder during such thirty (30) day
period);

(b) ninety (90) days following writteotice by you to the Company of your resignafmlowing or in connection with a Change in
Control, (it being understood that you will continto perform your services hereunder during thetgif90) day period following the Change
in Control)

(c) your death or Disability,
(d)  your termination by the Companyhvor without Cause,

(e) on the fifth anniversary of thifeetive Date (the “Scheduled Expiration Date")opided, however, that the Scheduled Expiration
Date shall be automatically extended for successiveyear periods unless, at least ninety (90) geigs to the then-current Scheduled
Expiration Date, either the Company or you shalegiritten notice to the other of an intention tiextend the Employment Period.
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In the event the Employment Period steathinate (i) by the Company without Cause, (ii)yoy for Good Reason or (iii) as a result of
the Company’s notice to you of an intention noéxtend the Employment Period after the Scheduleiir&tion Date, the Company shall
concurrently therewith pay to you in twelve conda@iequal monthly installments an aggregate sunakip one times (1X) your Annual Ba
Salary plus one times (1X) your Cash Incentive. ¥ball also be reimbursed for the cost of contigyiaur health insurance coverage under
COBRA for the twelve (12) month period followingctua termination.

In the event the Employment Period steathinate (i) by the Company without Cause, (iijyoy for Good Reason, (iii) as a result of
your death or Disability or (iv) as a result of tBempan’s notice to you of an intention not to extend Braployment Period after the
Scheduled Expiration Date, the Company shall pyidrsonal travel for you, your spouse and deperderily members and transport of
household belongings to a maximum of $50,000, if gg in the event of your death, your spouse peddent family members, elect to
relocate to the lower 48 states within three (3pths of termination of the Employment Period. la #vent of Executive’death, the relocatic
benefit contained in this paragraph will be prodde Executive’'s spouse and dependent family mesaber

Except as otherwise set forth in thisagaaph 4 or pursuant to the terms of employee Heslahs in which you participate pursuant to
paragraph 3, you shall not be entitled to any coragton or other payment from the Company in cotioeavith termination of your
employment.

5.  Definitions. For purpose of this Agreement, the following deforis will apply:

(@) “Good Reason”shall mean: (i) the assignment of you by the Compiara position with a title or duties that are eratlly
inconsistent with or constitute a material dimioatof your role of Executive Officer, it being umddod that the addition or reassignment of
duties and responsibilities or change of title @srded necessary for the operation of the busineggtExecutive Officers of the Company,
including you, shall not, in and of itself, consté Good Reason for purposes of this paragrapi) the transfer, without your concurrence, of
your principal place of employment to a geograpboation more than forty (40) miles from your thamrent principal place of employme
To be eligible for any severance payments undsrgfovision, you must terminate the Employment &grent for Good Reason within
180 days of the event identified in (i) or (ii) @se forfeit any and all right to the severancedfiemas set forth in paragraph 2(b)(ii).

(b) “Cause” shall mean: (i) your willful failure to comply wittawful directions of the Board of Directors of tB@mpany that is not
cured within thirty (30) days of your receipt ofitken notice from either the Board of the Companyfoits subsidiaries, of your specific failt
to perform lawful directions; (ii) a willful or kn@ing material misrepresentation to the Board of@loenpany or its affiliates, or your
supervisor, or a conviction or guilty plea to (Ajyafelony or (B) a misdemeanor involving fraud,tdigesty, or moral turpitude; or (iii) a
material breach of this Agreement (other than dyghtysical or mental illness) that is not curedhi® extent deemed capable by the Board or
the Chief Executive Officer of the Company within




its or her reasonable discretion within thirty (8@ys after receiving written notice from eitheg Board or the Chief Executive Officer of the
Company, as the case may be, of your specificriatio perform your duties;

(c) “Change in Control” shall mean: (i) the acquisition by any person augr(as that term is used in Regulation 13D uriger t
Securities Exchange Act of 1934, as amended), thiaerany of its affiliates, of beneficial ownerslof a majority or more of the Company’s
outstanding voting securities; or (ii) any sal@aske, exchange or other transfer in one transactiarseries of transactions, other than to an
entity with substantially the same equity holdessnamediately prior to such transfer, of all or stantially all of the assets of the Company or
its operating subsidiaries (taken together), or@an for the liquidation or dissolution of the Cpamy;

(d) “Change in Control Period” means the period beginning two (2) months prightodate of a Change in Control and ending
twelve (12) months after the date of a Change intb

