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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K
(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the fiscal year ended December 31, 2012

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number 000-28167

Alaska Communications Systems Group, Inc.

(Exact name of registrant as specified in its chaefr)

Delaware 52-2126573
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
600 Telephone Avenus
Anchorage, Alaska 9950:-6091
(Address of principal executive offices (Zip Code)

(Registrant’s telephone number, including area code (907) 297-3000
Securities registered pursuant to Section 12(b) dfie Act:

Title of each clas Name of each exchange on which register¢

Common Stock, Par Value $.01 per St The NASDAQ Stock Market LL(
Securities registered pursuant to Section 12(g) ¢fie Act: None

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405%cdb#cturities Act.  Yed No
Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) of the Act. Yes[d No

Indicate by check mark whether the registrant €l filed all reports required to be filed by Sewti8 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been subjec
to such filing requirements for the past 90 day¥es No O

Indicate by check mark whether the registrant ldsmstted electronically and posted on its corpo¥ab site, if any, every Interactive Data
File required to be submitted and posted pursuaRide 405 of Regulation S-T (8§ 232.405 of thispthg) during the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). YiXI No O



Indicate by check mark if disclosure of delinquilets pursuant to Item 405 of Regulation S-K (25 of this chapter) is not contained
herein, and will not be contained, to the beskgistrant’s knowledge, in definitive proxy or infeation statements incorporated by reference
in Part Ill of this Form 10-K or any amendmenthgstForm 10-K.

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maocelerated filer, or a smaller reporting
company. See definitions of “large accelerated fitaccelerated filer” and “smaller reporting coany” in Rule 12b-2 of the Exchange Act.

Large accelerated file [ Accelerated file|
Non-accelerated file [0 (Do not check if a smaller reporting compa Smaller reporting compar [
Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Acfyes O No

The aggregate market value of the shares of alkekof voting stock of the registrant held by affitiates of the registrant on June 30, 2012
was approximately $95 million computed upon thesakthe closing sales price of the Common Statkhat date. For purposes of this
computation, shares held by directors (and shaglesldy any entities in which they serve as offirenrsd officers of the registrant have been
excluded. Such exclusion is not intended, nor shb# deemed, to be an admission that such peesereaffiliates of the registrant.

As of February 7, 2013 there were outstanding 458 shares of Common Stock, $.01 par value,efdfistrant.

Documents Incorporated by Reference

Information required by Part Il (Item 5) and Pdr{ltems 10, 11, 12, 13 and 14) is incorporateddfgrence to portions of the registrant’s
definitive proxy statement for its 2013 Annual Magtof Stockholders, which will be filed with the&urities and Exchange Commission
within 120 days of December 31, 2012
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Cautionary Statement Regarding Forward Looking Staements and Analysts’ Reports

This Form 10-K and future filings by Alaska Commeations Systems Group, Inc. and its consolidatédidiaries (“we”, “our”, “us”, “ACS”,
the “Company” and “Alaska Communications”) on Forb@sK, 10-Q and 8-K and the documents incorpor#itedein by reference include
forward-looking statements within the meaning oft®en 27A of the Securities Act of 1933, as amended Section 21E of the Securities
Exchange Act of 1934, as amended. We intend suefafd-looking statements to be covered by the lsafbor provisions for forward-looking
statements. All statements other than statementstfrical fact are “forward-looking statementet purposes of federal and state securities
laws, including statements about anticipated futyrerating and financial performance, financialifims and liquidity, growth opportunities
and growth rates, pricing plans, acquisition anetsliture opportunities, business prospects, sfi@tdternatives, business strategies, reguli
and competitive outlook, investment and expendipla@s, financing needs and availability and otherilar forecasts and statements of

”ou

expectation and statements of assumptions undgréyig of the foregoing. Words such as “anticipatdslieves”, “could”, “estimates”,
“expects”, “intends”, “may”, “plans”, “projects”,seeks”, “should’and variations of these words and similar expressare intended to ident|
these forward-looking statements. These forwardtitapstatements are subject to certain risks armenainties that could cause actual results
to differ materially from our historical experienaad our present expectations or projections. Falaoking statements by us are based on
estimates, projections, beliefs and assumptiomsasfagement and are not guarantees of future peafan Such forward-looking statements
may be contained in this Form 10-K under “ltem Résk Factors” and “ltem 7, Management’s Discussind Analysis of Financial Condition
and Results of Operations” and elsewhere. Actuakéuperformance, outcomes and results may diffgerally from those expressed in

forward-looking statements made by us as a resalinmmber of important factors. Examples of thiastors include (without limitation):

» our already strong competitive environment will biee even more competitive by the expected entkeoizon Wireless
(“Verizor”) in 2013;

e our ability to consummate the wireless joint veatwith General Communication, Inc. (“AWN" as defihleelow) announced on
June 5, 2012, and once consummated the abilitWdNAo integrate, operate, and improve the wiredessssets contributed to it wh
maintaining effective interfaces with our retaikiness

» our substantial debt which requires us to dediaagignificant portion of our cash flow from openafiactivities to make debt
payments and places pressure on our ability tosadbe capital markets and to fund capital oppdias

» our ability to comply with the covenants and ottegms contained in our 2010 Senior Credit Facd#tyamended effective
November 1, 2012“ Senior Credit Facilit’ or“2010 Senior Credit Facili");

» governmental and public policy changes, includinggoing changes in our revenues resulting fromle¢gry actions affecting
inter-carrier compensation (“ICC"), Universal SewviFunding (“USF”) for Competitive Eligible Telecomunications Carriers
(“CETC") and high cost support, and lifeline revent

» the outcome of on-going Internal Revenue ServitRY") audits and the ability of certain third pagito fulfill their indemnity
obligations to us in the event that there is aes®nent as a result of these aui

* the cost and availability of future financing iretamounts, at the terms, and subject to the conditiecessary, to support our
business and pursue growth opportunit

* our ability to keep pace with rapid technologicaldlopments and changing standards in the telecancations industry, includin
on-going capital expenditures needed to upgradaacess network to industry competitive speeds pamdimited access to istate
middle mile infrastructure

* our ability to develop attractive, integrated proguand services making use of our substantiakinvents in fiber optic cable
facilities, including our Alaska Oregon Network (K®RN ®" ) and Northstar fiber optic cables that conrfdaska to the
contiguous state:

e unanticipated damage to one or more of our fibéicaables resulting from construction or diggingshaps, fishing boats or other
reasons

« changes in general industry and market conditiand,structural declines for voice and other legamyices within the
telecommunications industr

* a maintenance or other failure of our network dad®nters
» afailure of bac-office information technology“IT”) systems

« athird party claim that the Company is infringimgon their intellectual property, resulting in gfgrant litigation or licensing
expenses, or the loss of our ability to sell ongrpcertain products including certain wirelessides;
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» changes in overall national, regional or local exnit conditions

* unanticipated costs required to fund our postegtent benefit plans, or contingent liabilities assted with our participation in a
multi-employer pension pla

» the success or failure of any future acquisitic

» geologic or other natural disturbances relevariiédocation of our operation

» loss of key personnel; ai

» the matters described unc‘Iltem 1A, Risk Factor”
In light of these risks, uncertainties and assuomsti you should not place undue reliance on anwefai-looking statements. Additional risks
that we may currently deem immaterial or that aecurrently known to us could also cause the fodalaoking events discussed in this Form
10-K not to occur as described. Except as othermigaired by applicable securities laws, we undtertzo obligation to publicly update or

revise any forward-looking statements, whether @gsalt of new information, future events, changiedumstances or any other reason after
the date of this Form 10-K.

Investors should also be aware that while we deagdbus times, communicate with securities analyisis against our policy to disclose to
them any material non-public information or othenfidential information. Accordingly, investors siid not assume that we agree with any
statement or report issued by an analyst irrespgeofi the content of the statement or report. Boektent that reports issued by securities
analysts contain any projections, forecasts oriop#) such reports are not our responsibility.

PART |
Iltem 1. Business
About Alaska Communications

We provide leading integrated communications ses/io business and consumer customers in and édasia. Our communications netwe
extends throughout Alaska and is connected todh&guous states via our two diverse undersea tipéc cable systems: (i) the AKORN
system and (ii) the Northstar system.

Our communications network, which includes sigm@ifitwireless spectrum holdings covering Alaskan®ng the most expansive in Alaska
and forms the foundation of service to our cust@méfe offer many products and services over thiwark, and we offer many channels for
service delivery to our customers through a valapgsition differentiated by service and networkiga. Our business relies on our highly
skilled workforce of 830 employees that work in comnities throughout Alaska and Hillsboro, Oregampmorting our retail and service
delivery, customer support, network monitoring gederal and administrative support operations.

We were incorporated in 1998 under the laws oftate of Delaware.

Our principal executive offices are located at @lephone Avenue, Anchorage, Alaska 99503-6091.t€ephone number is (907) 238000.

Markets, Services and Products
We operate our business under a single reporteblaent, and provide services and products to tl@wimg customer categories.
* Business and Wholesal
» Consumer
*  Wireless
* Access and CETC
The four pillars supporting our products and sexwiare reliability, customer service, trustwortsgand local presence. These pillars are

represented by the following promise we make tocustomers: You can always expect to get the seagqgpromised to you by an Alaska
Communications’ representative. If you are notséiatil, we will work with you to provide a solutidinat meets your satisfaction.

To support this promise, we are significantly iragiag the level of investment and service to owirmss and wholesale customers by offering
a host of value-added services and higher bandwjuitkeds, while at the same time enhancing our yaygosition to our consumer customers
of highly reliable voice and broadband services.
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Although historically we have been one of the legdiireless companies in Alaska, we entered infmitige agreements with General
Communication, Inc. (“GCI") to form AWN (as defindxklow), which will allow us to better provide tfastest and most geographically
expansive wireless services for our subscribeisaiow us to compete more effectively in the fatarket. This transaction is further
described below and in “Item 7, Management'’s Dismrsand Analysis of Financial Condition and ResoftOperations” and is currently
expected to close in the second quarter of 2013.

Because our network provides access to the retaitetplace, and as a result of the cost of progidervice to high cost areas, we have acces
and CETC revenues established by either statederdéregulatory agencies. As discussed in “ltefd@nagement’s Discussion and Analysis
of Financial Condition and Results of Operatiortgse funding sources are expected to declinefiignily over time.

Our services and products are described below:Ife 7, Management’s Discussion and Analysis ofaficial Condition and Results of
Operations,” for a summary of service and prodegenues generated by each of these customer groups.

Business and Wholesale

We provide communications and managed servicesdimg voice and broadband data network hostingnéhagement, cloud-based services
billing and collection, and local and long distaisegvices to business customers. Our businessneestanclude small and medium businesse:
larger enterprises, and government customers whathde municipal, local, state and federal goveentrentities, school districts, libraries ¢
rural health care hospitals. Our wholesale custsragr other telecommunications carriers, includimgprimary competitor, GCI, who rely on
us to provide connectivity for voice, long distaraoel broadband needs (including wireless backlaulces), to access their customers over
our network. Backhaul services consist of providtiger wireless carriers with access to their sig#f locations.

We seek to provide these customers comprehenslge~added services that make communications drest eervices more secure, reliable
and efficient.

We believe we can achieve continued growth in augiriiess and wholesale markets through meetingtiieasing bandwidth needs of our
customers, growing our market share, and providuhdjtional services and products to our customgiisdreasing the size and scope of our
direct and indirect sales channels. Offering neadpcts and services is an important element ofudure success. In 2012, we accelerated ou
product launches, which included enhanced Voice ternet Protocol (“VolIP”) to our small and menditbusiness customers, long-term
evolution (“LTE") wireless services, and virtuaiyate LAN service (“VPLS"). In 2013 we expect topand VolP to our larger business
customers and introduce additional IT, professi@mal cloud-based services to our business and moesttal customers.

Consumer

We provide broadband, Internet access, local amgl dtistance voice, and other communications predaieti services to residential customers
In 2012 we launched our Home Internet product.db3®we expect to offer higher bandwidth speedbhdsd customers, leveraging the
capabilities of our existing network.

Wireless

We provide wireless voice and broadband serviges$ pother value-added wireless products and sepsoes as wireless devices, across
Alaska with roaming coverage available in the qundius states, Hawaii and Canada. We believe tistbmers’ increased desire to be
connected to the Internet wherever they are wéllitein increasing levels of demand for our wirslesoadband services.

In 2012, we began offering the iPhone to our custenand experienced significant demand for thisipeoduring the second quarter of 2012.
Combined with our Android-powered and other smhdne products, penetration of broadband centriccdevuncreased to 53% of postpaid
subscribers, up from 45% a year ago. We also ddf@osd broadband plans where our customers pdehigonthly rates as their broadband
consumption grows.

Our wireless network is among the most extensivglaska covering approximately 85% of Alaska’s plapion and supporting approximately
115,000 connections as of December 31, 2012. ©emdies in the 800-900 MHz (for digital cellularamiand broadband services), 1800-1900
MHz (all digital PCS voice and broadband servias) AWS 1710t735 MHL (for 4G cellular service) spectrum colleety cover virtually al
of Alaska.



Table of Contents
See the discussion below about our arrangement@@hto establish the Alaska Wireless Network.

Access and CETC

We provide voice and broadband termination servigéster and intrastate carriers who provide sEwito our retail customers. We also
receive inter and intrastate high cost universppsut funds and other revenue streams as struchyrethte and federal regulatory agencies
allow us to recover our costs of providing univéssavice in Alaska. As further discussed underdgiation,”as a result of substantial chan
enacted by the Federal Communications Commissie@C"), certain of these revenue streams, whichpgradiously been a stable source of
funding, are expected to decline in the future.

Network and Technology

We operate one of Alaska’'s most extensive teleconications networks, providing switched and dedidataice and broadband services as
well as a host of other value added services ssictewvork hosting, IT management, cloud-based sesybilling and collection, and local and
long distance services. We continuously upgradenetwork to provide higher levels of performancereased levels of security and additic
services to our customers. Our networks are madtéor performance around the clock in redundantitodng centers to provide a high level
of reliability and performance. Our fiber netwovkhich serves as the backbone of our network, isreskée within Alaska’s urban areas and
connects our largest markets, including Anchor&gérbanks and Juneau with each other and the emntfgstates. It offers us the opportunity
to provide our customers with a high level of natweliability and speed for voice and broadbangligations. We also own and operate one
of the most expansive Internet Protocol (“IP”) netlss in Alaska using multi-protocol label switchifiIPLS"), Metro Ethernet technology
and VPLS. Our MPLS network provides the long-haafhfework for our Metro Ethernet service, which warket to businesses and
government customers. Metro Ethernet offers outotners scalable, high-speed broadband and custdrflizeroducts and services, as well as
Internet connectivity. VPLS allows customers tomect their dispersed locations with the ease ofamskecontrol offered by Metro Ethernet :
the quality and reliability of our MPLS serviceseVare one of the few Metro Ethernet Forum certifiadtiers in the nation, providing the
highest degree of assurance to our customers iiagatee quality of our network and services.

We also own and operate undersea fiber optic cafsieems that connect our Alaskan network to ouliti@s in Oregon and Washington. The
facilities provide the most survivable service tmldrom Alaska, with key monitoring and disasteraeery capabilities for our customers.

Our network in Oregon and Washington includes &ria transport components linking Nedonna Be&riegon to a Network Operations
Control Center in Hillsboro, Oregon and collocatfanilities in Portland, Oregon and Seattle, Wagtadn. In addition, AKORN® , our
undersea fiber optic cable system, connects owskélaetwork from Homer, Alaska to our facilitiesHlorence, Oregon along a diverse path
within Alaska, the Pacific Northwest and undersethe Pacific Ocean. Northstar, our other undefibea optic system, comprises
approximately 2,100 miles with cable landing fdi@bk in Whittier, Juneau, and Valdez, Alaska, ardidhna Beach, Oregon. Together, these
fiber optic cables provide extensive bandwidth adl as survivability protection designed to serue own, as well as our most demanding
customers’ critical communications requirementsiotigh our landing stations in Oregon, we also gtewan at-the-ready landing point for
other large fiber optic cables, and their operatooanecting the U.S. to networks in Asia and offeats of the world. We currently manage
landing facilities for approximately one third df ianspacific cables landing on the U.S. weststoa

Traditionally, we have operated one of Alaska’'slieg wireless networks. Our primary wireless platidhas been Code Division Multiple
Access (“CDMA") where we provide voice and 1xRTthaology for broadband usage. Additionally, we hdeployed third generation
(“3G™) wireless packet broadband technology infitven of CDMA Evolution Data Optimized Rev A covegimpproximately 77% of the
state’s population. This service enables email, relvsing and other broadband uses on wirelesgegvin 2012, we activated our fourth
generation (“4G”) network employing LTE technologyd currently provide service to urban marketalaska.

As discussed above, we entered into definitiveegents with GCI to form AWN (as defined below), ehiwill allow us to provide the fastest
and most geographically expansive wireless serfareslaska subscribers, and allow us to competeeneffectively in the retail market. This
will be accomplished through combining our wireless
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network with GCI's. We believe these networks aghly complementary. GCI provides extensive covertigoughout rural markets in
Alaska, where we currently do not have coverage thay also operate a significant Wi-Fi networkhie urban corridors. We provide an
extensive urban footprint, including service alding highway corridors between these markets. Thebawed spectrum holdings of GCI and
ACS will provide AWN with the most spectrum of aagtive wireless operator in Alaska.

Competition

We face strong competition in our markets. Competitnclude GCI, AT&T and Matanuska Telephone Asasttan, Inc. (“MTA”), and in the
future, Verizon. GCI operates an expansive statewitleless and wireline network, and is the domtqmavider of video services to Alaskans.
We believe they have the dominant market sharesa@weery customer and service segment in Alaskapefor wireless, where we believe
AT&T is the dominant provider in Alaska. We estim#hat AT&T has over 50% of the total wireless nediik Alaska. Both GCl and AT&T
continue to invest and expand their networks irskéa Verizon, our primary roaming partner outsitldlaska and a customer for whom we
provide roaming services in Alaska, has a licens@®0MHz C-Block wireless spectrum in Alaska am@xpanding its activities to support
entry into the Alaska market. These activitiesune the acquisition of property, construction aat firoperty of their primary switch location,
and the solicitation of cell tower access and psioviing of network capacity from these cell towtershe switch facility and their lower 48
network. We believe they will begin to provide deevin Alaska in the first half of 2013. The impaatAlaska Communications is expected to
be significant. The roaming revenue we collect fidemizon will begin to decline as Verizon’s loweB dustomers no longer use our network.
Roaming revenue currently represents 15.0% ofaaf tevenue. Additionally, our retail customer &dasll now have a choice for services
from another national provider, and we expect ast@amer base may erode.

As competition continues to increase, we will bguieed to increasingly differentiate our value posiion based on prices and pricing plans
well as accelerate our investment in the typenfises and products offered and improving ourlewé customer service.

Further, while we believe our pricing structurednpetitive with AT&T and Verizon, as the two doritt national carriers they have
significant competitive advantages associated détice availability, content and footprint that dempackaged with their wireless offerings.
GCIl competes heavily on price, particularly as thapdle wireless service with their triple-playefhgs (voice, broadband and video).

These competitive dynamics are significant, andoparating performance is expected to be impaatedrdingly. For more information
associated with the risks of our competitive envinent see “Item 1A, Risk Factors.”

Consummation of the AWN Transaction (as definedwgland the subsequent successful operation of ANexpected to improve our long-
term competitive position on wireless services laska. In addition, cash flows generated by AWNeqgected to fund preferred cash
distributions to ACS during the first four yearsagferations, thereby providing a more predictabhdlow stream than would otherwise be
expected following Verizon’s entry into the Alasierket.

Marketing

Our marketing strategy relies on our extensiveohysbf understanding the Alaskan business and e¢nasaustomer. We tailor our products
and services based on understanding our customszd's, and offer competitive services at pricetpdhmat allow us to generate reasonable
returns on our investments. Further, we bundlepooducts to provide increased value to our custertigough higher volume purchases. We
have developed and enhanced product training fosales team and pre-sales support resources stitas engineering to sales operations. In
general, our marketing efforts are focused on adinated program of television, print, radio, sigaalnternet and point-of-sale media
promotions with an increased focus on communityetasarketing initiatives.

Sales and Distribution Channels

Our sales strategy combines direct and indiret¢tildigion channels to retain current customersdnnge additional sales growth. Our direct
channel is comprised of our 14 retail stores, aafisales team focused on business customers,ratdiark of 29 agents. We are building an
extensive sales channel targeting the small andumesized business market as well as larger corepaRurther, we provide our customers
the ability to order goods and services and pay Hiks through our website.

7



Table of Contents

Customer Base

We generate our revenue through a diverse statewistemer base and there is no reliance on a stoglemer or small group of customers,
other than Verizon, which accounted for 16.4% aPd% of our revenue in 2012 and 2011, respectiwdycustomer accounted for 10% or
more of our total revenue in 2010.

Seasonality

We believe our wireless revenue is materially impddy seasonal factors. Roaming revenue, in pdaticdeclines in the winter months and
increases in the summer months. We believe thiaésto Alaska’s northern latitude and the resultinge swing in available daylight and
weather conditions between summer and winter moiitisse conditions, unique to Alaska, affect bussnéourism and calling patterns in the
state. Our wireline service offerings experiencrilsir seasonal effects, but we do not believe tleéfsets are material.

Employees

As of December 31, 2012, we employed 805 regulitifoe employees, 9 regular part-time employees B8 temporary employees.
Approximately 69% of our employees are represehiethe International Brotherhood of Electrical Wer, Local 1547 (“IBEW”). Our
Master Collective Bargaining Agreement (“CBA”) withe IBEW, which was amended in October 2012, govéne terms and conditions of
employment for all IBEW represented employees wagkor us in the state of Alaska through Decemter2B15. Management considers
employee relations to be generally good.