(e) “Disability” shall mean that, for a period of six (6) conseautivonths in any twelve (12) month period, you acapable of
substantially fulfilling the duties of your positis as set forth in paragraph 1 because of physieaifal or emotional incapacity resulting from
injury, sickness or disease. Any question as tetigtence or extent of the Disability upon whiaduyand the Company cannot agree shall be
determined by a qualified, independent physiciaeed to by the Company and by you or in the evégbor incapacity, your guardian, within
ten (10) days of written notice by either partyeTdetermination of any such physician shall bel famal conclusive for all purposes; provided,
however, that you or your legal representatived sla@e the right to present to such physician snfdrmation as to such Disability as you or
they may deem appropriate, including the opiniogaifr personal physician.

() “Potential Transaction” shall mean any merger, acquisition, dispositiomtjeenture, partnership, strategic alliance, owhg,
partial ownership, lender or borrower relationshigelationship of significant control or influenedth any party.

6. Confidential Information. You acknowledge that information obtained by youlesemployed by the Company concerning the
business or affairs of (i) the Company, its afféimand subsidiaries or (ii) any enterprise th#tiéssubject of an actual or Potential Transaction,
considered, evaluated, reviewed or otherwise made/i to you by the Company, its affiliates or sdizgies (“Confidential Information”) is
the property of the Company. You shall not, withting prior written consent of the Company, disclasany person or use for your own
account any Confidential Information except (itlie normal course of performance of your dutiegtweder, (ii) to the extent necessary to
comply with applicable laws, or (iii) to the extehat such information becomes generally knowmi @available for use by the public other
than as a result of your acts or omissions toldpbn termination of your employment or at the rexjud the Company at any time, you shall
deliver to the Company all documents containing f@emtial Information relating to the business &faas of the Company that you may then
possess or have under your control.




7.  Non-Competition; Non-Solicitation.

(@) Non-Competition . You acknowledge that you are and will be in pesim of Confidential Information and that younsgees are
of unique and great value to the Company. Accotigirfgpom the Effective Date until the expiration thie period ending twelve (12) months
from the date of the termination of your employmeith the Company or its affiliated companies (tNen-Compete Period”), you shall not
directly or indirectly own, invest (equity or deli) manage, control, participate in, consult wityise, render services to, or in any manner
engage in, or be connected as an employee, offiaeiner, director, consultant or otherwise widhitfe provision of telecommunications
services in the state of Alaska, or (ii) any entissthat is engaged in the provision of telecomieations services and is the active subject of a
Potential Transaction in which you are directlydhwed or have material knowledge at any time pidathe termination of this Agreement (a
“Competitive Business”). Nothing herein shall pitaibiyou from being a passive owner of not more thae percent (1 %) of any publicly
traded class of capital stock of any entity engagedCompetitive Business.

(b) Non-Solicitation . During the Non€ompete Period, you shall not directly or inding@tiduce or attempt to induce any employe
the Company or its affiliates or subsidiaries toni@ate, or in any way interfere with, the relasbip between the Company or its affiliates or
subsidiaries and any employee thereof, nor shalldiectly or indirectly solicit or attempt to saili business from any customer or supplier of
the Company or its affiliates or subsidiaries.

(c) Scope of Restriction. If, at the time of enforcement of this paragrépla court shall hold that the duration, scopereaa
restrictions stated herein are unreasonable uniemestances then existing, the parties heretoeattpye the maximum duration, scope or area
reasonable under such circumstances shall be subdtfor the stated duration, scope or area.

8.  Survival . Any termination of your employment or of this A&gment shall have no effect on the continuing djperaf those
provisions that by their nature continue beyondténm of this Agreement, including Sections 4, 50167 for the periods specified therein.

9. Indemnification . The Company agrees to indemnify you and holdhammless from any and all claims arising from datieg to
your status as an employee, officer, Executived@ffidirector or agent of the Company, its affdgtor subsidiaries, to the fullest ext
permitted by Delaware law other than claims arisiegn your gross negligence.

10. Waiver of Claims. You agree as a condition to your receipt of @amgnination or severance benefits pursuant to Sedtioereof
that you waive, discharge and release any andag@ths, demands and causes of action, whether kimownknown, against the Company, its
affiliates and subsidiaries, and their respectiveent and former directors, officers, employeé®raeys and agents arising out of, connected
with or incidental to your employment or other diegs with the Company, its affiliates or subsidgariwhich you or anyone acting on your
behalf might otherwise have had or asserted andlainy to any compensation or benefits from youpkyment with the Company or its
affiliates (other than pursuant to the terms of thireement or of any employee benefit plans sét fa paragraph 3 hereof) provided,
however, that in no event do you waive any claims snay have under section 8 above.