Alaska Wireless Network Transaction

On June 4, 2012, we entered into an Asset Puradras€ontribution Agreement with GCI, ACS Wirelelss,., a wholly owned subsidiary of
ACS (the “ACS Member”), GCI Wireless Holdings, LL&wholly owned subsidiary of GCI (the “GCI Membeghd The Alaska Wireless
Network, LLC, a wholly owned subsidiary of GC*AWN?), for the purpose of combining their wireleagtworks into AWN as described
below (the “AWN Transaction”). ACS will own one-tliand GCI will own two-thirds of AWN.

Pursuant to the Asset Purchase and Contributioeexgent, ACS will sell to the GCI Member certaineassised primarily in ACS’s wireless
operations (the “Purchased Assets”) for a cash paywf $100 million. Both the ACS Member and thel®&&mber will contribute to AWN

all the assets used primarily in each of ACS’s @@'s respective wireless operations, including, indhge of the GCI Member, the Purche
Assets. The assets to be contributed include spadicenses; cell sites; switching systems; actesapacity to connect this network, and the
network required to support backhaul revenue thihbe transferred to AWN at closing; and certather assets necessary to operate the
combined Alaska state-wide wireless and backhawar& being contributed to AWN. ACS and GCI willtneontribute certain “Excluded
Assets,” which include cash, accounts receivabtesascriber agreements. AWN will assume from A& GCI post-closing liabilities of
ACS and GClI, and their respective affiliates, undartracts assumed by AWN and certain other ligdsli All other liabilities will be retained
by ACS or GCI, or their respective affiliates.

Consummation of the transactions is subject toouarconditions, including the consent of the FQ&,dxpiration or termination of applicable
waiting periods under the Hart-Scott-Rodino Anstrimprovements Act of 1976, compliance with certdiS. Securities and Exchange
Commission (“SEC”) reporting requirements, and othestomary closing conditions. The parties toGoatribution Agreement expect to
consummate the transactions during the secondeguar2013.

This transaction is expected to improve our lorrgateompetitive position on wireless services ingkia because the AWN network will be the
most geographically expansive network in the statly an extensive Wi-Fi network within the urbasrigdors. Further, by operating one
network, AWN will generate significant operatingdacapital spending synergies. Under the AWN stmagtwe will continue to generate retail
revenue from our wireless customers. To comper®atd for our utilization of its wireless network, weill remit to AWN a wholesale rate
approximately equivalent to 70% of the retail ratescharge our customers. Additionally, roaming &&I'C revenue that we previously
received will be recognized by AWN as will any bhakl revenue we receive from other wireless carriehe transaction is currently expectec
to generate $100 million of cash proceeds at ofp$65 million of which will be used to reduce datwding balances of our term loan facility.
Following close, we will be eligible to receive $60llion of preferred distributions annually in tfiest two years of AWN operations, and $45
million annually in the next two years. These dlsttions are expected to serve as a surrogatdéofFtee Cash Flow (as defined in “ltem 7,
Management’s Discussion and Analysis of Financ@hdition and Results of Operations”) historicalgngrated by our wireless operations,
and therefore
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mitigate the substantial future erosion of FreehQ@ew that we anticipate will occur as a resulvefizon’s entry into Alaska. Because the
cash distributions we receive from AWN will be ampiortant element of our future operating perforneait November 2012, we entered into
an amendment of our Senior Credit Facility thawjmes for treatment of the AWN cash distributiossEarnings Before Interest Taxes
Depreciation and Amortization (“EBITDA”") for purpes of our future covenant calculations in our Se@i@dit Facility. The terms of this
amendment and the impact on our covenant calcatee identified in “Item 7, Management's Discaasand Analysis of Financial
Condition and Results of Operations.” See “Item Risk Factors” and “Note 16 — Commitments and Gagicies,” in the Notes to
Consolidated Financial Statements.

Regulation

The following summary of the regulatory environmanivhich our business operates does not descllipeegsent and proposed federal, state
and local legislation and regulations affecting tdtlecommunications industry in Alaska. Some legish and regulations are currently the
subject of judicial review, legislative hearingslaadministrative proposals, which could changentla@ner in which this industry operates. We
cannot predict the outcome of any of these mattetseir potential impact on our business. Regaoifaiin the telecommunications industry is
subject to rapid change, and any such change mayadraadverse effect on us.

Overview

The telecommunications services we provide aresstibp extensive federal, state and local reguiatide generate revenues from regulated
surcharges to our customers, access charges toocatfiers, and support mechanisms for servicess&@lamounts are included in our financial
results within Retail, Wholesale, Access, and CER&venues. Our local exchange carrier (“LEC”) sulasids are regulated common carriers
subject to rate of return and price-cap regimegdver, because they face competition, most of &€ kubsidiaries may not be able to realize
their allowed rates of return.

In this section, “Regulation”, we refer to our LEEGbsidiaries individually as follows:
* ACS of Anchorage, Inc*ACSA”);
» ACS of Alaska, Inc.“ACSAK");
e ACS of Fairbanks, Inc*ACSF"); and
e ACS of the Northland, Inc*ACSN").

In establishing rates for regulated services, dt€Isubsidiaries determine their aggregate costsadé those costs between regulated and nc
regulated services, then separate the regulatesl lbeveen the state and federal jurisdictionsfisadly among their various inter and intras
services. This process has been governed printarithe FCC and the Regulatory Commission of Alg8R&LA”) rules and regulations. The
FCC is considering whether to modify or elimindte turrent jurisdictional separations process. @ibigsion could indirectly increase or
reduce earnings of carriers subject to jurisdi@l@eparations rules by affecting the way regulatests are divided between the federal and
state jurisdictions if rates in both jurisdictica® not adjusted accordingly.

At the federal level, the FCC generally exercisesgliction over services of regulated common easrthat provide, originate or terminate
interstate or international communications andteeldacilities. The FCC does not directly regulegetain broadband Internet access services
known as information services and has preempteazhsistent state regulation of information servi€asr wireless services use FCC radio
frequency licenses and are subject to various Fg@lations, including E-911 and number portabil@guirements.

The RCA generally exercises jurisdiction over sgggiand facilities used to provide, originate omieate communications between points in
Alaska. In addition, pursuant to the local comjartitprovisions of the Communications Act of 1934 amended (“Communications Act”),
federal and state regulators share responsibditynfiplementing and enforcing certain pro-compegitpolicies.

Local governments often regulate the public rigiftsvay necessary to install and operate networkese local governments may require
communications services providers to obtain licer@dranchises regulating their use of public tsgbf-way and may require carriers to obt
construction permits and abide by building and lagsé codes.

Federal Regulation

We must comply with the Communications Act and tatjons promulgated thereunder, which require, agnather things, that common
carriers offer interstate services upon requejtsatreasonable and non-discriminatory
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rates and terms. The Communications Act also requis to offer competing carriers interconnectiot @on-discriminatory access to certain
facilities and services designated as essentidbéal competition, and permits the FCC to deregulis as markets become more competitive.
Under the Communications Act we are eligible fopart revenues to help defray the cost of providiegyices to rural, high cost areas, low-
income consumers, schools and libraries that casthetwise be recovered from our customers. Marthese regulations recently have been
modified by the FCC and others are the subjechejaing FCC rulemakings that are expected to résditrther changes.

I nterconnection with local telephone companies and access to other facilities

The Communications Act imposes a number of requérgsmon LECs. Generally, a LEC must: not prohibitioreasonably restrict the resale
its services; provide for telephone number poriigbélo customers may keep the same telephone nuifrtbey switch service providers; ensi
that customers are able to route their calls ®ctehmunications service providers without havinditd additional digits; provide access to
their poles, ducts, conduits and rights-of-way grasonable, non-discriminatory basis; and, wheallaoriginates on its network, compensate
other telephone companies for terminating or trartépy the call.

All of our LEC'’s are considered incumbent LECs @Cs”) and have additional obligations under the @amications Act: negotiate in good
faith with any carrier requesting interconnectiprgvide interconnection for the transmission anding of telecommunications at any
technically feasible point in its network on justasonable and non-discriminatory rates, termscanditions; provide access to unbundled
network elements (“UNESs"), such as local loops aindks at non-discriminatory, cost-based ratesotapeting carriers that would be
“impaired” without them; offer retail local telephone servitesesellers at discounted wholesale rates; peordatice of changes in informati
needed for another carrier to transmit and routécses using its facilities; and provide, at ratesms and conditions that are just, reasonable,
and non-discriminatory, physical collocation, whadlows a competitive LEC (“CLEC") to install andamtain its network termination
equipment in an ILEC’s central office, or to obt&imctionally equivalent forms of interconnection.

Our ACSN ILEC subsidiary enjoys a statutory exempts a rural telephone company from the requir¢srierposed on most ILECs to
provide UNEs to a CLEC. The RCA may terminate thenaption if it determines that interconnectiondshnically feasible, not unduly
economically burdensome and consistent with unatessrvice. Although the RCA has not terminated AGSJNE exemption, the RCA
granted GCI, subject to certain conditions, apprtvg@rovide local exchange telephone service éGlacier State study area and Sitka
exchange of ACSN on its own facilities. Other tlilaa City of Sitka, all other exchanges in the Sgkady area remain unserved by any CLEC
at this time. New facilities-based local exchangerise competition may reduce our revenues andmetCl has announced plans to serve a
these exchanges with wireless service.

On December 28, 2006, the FCC conditionally antigdyrgranted ACSA forbearance from the obligatiorlease UNEs to our competitors.
This forbearance was limited to five wire centeithim the Anchorage service area. Even where relees granted, however, the FCC has
required ACSA to lease loops and sub-loops at camially negotiated rates, or if there is no comnadragreement, at the rates for these
UNEs in Fairbanks. As a result of this decisionMarch 15, 2007, our LECs entered into a five ygabal interconnection and resale
agreement with GCI governing the provision of UN#asl other services. This agreement has been upaladeid currently in effect through
March 8, 2017.

I nterstate access charges

The FCC regulates the prices that ILECs chargéhduse of their local telephone facilities in araing or terminating interstate calls. For the
years ended December 31, 2012 and 2011, inteestaéss charges represented 6.1% and 6.8% of aurdeénues, respective

On April 17, 2009, the FCC granted ACS a waiveceatftain FCC rules so that all of the ACS ILECskinstate prices may be regulated under
price-cap regulation rather than rate-of-returrufation and the ACS ILECs may retain their intelestsommon line support revenue at the per
line levels they were receiving in 2008. ACS fikegrice-cap tariff effective as of July 1, 2009. fme 2, 2010, the FCC granted a petition
filed jointly by ACSA, ACSF, and ACSAK for Phasahd Phase Il pricing flexibility in the Anchoragiineau and Fairbanks areas under the
FCC's pricing flexibility rules. The ACS LECs cawow offer flexible pricing arrangements such as weduand term discounts for qualifying
services and dedicated transport and special aseegses free from FCC rate structure and prigeroes.
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Since 2001, the FCC has been examining aspedte eégulatory framework applicable to interstateciq access services provided by price-
cap LECs. In particular, the FCC has considerearnebf the appropriate rate levels and rate strestfor such services; the FCC also has
considered whether and to what extent it shoulsimedr modify its special access pricing flexilyiliules. Because the FCC's grant of the
waiver petition discussed above allowed ACS to bexa price-cap company, and because three of tf&IRECs enjoy pricing flexibility
under the current FCC rules, any reforms that tB€ Bdopts could affect ACS’s revenues in wayswleatannot currently predict.