6




11. Governing Law . This Agreement and all questions concerning thestruction, validity and interpretation of this lkgment shall
be governed by and determined in accordance wétlintiernal law, and not the law of conflicts, oftBtate of Delaware. All disputes between
ACS and Executive (whether contractual or otherwisguding, without limitation, disputes relatimg or arising under or by reason of this
Agreement or the other agreements referred toemaist be resolved by binding confidential arbitna held within thirty (30) miles of
Executive’s place of employment, specific locatiorbe selected by the Board of Directors of AlaSkenmunications Systems Holdings, Inc.
Such arbitration shall be conducted in accordante tive rules of the National Rules for ResolutagdrEmployment Disputes of the American
Arbitration Association (the AAA) and judgment dretaward rendered in such arbitration may be eshiarany court having jurisdiction.
Nothing in this Agreement shall restrict the rightACS or its affiliates to seek injunctive religfising out of any violation by the Executive
this Agreement. This Agreement is intended by AG& Bxecutive to be a binding and completely integgtagreement superseding all prior
and contemporaneous promises, representationss,offintracts and agreements between ACS and Exectlihis Agreement may not be
amended except in writing executed by ExecutivethrdChairman of the Board of ACS (or other Boanathorized designee). This Agreemr
shall only be binding on ACS and Executive if arftew both parties have executed the Agreement intecuarts.

12.  Notices. All demands, notices and communications hereusialt be in writing and shall be deemed to hawentsuly given, if
mailed, by registered or certified mail, returneipt requested, or, if by other means, when redeiyethe other party at the address set forth
herein, or such other address as may hereafterbisitied to the other party by like notice.

Notice or communication hereunder shall bevtebto have been received on the date deliveredreceived at the premises of the
addressee if delivered other than by mail, anthéncase of mail, upon the depositing of the santledrunited States mail as above stated (as
evidenced, in the case of registered or certifiadl,rhy the date noted on the return receipt.) dstishall baddresseds follows:

If to the Executive Leonard Steinber
c/o Alaska Communications Systems
600 Telephone Avenue
Anchorage, Alaska 995(

If to the Company Alaska Communications Systems Holdings,
600 Telephone Avenue
Anchorage, Alaska 99503
Attention: President & CE(

13.  Severability Clause. Any part, provision, representation or warrantyhis Agreement, which is prohibited, or whichhisld to be
void or unenforceable shall be ineffective to tReeat of such prohibition or unenforceability wititdnvalidating the remaining provisions
hereof.




14. Successors and Assigns; Assignment of Agreemefihis Agreement shall bind and inure to the berwfand be enforceable by
the parties hereto and the respective successdrasaigns of the parties hereto. As used in thizé&ment, “Company,” and “ACS” shall mean
the Company, and ACS as hereinbefore defined apdw@sidiaries and successors to their businesskgraassets which assume this
Agreement by operation of law, or otherwise. Thigement is personal to you and without the pridtten consent of the Company shall not
be assignable by you otherwise than by will orléves of descent and distribution.

15.  Waiver. The failure of any party to insist upon strict perance of a covenant hereunder or of any obligdtereunder,
irrespective of the length of time for which suefildre continues, shall not be a waiver of suchyxright to demand strict compliance in the
future. No consent or waiver, express or impliedort of any breach or default in the performancarof obligation hereunder, shall constitute a
consent or waiver to or of any other breach orweéfa the performance of the same or any otheigakibn hereunder. No term or provision of
the Agreement may be waived unless such waiverigiting and signed by the party against whom swalver is sought to be enforced.

16.  Entire Agreement. This Agreement constitutes the entire Agreemenwben the parties hereto with respect to the stibjatter
contemplated herein and supersedes all prior agnetsinincluding any and all prior employment agreets between the Executive and the
Company and/or the 2006 Officer Severance Plamasbe applicable, whether written or oral, betwienparties, relating to the subject
matter hereof. This Agreement shall not be modiérdept in writing executed by all parties hereto.

17. Captions. Titles or captions of paragraphs contained is fgreement are inserted only as a matter of caamea and for
reference, and in no way define, limit, extend esatibe the scope of this Agreement or the inteahg provision hereof.

18.  Counterparts . For the purpose of facilitating the executiorthaé Agreement, and for other purposes, this Agesgmay be
executed in any number of counterparts. Each copenteshall be deemed to be an original, and alh fwunterparts shall constitute one and
the same instrument.