On November 18, 2011, the FCC issued an ordereadhaul its Universal Support Fund and Inter-carc@ntribution mechanisms (the
“USF/ICC Order”).Upon the effective date of the USF/ICC Order, @iéistate and intrastate switched access rateseaipidocal compensatis
rates (“ICC rates”) were capped at their curremt¢lle The FCC's goal is for all ICC rates to beusstl to zero with carriers recovering their
costs from their end-users (“Bill-and-Keep”). Hoveeysome rates remain subject to a further nofiggaposed rulemaking (the “FNPR").

Over a six year period beginning July 1, 2012,gdap ILECs will see the following changes:

* intrastate terminating switched end-office ratafaistate terminating switched transport rateshigcextent they are above the
ILEC's interstate rates) and reciprocal compensatites will be reduced in two equal steps to pavith interstate rates effective
July 1, 2012 and July 1, 2013; transport ratesneithain at this leve

» intrastate and interstate terminating switched effide rates and reciprocal compensation ratesheilfeduced in three equal steps
to $0.0007 effective July 1, 2014, July 1, 2015 anly 1, 2016

» all terminating switched er-office rates and reciprocal compensation ratesheilfeduced to zero on July 1, 2017,

» for a terminating ILEC that owns the tandem switelnminating switched end-office rates and ternmingaswitched transport rates
will be reduced to $0.0007 for all traffic withihg tandem serving area on July 1, 2017, and toareduly 1, 201€

The USF/ICC Order provides for a certain amourtgashpensation for lost revenue through two optigumagrams: (i) an access recovery
charge on subscribers and (ii) a temporary aceggaaement support mechanism with broadband lmuitdbbligations. However, the FCC di
not intend the results of the changes to be reveeuéral to any ILEC and various caps, limitatiomsyrket forces, and, ultimately, phase-outs
apply to both of these programs. Based on theserfdt is difficult to predict the ultimate impiagn our future revenues.

Federal universal service support

The Communications Act requires the FCC to estalaisiniversal service program to ensure that adftae] quality telecommunications
services are available to all Americans. The Comipaneives USF funding for its wireless businesa &ETC, and for its LECs as a price-cag
carrier. For the year ended December 31, 2012C8mpany recognized $20.7 million in wireless CET@ &20.2 million in high cost support
for its LECs. Combined, these amounts represei®d bf our total revenues for the twelve month peaded December 31, 2012. For the
year ended December 31, 2011, the correspondingraswere $26.9 million and $21.1 millic

The universal service support program has severaponents, including one that pays support to LE&sging areas for which the costs of
providing basic telephone service are higher thamttional average. In addition to support foviser high cost areas, ACS is eligible for
support for communications services provided to-loeome consumers under the Lifeline program, amaténnecting schools and libraries to
the Internet under the E-rate program. The Lifepnegram recently was reformed by the FCC, andethate program is the subject of ongoing
FCC rulemaking proceedings. Recently the FCC sicanitly modified the high cost program in the USKZI Order, and additional changes to
the high cost program are pending.

USF disbursements may be distributed only to cartieat are designated as “eligible telecommuroaatcarriers” (‘ETCSs”) by a state
regulatory commission. All of the ACS ILECs are ETi@ Alaska. Some of our competitors and ACS Waglénc. (‘ACSW”) are CETCs in
the service areas of the ACS ILECs and elsewhere.

The recent USF/ICC Order made a number of chamggaading:

» Phasing out the existing high cost funding mechmasiand establishing the Connect America Fund (“QA&'support both voice
and broadband fixed services in high cost areagddyy pric-cap carriers, such as our LECs; i

» Establishing a separate mobility fund to supporbiteovoice and broadband services in unserved giddost areas while freezing
and phasing out the identical support rule for CETiGcluding ACSW and our competito
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Funding under the new programs will generally regjuécipients to provide broadband service to wesklocations throughout the designated
coverage area by the end of a specified build-etibd — typically three to five years — as welhaseting interim build-out obligations.
Extremely high cost locations are exempt from thigddbout requirement, and will be targeted throagéeparate support mechanism, the
Remote Areas Fund, which the FCC is developingardral penalties may apply if build-out obligatiaarsservice metrics are not met.

The Connect America Fund

The CAF will be implemented in two phases. Durifg@&e One, existing high cost support for pricelt&Cs will be frozen (except where
end-user rates are “artificially low,” in which @aexisting support may be reduced). Price-cap ILEGsh as us, must use frozen CAF to
support modern communications networks capablegbarting broadband and voice services, and owes thust target areas that are
substantially unserved by any unsupported competitviding such services. “Broadband” for purposéthe new FCC support programs is
currently defined as delivering actual speeds téadt 4 Mbps downstream and 1 Mbps upstream,latimcy suitable for real-time services
such as VolP, and must be offered at prices redypnamparable to those in urban areas.

In 2012, and in conjunction with Phase One, the R@@e an additional $300 million in one-time incegral support available to certain price
cap carriers serving the highest-cost wire centensditioned on the carriers’ agreeing to new puislierest obligations including deploying
broadband service to at least one unserved loctifcevery $775.00 in additional funding receiveithin three years. The one-time
incremental support payment is optional for prie@-LECs and must be used to deploy broadbandderued locations, with some allowance
for investment in middle mile infrastructure. Wepéed for and the FCC offered us approximately $4iltion of this support, which we
accepted in July 2012. In September 2012, we éleequest for waiver at the FCC, seeking greageitdility to use this support in ways that
believe will increase the benefits of this supporbur subscribers. That petition remains pendirtheaFCC.

Overall, price-cap carriers accepted approximéélis5 million of the 2012 incremental support oftélyy the FCC. In November 2012, the
FCC solicited comments on potential changes tantyemental support program, proposed to make iaddit CAF Phase One incremental
support available in 2013, and is currently congidghow much such support it may make availabkbthe eligibility conditions that may
apply. We expect the FCC to announce changesyjftarthis program during the first half of 2018Bdadistribute 2013 incremental support in
accord with those changes, if any. We are unahpeadict how much, if any, of this 2013 CAF Phase@cremental support we may be
offered or the conditions that would accompany sungh offer. Phase One CAF support will continubdgrovided until Phase Two is
operational.

Phase Two of the CAF will involve the developmeha@redictive cost model, which the FCC expectse@dopted in 2013. The FCC will
establish the amount of support available withenBCC'’s overall budget for price-cap carriers, saglus, in locations benefiting from CAF
funding of $1.8 billion annually over five yearsa¢h price-cap ILEC seeking funding will need to ertdke a state wide commitment to
provide broadband and voice services to all unseigh cost locations in that company’s combinedise territory, but excluding those
locations with costs in excess of a high cost berark yet to be established. No support will be lade where an unsubsidized competitor
provides broadband service that meets the FCCadivand standards. Funded carriers will need to deggbyment commitments in years
three and five with significant financial conseqoes for non-performance. In areas where the ILEimes the statéevel commitment, and i
all price-cap territories after five years, the shawo funds will be distributed according to cotitpe bids.

The Mobility Fund

The FCC is eliminating the identical support riiattdetermines the amount of support for mobilayelsas wireline, CETCs from which AC
receives support for certain of its wireless sexsicAll CETC support is frozen on a per study dr&sis as of year-end 2011, and will phase
down over a five-year period beginning on July @12 for certain urban markets for which we recei$6d million for the twelve months
ended December 31, 2012 (beginning July 1, 20X4¢efoote areas of Alaska for which we received $Million for the twelve months ended
December 31, 2012). The phase down of CETC supybdtop if Mobility Fund Phase Two (described de) is not operational by June 30,
2014.
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The Mobility Fund is intended to be a universalgsr mechanism dedicated to ensuring availabilitynobile broadband networks in areas
where a private-sector business case is lackingsatmdbe conducted in two phases. Phase One ielug to $300 million in one-time support
to accelerate deployment of networks for mobileega@nd broadband services in un-served areas. milhtie awarded through a nationwide
reverse auction, which the FCC conducted in thel tipiarter of 2012. The Company did not bid fod all not receive, Phase One support.

Phase Two funding will provide up to $500 millioarg/ear in on-going support for communities in whéervice would be unavailable absent
federal support. This will include on-going suppfort Tribal areas of up to $100 million per yeaheTdistribution methodology, eligible
geographic areas and providers, and public intef@giations are to be detailed in the FNPR. Th€F@s solicited comments on the
distribution mechanism for Phase Two, and expecéslopt rules to govern Phase Two in 2013.

Based on the fact that current support is frozewibbenter a phase down requirement, and thesallistantial uncertainty regarding how the
Company qualifies for future USF revenues, the Camypexpects USF revenue to decline over time.

Federal universal service contributions

The FCC is currently considering revisions to therent mechanism for funding universal service.dydur operating subsidiary companies
collect federal USF amounts from our subscribessaated with interstate and international servares are then required to contribute these
amounts to the federal USF. The collected fede&# @mounts represented 1.2% and 1.6% of our ®tahues for the twelve month periods
ended December 31, 2012 and 2011, respectivelyFOis considering whether to replace this fundmachanism with one based on flat
rate, per line contributions; capacigsed contributions; or some combination of thes#her proposals. The FCC also has consideredhet
to adopt contribution requirements for broadbartdriret access services. We cannot predict howutwime of these proceedings may affect
our contribution obligations.

I nterstate long distance services

FCC regulation of the rates, terms or facilitie®of interstate long distance services is relagilight. However, we must comply with the
general requirement that our charges and termgdbergasonable and non-discriminatory. Also, wastrsomply with FCC rules regarding
unauthorized switching of a customer’s long distaservice provider, or “slamming”. Interstate |ladigtance services represented 1.6% and
1.9% of our total revenues for the twelve monthqus ended December 31, 2012 and 2011, respectively

Broadband and I nternet services

We provide broadband Internet access services Bgemnet service provider. The FCC has class#iech services as information services,
which historically have not been subject to manthefregulatory obligations that are imposed oectinmunications services. Additionally,
the FCC generally has preempted state and localaton of information services. The FCC has, hosvegoncluded that broadband Internet
access providers must comply with the Communicatisssistance for Law Enforcement Act (“CALEA”).

The FCC has imposed regulatory obligations on Ifeddelephony, which we use to provide broadbandces. The FCC has determined that
interconnected VolP providers must comply withréguirements to provide E-911 emergency callingabdities; (ii) certain disability access
requirements; (iii) rules protecting customer prearry network information (“CPNI"); (iv) local nuber portability requirements;

(v) regulatory fee obligations; (vi) obligationsder CALEA; (vii) the obligation to contribute to BSand (viii) discontinuance requirements.