[Signature Page Follows]
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IN WITNESS WHEREOF, the undersigned have caused their names to bedsigmeto by their respective officers thereuntg dul
authorized as of the date first above written.

Please execute the extra copy of this letgmedment in the space below and return it to tlergigned at the address set forth above to
confirm your understanding and acceptance of theemgents contained herein.

Very truly yours,

ALASKA COMMUNICATIONS SYSTEMS HOLDINGS, INC.

By:  /s/ Liane Pelletier
Name: Liane Pelletier
Title: President & CEQC

Accepted and agreed 1

/s/ Leonard Steinberc
Leonard Steinber







Subsidiary

Subsidiaries of the Company

DBA

Exhibit 21.1

Jurisdiction of Incorporation

Alaska Communications Systems Holdings,

ACS of the Northland, Inc

ACS of Alaska, Inc

ACS of Fairbanks, Inc

ACS of Anchorage, Inc

ACS Wireless, Inc

ACS Long Distance, Inc

ACS Internet, Inc

ACS Messaging, Inc

ACS InfoSource, Inc

ACS Cable Systems, In

ACS of Alaska License Sub, In
ACS of the Northland License Sub, It
ACS of Fairbanks License Sub, I
ACS of Anchorage License Sub, Ir
ACS Wireless License Sub, Ir
ACS Long Distance License Sub, l
ACS Service, Inc

ACS, ACS Local Servic
ACS, ACS Local Servic
ACS, ACS Local Servic
ACS, ACS Local Servic
ACS Wireless

ACS, ACS Long Distanc

Delaware
Alaska
Alaska
Alaska
Delaware
Alaska
Alaska
Delaware
Alaska
Alaska
Delaware
Alaska
Alaska
Alaska
Alaska
Alaska
Alaska
Alaska






Exhibit 23.1

Consent of Independent Registered Public Accourfinm

The Board of Directors
Alaska Communications Systems Group, Inc.:

We consent to the incorporation by reference inrélggstration statements (No. 333-121433 and N8-133275) on Form S-3 and registration
statements (No. 333-119569 and No. 333-124006)oom I5-8 of Alaska Communication Systems Group, éfi@ur reports dated March 20,
2008, with respect to the consolidated balancetsidélaska Communications Systems Group, In@fd3ecember 31, 2007 and 2006, and
the related consolidated statements of operatgioskholders’ equity (deficit) and comprehensiveoime (loss), and cash flows for each of the
years in the thre-year period ended December 31, 2007, and relataddial statement schedule, and the effectiveoisgernal control over
financial reporting as of December 31, 2007, whigborts appear in the December 31, 2007, annuaitrep Form 10-K of Alaska
Communications Systems Group, Inc.

Our report dated March 20, 2008, on the consoldifitencial statements indicates the Company redtiés December 31, 2006 consolidated
balance sheet and the related consolidated staterheperations, stockholders’ equity (deficit) asmmprehensive income (loss), and cash
flows for the year then ended.

Our report dated March 20, 2008, on the effectigsr internal control over financial reportingaed€ecember 31, 2007, expresses our
opinion that Alaska Communications Systems Gronp, did not maintain effective internal control ofi@ancial reporting as of December .
2007 because of the effect of material weaknesselseoachievement of the objectives of the cordridéria and contains an explanatory
paragraph that states that Alaska Communicatioste8ys Group, Inc.’s internal control over financigborting was inadequately designed
resulting in material weaknesses with respectitpDepreciation of Regulatory Asset, and (2) Netw&ccess Revenue Reserves.

/sl KPMG LLP

Anchorage, Alaska
March 20, 2008






Exhibit 31.1

Sarbanes-Oxley Section 302(a) Certification
I, Liane Pelletier, certify that:
1. | have reviewed this annual report on Forr-K of Alaska Communications Systems Group, i

2. Based on my knowledge, this report does not comayjnuntrue statement of a material fact or om#téde a material fact necessary to ir
the statements made, in light of the circumstanoeer which such statements were made, not misigadth respect to the period covered
by this report

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all material respe
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this repa

4. The registrar's other certifying officer and | are responsibledstablishing and maintaining disclosure contaold procedures (as defin
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateinal control over financial reporting (as definin Exchange Act Rules 13a — 15(f)
and 15c¢- 15(f) for the registrant and hav

a) Designed such disclosure controls and proesg or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
others within those entities, particularly durithg fperiod in which this report is being prepal

b) Designed such internal control over financial réjpgr; or caused such internal control over finah@aorting to be designed under «
supervision, to provide reasonable assurance rieggatite reliability of financial reporting and tipeeparation of financial statements
for external purposes in accordance with geneealyepted accounting principle