Lifelinereform

As required under the FCE€January 2012 Lifeline Order regarding future digakion for lifeline revenue, we conducted a ndifieation of all
of our Lifeline customers, from which we generateti? of our total revenue for the twelve monthseshBecember 31, 2012 and 2011, to
verify that they continue to meet the FCC'’s eliliipicriteria. In part as a result of that effooyr Lifeline enrollment decreased by
approximately 2,609 wireless and 1,605 wirelinenzations, or approximately 26.2% of our total lifiel customer base. Also in conjunction
with the Lifeline Order, the FCC continues to ewéufurther changes to its Lifeline program in againg Further Notice of Proposed
Rulemaking (“FNPRM”"). There are a number of mattander consideration that could increase the Cogipaagulatory compliance
obligations and customer administrative responsésl and impact revenue received from regulatongling sources. We expect a state or
national eligibility database requirement coulddive costs to establish the database and to atteesiatabase. In the FNPRM, the FCC is
considering whether to reduce our federal Lifebnésidy support.
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Wireless services

Federal law preempts state and local regulatichegntry of, or the rates charged by, any provideommercial mobile radio services
(“CMRS"), which includes personal communicationsvgges and cellular services. The FCC does notlaggguch rates; however, the FCC
imposes a variety of regulatory requirements on GwWiRerators. For example, CMRS operators must leet@transmit 911 calls from any
qualified handset without credit check or validatand are required to provide the location of th& 8aller within an increasingly narrow
geographic range. CMRS operators are also reqtorptbvide 911 service for individuals with speectd hearing disabilities, or TTY service.
All cellular and personal communications serviéesrises have a 10-year term, at the end of whighitiust be renewed. Licenses may be
revoked for cause and license renewal applicatiaang be denied if the FCC determines that renewaldvoot serve the public interest. In
addition, all personal communications servicesléses must satisfy certain coverage requiremeitsngees that fail to meet the coverage
requirements may be subject to forfeiture of therlise.

On November 18, 2009, the FCC established set tammefs for tower site applications reviewed by saaig local governments. Under the
ruling, if a jurisdiction fails to act on an apmiton within prescribed time periods (90 days foltarations, 150 days for other tower site
applications) the applicant may file a claim fdiekin court. The court will then decide what actito take based on the facts presented. On
April 7, 2011, the FCC adopted new rules govermata roaming arrangements, by which wireless aarage able to use their competitors’
networks in areas where they do not offer servite new rules require ASCW to offer data roamingragements to other providers with
compatible technologies on “commercially reasonédrlisms and conditions” and create a special dism#elution procedure should the parties
be unable to reach agreement. The long-term ingfabese rules remains uncertain.

Rate regulation

On August 22, 2012, the FCC released an Order sdsmethe process by which ILECs may obtain newtgraf pricing flexibility for special
access transport services. The Order did not altedthdraw any existing grants of pricing flexibyl, including those we hold. The Order lays
out a process for initiating a broad data-gatheeffgrt through which the FCC intends to analyze diperation of special access markets. The
FCC stated its intent to analyze the data and kstiedonew framework for pricing flexibility in 2@1 as the next step in that process, in
December 2012, the FCC issued an Order requirioggers of special access and related servicessfwond to a data request regarding their
services. We anticipate that the future framewatken adopted, could involve changes to our exigiaats of pricing flexibility, and require
more rigorous showings when seeking new grantsioiihg flexibility.

Other federal regulations

We are subject to various other federal regulatans$ statutes, including those concerning the 6&#Pbll in marketing services. CPNI
generally includes information a carrier has regaydhe telecommunications services to which itstamer subscribes and the customer’s use
of those services. The FCC limits the ways in whiatriers may use or disclose CPNI and specifiest warriers must do to safeguard CPNI.

Other FCC initiatives that may impact our regulagatisidiaries include implementing capabilitiesspant to CALEA to be used by law
enforcement officials in executing court authorizdekctronic surveillance, access to poles, ductsdaits and rights-of-way, Truth-in-Billing
requirements, Equal Employment Opportunity repgitimearing aid compatibility requirements, wirel&sl shock” rules (a proposal to
require that carriers notify customers when theyadrout to exceed their monthly usage limits) artdsdiamming rules. We must obtain FCC
approval before we transfer control of any of ommenon carrier subsidiaries or our radio frequeinmgnises or authorizations, make such an
acquisition or discontinue an interstate servideoAthese requirements impose costs on us anitldun business opportunities.

AWN transaction
In connection with the formation of AWN:

* The Company is seeking a declaratory ruling fromRICC that access by the Company to AWN’s facdliiad services constitutes
“access to spectrum” in areas in which the Comguanigs Licenses for the purpose of 47 C.F.R. 854(f)) and any similar
provisions with respect to Mobility Fund Phase
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» The Company is seeking an order from the SEC fttadre(i) after the formation of AWN, the Companylivee primarily engaged
in a business other than that of investing, reitingsowning, holding or trading in securities, alternatively, (ii) pursuant to
Section 6(c) of the Investment Company Act, willdbbempted from the Investment Company /

» Both the Company and GCI are subject to complyiitg,ver obtaining a waiver from, certain SEC repagtrequirements
associated with the transaction; ¢

* The Company is awaiting approval of the transadbpthe U.S. Department of Justir

State regulation

Telecommunication companies are required to ols@itificates of public convenience and necessaynfthe RCA prior to operating as a
public utility in Alaska. The RCA must approve arderents to and transfers of such certificates. titash, RCA approval is required if an
entity acquires a controlling interest in any of oartificated subsidiaries, acquires a controliimgrest in another intrastate utility or
discontinues an intrastate service. The RCA algalages rates, terms and conditions for localastaite access and intrastate long distance
services, supervises the administration of the dlddniversal Service Fund (“AUSF”) and decides drCEstatus for purposes of the federal
USF.

I nterconnection

The Communications Act specifies that resale andtWites are to be negotiated among the partiesauoj the approval or arbitration of the
RCA. The LECs have entered into interconnectiomragrents with a number of entities. Revenue assatwaith interconnection represented
less than 1% of our revenues for the twelve mosetiod ended December 31, 2012.

Competitive local exchange regulations

The RCA has adopted regulations addressing a yarigelecommunications related matters includeifft policies, depreciation practices,
local competitive market rules and interexchangapetitive market rules. The regulations provide fomong other things: initial classificati

of all ILECs, including our rural properties and 8€&, as dominant carriers; requirements that alieay, both dominant and non-dominant,
offer all retail services for resale at wholesaltes; and limited dominant carrier pricing flexiyilin competitive areas, under which carriers
may reduce retail rates, offer new or repackagedcss and implement special contracts for re&iViee upon 30 days’ notice. Rate increases
affecting existing services are subject to fulltcagport showings by the dominant carrier in arils local competition, but the RCA may
demand, and has demanded, cost support even éaredictions and new or repackaged services in etitinp areas.

The RCA has defined most of the ACS LEC marketzamipetitive local exchange markets” and designétedACS LECs as non-dominant
carriers in all areas except the rural communiigside the City of Sitka, in the Sitka study aft&itka Bush”). Consequently, non-dominant
ACS LECs serving competitive exchanges have adoastaxed tariff filing rules that allow retail fefs to be introduced to the market without
advance public notice or RCA approval in all aressept Sitka Bush.

End user local rates

The majority of our ILECs now operate under contpegipricing flexibility rules which means that t@mpany has the ability to increase
rates and introduce new services and packagesdbugers without seeking RCA approval. The RCAgitations, based on a cost-of-service
method using authorized rate of return rules, hratebeen eliminated and where our ILECs do not &arepetition, end user local rates are
subject to the RCA regulations and RCA approvaim@etition itself may prevent local rates from begugficient to recover embedded costs
for local service. Rate cases are infrequent, @ainitiated and require the carrier to meet subsshbtirdens of proof. The RCA may, howe\
investigate, upon complaint or upon its own motite, rates of a LEC and hold hearings on thosa.rate

I ntrastate access rates

Under the USF/ICC Order most intrastate access wailebe phased out over the next five years. Raedrom intrastate access rates
represented 4.8% and 4.2% of our total revenuethétwelve month periods ended December 31, 20842811, respectively.

E-911

In 2007, the RCA adopted standards related to Es@idice for multi-line telephones. The rules dbingpose any new obligations on local
exchange carriers. The owners of the multi-lineghbnes, such as hotels or motels, will be resptnfir changes in their systems so that 91
callers can be identified more accurately.
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Alaska Universal Service Fund

The AUSF serves as a complement to the federal b@Fmust meet federal statutory criteria conceymionsistency with federal rules and
regulations. Revenue from the Alaska Universal 8erfFund represented 1.5% and 1.1% of our revemubé twelve month periods ended
December 31, 2012 and 2011, respectively.

Currently, the AUSF supports a portion of certaighler cost carriers’ switching costs, the costkifgline service (which supports rates of low-
income customers) and other costs associated egtilated service. The RCA has adopted regulatimatditnit high cost switching support to
local companies with access lines of 20,000 or. [Esis change has eliminated the switching supihattour rural ILECs received.

The RCA'’s August 2010 access charge order addesvaOarrier Common Line (“CCL"$upport program to the AUSF as well as expande
AUSF to include support for carriers of last reg@OLRs”). The new AUSF support programs were iempénted in 2011. Our rural ILECs
began receiving support from the new CCL supparg@am in August 2011. Our rural ILECs are desighatetemporary COLRs and have
petitioned to become permanent COLRS. As a resaiihe of our ILECs are also eligible for the new Gdupport from the AUSF. The RCA
deferred the issue of expanding the AUSF to sugpgh cost interexchange facilities of long distamarriers for consideration in the future.

ETC determinations

ACSW has been granted CETC status in the MTA, AGSF5A, ACSAK-Juneau and ACSAK-Eielson and Fort Wiaiight, ACSN-Glacier
State, Copper Valley Telephone Cooperative, KPleédamhmunications and the Alaska Telephone Compartly streas.

Other RCA proceedings

In December, 2012, the RCA released an order aathgrthree year interim standards for white pageatiories in the areas we serve, which
waived the requirement for an annual delivery pfiated copy of our white pages directory to aktmers in Anchorage, Fairbanks, Juneau
and the Kenai Peninsula.

Also, generally, under RCA rules, if an interexopamarrier wants to offer a particular long disieervice, it must offer that service statew

If it offers a long distance service as part ab@al/long distance service bundle, it must iderttify long distance rate included in the bundle
separately, and offer the service on a standalasis Istatewide for that rate. Resellers (interexgbhaarriers that do not use their own facilities
to provide service) have asked the RCA to waive tbgquirement as too burdensome. In responseitsibased carrier GCI has asked the
RCA to eliminate the statewide requirement foiirgttrexchange carriers, rather than allow resetteisve more flexibility. ACS-LD is
considered a facilities-based carrier. It is natgdole to predict the outcome of this proceedimghe impact it will have on ACS-LD’s market
position.