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presénthis report our conclusions about
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in #gistrant’s internal control over financial repogtithat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thathaterially affected, or is reasonably
likely to materially affect, the registré s internal control over financial reporting; &

5. The registrar's other certifying officer and | have disclosedsdzon our most recent evaluation of internal @miver financial reporting
to the registrar’s auditors and the audit committee of the regit' s board of directors (or persons performing thewedent functions)

a) All significant deficiencies and materialak@esses in the design or operation of internarolsnwhich are reasonably likely to
adversely affect the registri’s ability to record, process, summarize and refpmahcial information; an

b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registra’s interna
controls over financial reportin

Date: March 20, 2008 /sl Liane Pelletier
Liane Pelletier
Chief Executive Officer,
Chairman of the Board and President
Alaska Communications Systems Group, |







Exhibit 31.2

Form of Sarbanes-Oxley Section 302(a) Certification
[, David Wilson, certify that:

1. | have reviewed this annual report on Form 16fKlaska Communications Systems Group, Inc.;

2. Based on my knowledge, this report does not comayjnuntrue statement of a material fact or om#téde a material fact necessary to ir
the statements made, in light of the circumstanoeer which such statements were made, not misigadth respect to the period covered
by this report

3. Based on my knowledge, the financial statement$ atimer financial information included in this repdairly present in all material respe
the financial condition, results of operations aadh flows of the registrant as of, and for, theopks presented in this repa

4. The registrar's other certifying officer and | are responsibledstablishing and maintaining disclosure contaold procedures (as defin
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateinal control over financial reporting (as definin Exchange Act Rules 13a — 15(f)
and 15c¢- 15(f) for the registrant and hav

a) Designed such disclosure controls and prresg or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
others within those entities, particularly durithg fperiod in which this report is being prepal

b) Designed such internal control over financial réipgr, or caused such internal control over finaheaorting to be designed under «
supervision, to provide reasonable assurance rieggatite reliability of financial reporting and tipeeparation of financial statements
for external purposes in accordance with geneealyepted accounting principle

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntbis report our conclusions about
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thathaterially affected, or is reasonably
likely to materially affect, the registré s internal control over financial reporting; &

5. The registrar's other certifying officer and | have disclosedsdzon our most recent evaluation of internal @miver financial reporting
to the registrar’s auditors and the audit committee of the regit's board of directors (or persons performing thewedent functions)

a) All significant deficiencies and materialak@esses in the design or operation of internarolsnwhich are reasonably likely to
adversely affect the registri’s ability to record, process, summarize and refpmahcial information; an

b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registra’s interna
controls over financial reportin

Date: March 20, 2008 /s/ David Wilson
David Wilson
Senior Vice President and Chief Financial Officer
Alaska Communications Systems Group, |







Exhibit 32.1

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

In connection with the Annual Report of Alagkammunications Systems Group, Inc. (the “Compaoy’J-orm 10-K for the fiscal year

ending December 31, 2007 (the “Report”), |, Liardidier, Chief Executive Officer of the Compangrtify, pursuant to 18 U.S.C. 8. 1350, as
created by § 906 of the Sarbanes-Oxley Act of 2€@st;

(1) The Report fully complies with the requirementseétion 13(a) or 15(d), as applicable, of the SgesrExchange Act of 1934 |
amended; an

(2) The information contained in the Report fairly mets, in all material respects, the financial cbadiand result of operations of the
Company.

Date: March 20, 200¢ /s/ Liane Pelletier
Liane Pelletier
Chief Executive Officer
Chairman of the Board and President
Alaska Communications Systems Group, |







Exhibit 32.2

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

In connection with the Annual Report of Alagkammunications Systems Group, Inc. (the “Compay’}-orm 10-K for the period ending
December 31, 2007 (the “Report”), |, David Wils@hief Financial Officer of the Company, certify,rpuant to 18 U.S.C. § 1350, created by
§. 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirementseétion 13(a) or 15(d), as applicable, of the SéesrExchange Act of 1934, .
amended; an

(2) The information contained in the Report fairly mets, in all material respects, the financial cbadiand result of operations of the
Company.

Date: March 20, 200¢ /s/ David Wilson
David Wilson
Senior Vice President and Chief Financial Offi
Alaska Communications Systems Group, |