On April 19, 2012, the RCA opened a docket to aberswhether to modify the current $3.50 per actinedevel of Lifeline support payments
made to eligible telecommunications carriers byAlsska Universal Service Administrative Company &as invited comments from
interested parties. Based on the input it receithesRCA may decide subsequently to open one oe mibe-making proceedings proposing to
increase, decrease or eliminate such Lifeline sugiayments. Depending on the ultimate outcomegtheuld be a revenue impact to the
Company, but it is not possible to determine thewamh or whether it might be favorable or unfavoeatsl us. This docket is still under
investigation.

Website Access to Reports

Our investor relations website Internet addresensv.alsk.com. The information on our website is marporated by reference in this annual
report on Form 10-K. We make available, free ofrghaon our investor relations website, our annebrt on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K and amendsnternthose reports filed or furnished pursuargection 13(a) or 15(d) of the Securities
Exchange Act of 1934. These reports are availabkoan as reasonably practicable after we elecabyifile such material with, or furnish it
to, the SEC.

Code of Ethics

We post our code of business conduct and ethidtteeritCode of Ethics”, on our corporate websitenatw.alsk.com. Our code of business
conduct and ethics complies with Item 406 of SEQRaion S-K and the
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rules of NASDAQ. We intend to disclose any changethe code that affect the provisions requiredtésn 406 of Regulation S-K and any
waivers of the code of ethics for our executiveoeffs, senior financial officers or directors, am ocorporate website.

Item 1A. Risk Factors

We face a variety of risks that may affect our bass, financial condition and results of operatigosne of which are beyond our control. The
risks described below are not the only ones we &ackeshould be considered in addition to the othationary statements and risks described
elsewhere and the other information containedimréport and in our other filings with the SEG;lirding our subsequent reports on Forms 1
Q and 8-K. Additional risks and uncertainties noown to us or that we currently deem immaterial ralap affect our business. If any of these
known or unknown risks or uncertainties actuallguws, our business, financial condition and resaflsperations could be seriously harmed.

Risks Relating to Our Industry

The telecommunications industry in Alaska is extlgroompetitive and will become even more competitihen Verizon enters the market in
2013.

The telecommunications industry in Alaska is exegntompetitive and will become even more compeditvhen Verizon enters the market.
New market entrants make it more difficult for osattract and retain customers, which will resulioiwer revenue, cash flow from operat
activities and Free Cash Flow.

Competition

Given our limited market size, the impact from gased competition is expected to be material, atihwpact our future service and roaming
revenue, cash flow from operating activities angleF€ash Flow. Our service revenue is generatedfonthly charges to our retail custom
Should those customers elect to move their wiredesgice to Verizon, our service revenue will dase Additionally, we have generated
roaming revenue by charging certain lower 48 cesri@cluding Verizon, when their customers usértivereless devices on our Alaska
wireless network. If these carriers build their omatwork in Alaska, we will no longer be able tdlect roaming revenue from those carriers.
Roaming revenue represented 15.0% of our revemmugld twelve months period ended December 31, 201tds expected to decline over
several years beginning in 2013 as Verizon begiagiging service through its own facilities.

Our principal wireline competitor, GCI, is the dorant cable television provider in Alaska. In consamarkets, GCI leverages its dominant
cable television position by bundling its cablevémrs with wireline voice, broadband and wireleswiges. We do not offer video service, and
thus, are unable to offer competing bundles. G@d$a dominant position in the Alaska voice ancgdaarkets, where it owns and operates
two of the four existing undersea fiber optic caltennecting Alaska to the contiguous states, aobat fiber-optic, microwave and satellite
based middle mile network, and has a number oif&ignt contracts with large carrier customers. @@htinues to expand its network’s reach,
including through its Terra Southwest project whielfunded 50% with a $44 million grant from the D Rural Utilities Service and, as
structured, gives GCI a substantial competitiveaatizge in the markets served by Terra Southwedth@cindicated it intends to replicate t
government subsidized model in other markets irskdavhich will strengthen their overall competitpesition. In addition to GCI, AT&T he
an Alaska network primarily focused on wireless/srys, where it is estimated to have over 50% niatare.

These strong competitive pressures from two laogepetitors, coupled with the entry of Verizon ithe Alaska market, could have a material
adverse effect on our business, operating resnlisgins and financial condition.

Wireless Device Access and Cost per Device
Limited device access and increasing cost per dendlated competition may present continuing cimgjéss to the Compan

As of April 20, 2012, the Company has the abiltyptovide customers with access to the iPhone.Gdrapany continues to face significant
challenges in competing with the many device amdice offerings from dominant, national serviceders as they typically have exclusive
arrangements to offer the device and superior gugpdin access that allows them to stock thesecdswsooner and in much greater supply
we can. Further, consumers increasingly are bugéwices such as the iPhone, which is consideréghadnd device, and along with other
comparable models, the cost per device and theiasso subsidy we incur by charging our
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customers less than the cost of the device, igautis. National carriers have substantially geea¢sources to absorb device subsidies the
do and this will put pressure on us to competecéffely in the market. This risk will increase imetevent the AWN Transaction is not
consummated.

Technological Advancements and Changes in Telecommigations Standards

If we do not adapt to rapid technological advancetaeand changes in telecommunications standardsaloility to compete could be straine
and as a result, we would lose customers.

Our success will likely depend on our ability taptito rapid technological changes in the telecomaoations industry. Our failure to adopt a
new technology or our choice of one technology @resther may have an adverse effect on our abdigompete or meet the demands of our
customers. Technological changes could, among tithegs, reduce the barriers to entry facing oungetitors providing local service in our
service areas. The pace of technology change anabiity to deploy new technologies may be coris&rd by insufficient capital and/or the
need to generate sufficient cash to make inte@ghpnts on our debt.

New products and services may arise out of teclymmabdevelopments and our inability to keep paitb these developments may reduce
attractiveness of our services. Some of our conggetmay have greater resources to respond to aigaterhnology than we do. If we fail to
adapt successfully to technological changes otdadbtain access to new technologies, we coulel dostomers and be unable to attract new
customers and/or sell new services to our exigtirmjomers. We may be unable to successfully defiger products and services, and we may
not generate anticipated revenues from such prsductervices.

We will be required to maintain an on-going investrhprogram to continuously upgrade our accessarktwWVe define the access network as
the connection from the end user location — eigheome or a business — to the first aggregationt froithe network. The connection can be
copper or fiber and the aggregation point is tylbjca central office or remote serving node. Theems network determines the speeds we are
able to deliver to our end customer. We may nalide to maintain the level of investment neededdog term competitiveness in offering
broadband speeds to all segments of our market.

Additionally, our limited access to middle mile iagtructure limits our ability to compete in cemtgieographic and customer segments in
Alaska. We define middle mile as the connectiomveen the first aggregation point and the intercetior point to the internet. These are
typically high capacity fiber connections and cparshundreds of miles in the case of Alaska. Uni&ely that we will have the capital needed
for middle mile investments, which will require tsselectively go after customer and market segenehtre we can be effective competitors.

Risks Relating to Our Debt
Substantial Debt
Our substantial debt could adversely affect ouafficial health, financing options and liquidity ptsn.

In 2012 we began to reduce the amount of our cudgig debt, but continue to have substantial debof December 31, 2012, we had total
debt of $555.4 million. Our debt could have impotteonsequences for the holders of our common stemkexample, our substantial debt anc
the related loan covenants could:

e require us to dedicate a substantial portion ofaash flow from operations to payments on our dileteby reducing the
availability of our cash flow to fund working cagiit capital expenditures, future business oppatiesjiand other general corporate
purposes

« limit our flexibility to plan, adjust or react tdhanging economic, market or industry conditiondu our ability to withstand
competitive pressures and increase our vulnerglidigeneral adverse economic and industry comnrdif

» place us at a competitive disadvantage to manyo€ompetitors who are less leveraged than we

« limit our ability to borrow additional amounts faorking capital, capital expenditures, future besmopportunities, including
strategic acquisitions and other general corpaejairements or hinder us from obtaining such famag on terms favorable to us
at all; or

e limit our ability to refinance our dek

The terms of our Senior Credit Facility and thertgiof our other debt allow us and our subsidigndacur additional debt upon the satisfac
of certain conditions. If new debt is added, tHatesl risks described above would intensify.
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Our substantial debt exposes us to adverse chamgesrest rates. We entered into floating-to-fixeterest rate swaps to hedge our exposure
to interest rate changes. In conjunction with #fenancing of our senior debt on October 21, 2@i®entered into floating-tixed interest rat
swaps that fixed the interest rates on $385.0aniltif notional term loan value at 6.47% for theigekdune 2012 through September 2015.
Under the terms of our Senior Credit Facility efifee November 1, 2012, the effective fixed rater@ases to 6.72% for the period April 2013
through May 2013, to 6.97% for the period June 20it8ugh July 2013, and to 7.22% for the period ¥si2013 through September 2015. In
conjunction with the amendment to our Senior CrEditility effective November 1, 2012 and a potdntiaremental $65.0 million principal
payment on the term loan required by the Seniodi€CFacility in conjunction with the anticipatedresummation of the AWN Transaction, the
Company determined that its forward floating-toefixinterest rate swap in the notional amount o énillion no longer met the
effectiveness criteria for hedge accounting treatm&ccordingly, hedge accounting treatment wasafiinued on this swap effective
November 1, 2012, and future changes in its fdirevavill be recognized as interest expense. Amorgusrded to accumulated ott
comprehensive loss from the date of the swap’ime through October 31, 2012 will be amortizednterest expense over the period of the
originally designated hedged variable rate intepagtments. We are also subject to credit risk @l our counterparties on the swaps and th
interest rate cap and to interest rate fluctuatmnsterest generated by our debt in excess afithienal term loans referenced above. For r
specific information related to our exposure torges in interest rates and our use of floatingxeef interest rate swaps, please see “ltem 7A
Quantitative and Qualitative Disclosures About MarRisk.”

Debt-Related Financial Covenants
Financial covenants in our debt instruments limit operating flexibility.

Our Senior Credit Facility requires us to mainteémtain financial ratios and adhere to other comenthat, among other things, restrict our
ability to take specific actions, even if we beéiesuch actions are in our best interest. Subsligraiaof our assets (including those of our
subsidiaries) have been pledged as collateraldoSenior Credit Facility. These include restrinSmn 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, advamicether forms of payment

e issue, sell or allow distributions on capital statlspecified subsidiarie:

e prepay or defease specified de

* enter into transactions with affiliates;

e merge, consolidate or sell our ass
Further, we are required to meet certain finanma&kenants, reported on a quarterly basis. Ourtabdimeet these covenants is dependent,
among other factors, on our achieving targetedtestioperations. We may not be able to achieesdhargets for a variety of reasons, some
of which are beyond our control, including the i@ negative impact on our operations that camddur when Verizon enters the Alaska
market. Upon the occurrence of an event of defandier our Senior Credit Facility, the lenders calitt to declare all amounts outstanding
under our Senior Credit Facility to be immediateéle and payable. Such a default or accelerationatiay our other creditors to accelerate

our other debt. If the lenders accelerate the paywiethe debt under our Senior Credit Facilityr assets may not be sufficient to repay our
debts.

Debt Service Requirements
We require a significant amount of cash to seraigedebt, fund our growth projects and meet otlepritlity needs.

Our ability to make payments on and to refinancedalot, including amounts borrowed under our Se@iedit Facility, our 5.75% Convertik
Notes due 2013'5.75% Notes”) and our 6.25% Convertible Notes 80&8 (“6.25% Notes”), and to fund planned capitgdenditures,
including strategic acquisitions, if any, will deygeon our ability to generate cash in the future. nnot assure you that our business will
generate sufficient cash flow from operations sinett our currently anticipated growth in revenued eash flow will be realized on schedule
or that future borrowings will be available to nsain amount sufficient to enable the repaymenuofdebt, pay dividends or to fund our other
liquidity needs.
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We may need to refinance all or a portion of outdimcluding the 6.25% Notes, on or before mayuliYe may not be able to refinance any of
our debt on commercially reasonable terms or atfalle are unable to refinance our debt or obtesw financing under these circumstances,
we would have to consider other options, including:

» sales of certain assets to meet our debt serviperegnents
» sales of equity; an
* negotiations with our lenders to restructure theliapble debt

If we are forced to pursue any of the above optaursbusiness and the value of our common stoclddmiadversely affected. We recently
entered into an amendment to our Senior CreditiBaaihich, among other things, requires us to @age the amount of fixed annual
amortization of this facility and prohibits the pagnt of cash dividends on our common stock unthdime our Total Leverage Ratio is not
more that 3.50 to 1.00. As of December 31, 2012 Tatal Leverage Ratio was 4.42 to 1.00.

Risks Related to our Business
AWN Transaction
The Company may be unable to complete the formafi&é#VN and even if AWN is formed, it may not parfas expected.

As discussed in “ltem 1, Businessy& entered into a transaction with GCI to form w méreless entity, AWN. The rationale for the trangon

is also discussed in Item 1. We are currently tamgea closing date during the second quarter aB20he formation of AWN is subject to the
satisfaction of conditions to close as set fortbvegh Closing is subject to various regulatory agesicompleting their review of the transaction.
The timing and outcome of these reviews is diffitalestimate. Further, there may be substantstsao obtaining these consents, and if
received, the consents may contain contingencasctiuld require that GCI or ACS restructure cartgpects of the transaction. Should the
Company fail to resolve the contingencies, the ptaebenefits of forming AWN may not materialiZé AWN is not formed, the Company’s
financial results may suffer as a result of thedextion costs related to the attempt to form AWXen if AWN is formed, it may not be
successful in its efforts to integrate, operatel iamprove its wireless assets and business prazeA%éN may not generate sufficient cash flow
to pay distributions to the Company. Even if AWNkes cash distributions, those distributions majebs than expected or may otherwise
result in the Company’s financial results being seothan if AWN had not been formed.

Under the AWN operating agreement the owner congsamiay experience reductions in their distributirosn AWN if either owner does not
maintain certain subscriber connection levels. Thigvision means that the preferred distributiooACS could be subject to a downward
adjustment.

During the first four years following consummatiohthe AWN Transaction, ACS is eligible to recepreferential cash distributions totaling
up to $50 million in each of years one and two, apdo $45 million in each of years three and fé\ter year four, GCl and ACS will
generally receive distributions proportional toitlmvnership interests. Distributions from AWN, inding the preferred distributions, are
subject to the availability of sufficient cash flawhich could be reduced by capital or operating cuseases, reduced wholesale revenues, at
other factors. Distributions payable to ACS durihg first four years are subject to adjustmertiéiré are certain decreases in ACS’s average
number of wireless subscribers during a year. brye which ACS fails to maintain required subliserilevels, its distributions in the followi
year will be reduced by $218.00 per average subiscshortfall. The adjustments to ACS distributians capped at $21.8 million during

first four years. In the fourth year, GCI will bequired to pay ACS up to $21.8 million to the extidwat it has not maintained a certain
subscriber level and ACS has maintained its subsctevel.

The preferred distributions are expected to prosidiégher degree of certainty for our future wissleash flow performance than we otherwise
would have been able to generate as a standaloakesg operator assuming Verizon's entry into tlagket. While the preferred distribution
structure significantly mitigates the financial ieqqp of competitive entry, we will continue to haasposure to lower preferred distributions
should we not sustain our subscriber connectiomtsoabove a certain level.
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Roaming Charges

We derive a significant portion of our wirelesseaue from roaming charges. This revenue will dedimthe future as a result of Verizon’s
entry into the market and other factors.

Approximately 15.0% of our revenue for the yearesh®ecember 31, 2012 was derived from roaming @saircurred by other wireless
providers whose customers traveled within our cagerareas. The revenue we recognize from thesermgamarges may in the future be
volatile or decline as a result of a number ofdegt many of which are outside our control. Thes#drs include the strength of the Alaska
economy and its primary industries, including teorj general economic factors affecting commercedmt Alaska and other states and
countries, unresolved political matters which méga public and private spending in Alaska andeosh For example, our service areas inc

a number of summer tourist destinations in Alagieaa result, in these areas, our roaming revenoerghly increases during summer months
and declines during other periods and depends lgeavihe number of tourists who visit Alaska tatidestinations. In addition, we cannot
assure you our roaming agreements with other peosidill continue to generate similar roaming rex&n Our agreements with other carriers
have varying terms of varying length, including gowhich are terminable on short notice. In the ete®se roaming agreements expire or are
terminated, we may be unable to renegotiate oncepthese agreements on similar or acceptable.tBailgre to obtain acceptable roaming
agreements could lead to a significant declineuinrevenue and operating income. Lastly, changéseimetwork footprints of our roaming
partners, or those of our competitors who are ebfgovide roaming coverage in our service areasldchave a material adverse effect on us.
For example, when Verizon enters the Alaska marketestimate we could ultimately lose most of maming revenue. We may also lose
roaming revenue from other partners if they moveirtroaming relationship to Verizon or if we retadl the relationship, but the presence of
Verizon, coupled with our other competitors, pustledn market rates for roaming charges.

Network Access Charges
Revenues from network access charges may be redutest.

We received approximately 2.4% and 2.9% of our afireg revenues for the years ended December 32, &0d 2011, respectively, from local
exchange network access charges. The amount afuethat we receive from these access chargekidatad in accordance with
requirements set by the FCC and the RCA. Any chamgeese requirements may reduce our revenuesamihgs. Access charges have
consistently decreased in past years. We do neiveaccess revenue from VolIP calls and growtlnisfdervice will reduce our access
revenues.

The FCC has actively reviewed new mechanisms ter-carrier compensation that, in some cases, adintdnate access charges entirely.
Elimination of access charges would likely haveaterial adverse effect on our revenue and earningmy event, we believe that new
mechanisms for intezarrier compensation would more likely than notueglthis source of revenue. Similarly, the RCA &dapted regulatiol
modifying intrastate access charges that may reduceevenue.

In addition, we have periodically been involvedliaputes about interstate access revenues. Wetcasswre you that claims alleging excess
charges will not be made in the future nor whethemwould prevail against such claims.

Regulations

New governmental regulations may impose obligatmnss to upgrade our existing technology or admw technology that may requ
additional capital and we may not be able to coniplg timely manner with these new regulations.

Our markets are heavily regulated. We cannot ptéldicextent to which the government will imposevnafunded mandates on us. Such
mandates have included those related to emergenatidn, providing access to hearing-impaired qusts, law enforcement assistance and
local number portability. Each of these governmmeahdates has imposed new requirements for capétlve could not have predicted with
any precision. Along with these obligations, thed-@as imposed deadlines for compliance with thesedates. We may not be able to pro
services that comply with these or other regulatorgther regulatory mandates. Further, we canretipt whether other mandates from the
FCC or other regulatory authorities, will occuttle future or the demands they may place on outatagxpenditures. For more information
our regulatory environment and the risks it preséous, see “ltem 1, Business — Regulation”.

There is a risk that the USF/ICC Order will matdlyampact our revenue.

The USF/ICC Order establishes a new frame workippsrt universal service that will ultimately phase existing USF support mechanisms
that today provide support to carriers, like uat tferve high-cost areas. Though the future US#sma@main unclear, we do not expect them to
be as favorable to the Company as the existing iauhel we expect future USF high cost revenue witelase. We recognized $20.2 million
and
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$21.1 million in USF revenues to support our wireloperations in high cost areas in the twelve hmahded December 31, 2012 and 2011,
respectively. The order eliminates the “identiagdgort” rule that permits competitive carriers,lsas ACSW and our wireless competitors, to
apply for funding based on the support receivethleyincumbent carrier. The uncertainty in the imptatation of the USF/ICC Order and the
shape of follow-on FCC rule making and model depelent efforts prevents us from accurately measuhagmount of future USF revenue
decreases, the amount of any new support the Compiiqqualify to receive, or the financial obligahs required to achieve that qualification.

In addition, the FCC has imposed strict new conmgkarequirements governing enrollment of low-incaubscribers in the FCC'’s Lifeline
program, which provides carriers like us with USIport to reduce the cost of wireline and wirelesswices to lonincome consumers. For t
twelve months ended December 31, 2012, we recogmireline and wireless lifeline revenue of $6.3limm and $6.3 million, respectively. In
part as a result of these rules, the number ofihdecustomers we served decreased from 4,399imgrahd 11,715 wireless lifeline customers
at December 31, 2011 to 2,794 wireline and 9,106less Lifeline customers at December 31, 2012eMpect the amount of Lifeline USF
support we receive to decrease. Going forward, xpe that it will be more difficult for low-incomeonsumers to qualify for Lifeline, and to
remain enrolled in Lifeline, than it was under thamer rules.

Economic Conditions
The successful operation and growth of our buseedgpends heavily on economic conditions in Alaska

The vast majority of our customers and operatioadacated in Alaska. Due to our geographical catre¢ion, the successful operation and
growth of our businesses depends on economic ¢ongliin Alaska. The Alaska economy, in turn, depemgon many factors, including:

» the strength of the natural resources industriagiqularly oil production and price
» the strength of the Alaska tourism indus
» the level of government and military spending;
» the continued growth of service industri
The customer base for telecommunications servitédaska is small and geographically concentratettording to Alaska Department of

Labor and Workforce Development estimates, the |adjom of Alaska is approximately 732,298 as ofy R, 2012, approximately 41% of
whom live in Anchorage, Fairbanks and Juneau.

It is estimated that one-third of Alaska’s econamgependent on federal spending, one-third orofgetm and the remaining one-third on
drivers such as tourism, mining, timber, seafontérnational air cargo and miscellaneous suppovicss.

The sector with the greatest decline in 2012, atingrto the Labor Department, was the federal guwent, which lost an estimated 700 jobs.
Federal government employment in Alaska averagpdoapmately 16,200 during 2012.

Alaska’s economy is heavily dependent on investrbgrdil companies, and state tax revenues correlilethe price of oil. During 2012, the
price of crude oil continued to exhibit significardlatility. While the near term outlook for Alaskaeconomy is relatively stable, the state is

currently experiencing reduced oil and naturalgrasluction. Production of barrels of oil per daglideed from 600,704 in 2011 to 549,936 in
2012, or 8.5%. The consideration of potential takqy changes to stem and reverse this declinéhiglapriority with both the state Legislatt

and Administration. We do not know what the longyteeffect on the Alaska economy will be.

On the positive side, the tourism industry mairgdasteady progress as the overall national econtaylizes. Visitor volume was up 2% year
over year, increasing from 1,556,800 in the sumofi@011 to 1,586,600 in the summer of 2012.

Erosion of Access Lines

We provide services to many customers over acitesss bnd if we continue to lose access linesyevenues, earnings and cash flow from
operating activities may decrease.

Our business generates revenue by delivering \aidedata services over access lines. We have erped net access line loss consistently
over the past few years. During the year ended mbee 31, 2012, the number of access lines we skwined by 11,466, or 7.1%, with 1,130
of the access line erosion caused by
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the changes to the FCC's Lifeline rules, discusdsale. We expect to experience net access linérlasg markets for an indefinite period of
time. Our inability to retain access lines would@dely affect our revenues, earnings and cashfflone operating activities.

Network / E-911 Failure
A failure of our network could cause significantaye or interruptions of service, which could causeto lose customet

To be successful, we will need to continue to ptevdur customers reliable service over our netw@rk. network and infrastructure are
constantly at risk of physical damage as a regliuman, natural or other factors. These factorg imelude pandemics, acts of terrorism,
sabotage, natural disasters, power surges or aytsgfware defects, contractor or vendor failulasor disputes and other disruptions that
be beyond our control. Should we experience a pged system failure or a significant service intption, our customers may choose a
different provider and our reputation may be dandage@rther, we may not have adequate insurance@ageewhich would result in unexpec
expense. Notably, similar to other undersea filpgicacable operators, we do not carry insurancevioalld cover the cost of repair of our
undersea cables and, thus, we would bear thedsilaf any necessary repairs.

A failure of enhanced emergency calling service®eaiated with our network may harm our busin

We provide E-911 service to our customers wheré secvice is available. We also contract from tim&me with municipalities to upgrade
their public safety answering points such that ¢hfagilitates become capable of receiving our trassion of a 911 caller’s location
information and telephone number. If the emergaratlycenter is unable to process such informatiom caller is provided only basic 911
services. In these instances, the emergency callgrbe required to verbally advise the operat@uch caller’s location at the time of the call.
Any inability of the answering point to automatigalecognize the caller’s location or telephone bem whether or not it occurs as a result of
our network operations, may cause us to incurlitglmr cause our reputation or financial resuttsuffer.

Wireless Devices

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

Media reports have suggested that, and studiesbemre undertaken to determine whether, certaio fagijuency emissions from wireless
devices and cell sites may be linked to varioustheancerns, including cancer. Further, radio fiexicy emissions may interfere with various
electronic medical devices, including hearing @dd pacemakers. If consumers’ health concernsradér frequency emission increase, they
may be discouraged from using wireless deviceadtition, studies have indicated that using wireltsvices while driving may impair a
driver’s attention. Regulators may impose or inses@strictions on the location and operation #fsites or increase regulation on the use of
devices, and wireless providers may be exposeitigation. Our fleet management service allowstfar remote starting of vehicles. In certain
situations this could result in injuries or damafygsvhich we may be exposed to litigation. New gaument regulations in any of these ma
may adversely affect our results of operations.

Labor

Labor costs and the terms of our principal colleetbargaining agreement may hurt our ability to eBmcompetitive, which could cause ¢
financial performance to suffe

Labor costs are a significant component of our egps and, as of December 31, 2012, approximatéyddur workforce is represented by
the IBEW. We believe our labor costs are highenthar competitors who employ a non-unionized warnkéobecause we are required to
contribute to the IBEW Health and Welfare Trustbenefit programs, including defined benefit pengitans and health benefit plans, at rate:
that are substantially higher than we would fooa-nepresented workforce. In addition, we may netka&tegic and operational decisions that
require the consent of the IBEW. The IBEW may notvile consent when we need it, or it may requildittonal wages, benefits or other
consideration be paid in return for its consenttti@rmore, work rules under the existing agreerenit our ability to efficiently manage our
resources and make the incremental cost of worflopeed outside normal work hours relatively higlur@urrent CBA with the IBEW that is
in effect until December 31, 2015, includes pravisi that allow us to consider cadfective alternatives to current operating moddiswever,
the process described in the CBA is new for bottigsa and may not provide the flexibility we ndednanage our operating cost structures.
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Our primary in-state competitor, GCI, does not usi®n labor and we believe their overall cost dfdais lower than our cost. We cannot
assure you that our labor costs will ever beconmepatitive.

In addition, the IBEW has brought and may contitaubring grievances to binding arbitration. The WBEnay also bring court actions and n
seek to compel us to engage in the bargaining psesawvhere we believe we have no such obligafisuctessful, there is a risk these judicial
or arbitral avenues could create additional cdsiswe did not anticipate.

Vendors

We rely on a limited number of key suppliers anmtbiees for timely supply of equipment and servioe®tir network infrastructure and
customer support services. If these suppliers ndues experience problems or favor our competitetes could fail to obtain the equipment :
services we require to operate our business sufidhss

We depend on a limited number of suppliers and @entbr equipment and services for our network @grtin customer services. If suppliers
of our equipment or providers of services on whighrely experience financial difficulties, servieebilling interruptions, patent litigation or
other problems, subscriber growth and our operatisglts could suffer.

Suppliers that use proprietary technology, inclgd@DMA and LTE technology, as an integral compor@rdur network, effectively lock us
into one or a few suppliers for key network compareeOther suppliers require us to maintain exckusélationships under a contract. As a
result, we have become reliant upon a limited nurobeetwork equipment manufacturers and one wsehglling service provider. In the
event it becomes necessary to seek alternativdistgppnd vendors, we may be unable to obtainfaatmry replacement suppliers or vendors
on economically attractive terms on a timely basisat all, which could increase costs and mayeaisruption in service.

Networks, Monitoring Centers and Data Hosting Facities

Maintaining the Compar's networks, around the clock monitoring centerd data hosting facilities requires significant ctgbiexpenditures,
and our inability or failure to maintain and upgraaur networks and data centers would have a natenipact on our market share and
ability to generate revenue.

The Company currently operates an extensive netthatkincludes monitoring and hosting facilitie®. grovide contractual levels of service to
our customers and remain competitive, we must exg@nificant amounts of capital. In many casespwist rely on outside vendors whose
performance and costs may not be sufficiently withir control. Additionally, other Alaska and naidb wireless carriers are upgrading their
networks with various technologies including 4Gr@ul implementation of 4G technology will likelyake several years and the Company
lag behind competitors. If we cannot adequatelyntaé and upgrade our network, it would have a naltadverse effect on our business,
operating results, margins and financial condition.

Back-office Information Technology Systems
A failure of bac-office IT systems could adversely affect the Cayipaesults of operations and financial condition.

The efficient operation of the Company’s businesgethds on back-office IT systems. The Companyseliebacksffice IT systems, includin
certain systems provided by third party vendorgftectively manage customer billing, business detanmunications, supply chain, order
entry and fulfillment and other business procesSeme of these systems are no longer supported oraletenance agreements from the
underlying vendor. A failure of the Company’s ITstgms, or the IT systems provided by third partydegs, to perform as anticipated could
disrupt the Company’s business and result in arailo collect accounts receivable, transactioorgriprocessing inefficiencies, and the loss o
sales and customers, causing the Company’s repuitatid results of operations to suffer. In addijtidnsystems may be vulnerable to damage
or interruption from circumstances beyond the Camyfsacontrol, including fire, natural disastersst®ms failures, security breaches and
viruses. Any such damage or interruption could reweaterial adverse effect on our business, operagisults, margins and financial
condition.

Cyber-attacks may damage our networks or breactomesr proprietary data, leading to service disr@pti harm to reputation, loss of
customers, and litigation over privacy violations.
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All industries that rely on technology in custonmaeractions are increasingly at risk for cybereks. A cyber-attack could be levied against
our network, causing disruption of operations agmise, requiring implementation of greater netwselurity measures, and resulting in lost
revenue due to lost service. A cyladtack could also be targeted to infiltrate custopreprietary data, breaching customer privacyltegy in
misuse of customer information, and possibly legdmlitigation over privacy breaches and causiagrhto the Compang’reputation. We re
on network monitoring, immediate notification ofémnal IT staff and IT management, and customefigation methods to guard against
cyber-attacks. We also conduct periodic audits witernal resources for verification and validatidfe have established procedures to aid in
discovering potential cyber-attacks and processesdtifying customers and any appropriate autlesiin the event of a cyber-attack that
impacts services or customer proprietary infornmatio

Undersea Fiber Optic Cable Systems
If failures occur in our undersea fiber optic calslgstems, our ability to immediately restore ouvee may be limitec

Our undersea fiber optic cable systems carry a&lpogtion of our traffic to and from the contigudumswer 48 states. If a failure occurs and we
are not able to secure alternative facilities, soffthe communications services we offer to out@uers could be interrupted, which could
have a material adverse effect on our businesadial position, results of operations or liquidity

Intellectual Property

Third parties may claim that the Company is infiimggupon their intellectual property, and the Compaould suffer significant litigation or
licensing expenses or be prevented from sellingyoets.

Although the Company does not believe that anysgbioducts or services infringe upon the valiéliettual property rights of third parties,
the Company may be unaware of intellectual propegtyts of others that may cover some of its tedtapg products or services. Any litigatis
growing out of third party patents or other intetleal property claims could be costly and time conisig and could divert the Company’s
management and key personnel from its businessitipes. The complexity of the technology involvetrtidhe uncertainty of intellectual
property litigation increase these risks. Resotutibclaims of intellectual property infringemenight also require the Company to enter into
costly license agreements. Likewise, the Company moabe able to obtain license agreements on alolepterms. The Company also may be
subject to significant damages or injunctions asfailevelopment and sale of certain of its produkusther, the Company often relies on
licenses of third party intellectual property fts businesses. The Company cannot ensure thessdg®ill be available in the future on
favorable terms or at all. If any of these riskdenalize, it could have a material adverse eftatbur business, operating results, margins anc
financial condition.

Pension and Deferred Compensation Plans
We may incur substantial and unexpected liabilitigsing out of our pension and deferred compesagilans.

Our post-retirement benefits, pension, and defezoadpensation plans could result in substantibllitees on our balance sheet. These plans
and activities have and will generate substantiahaequirements for us and these requirementsnmossase beyond our expectations in future
years based on changing market conditions. Therdifice between plan obligations and assets, dutided status of the plans, is a signific
factor in determining the net periodic benefit sast our pension plans and the ongoing fundingirements of those plans. Changes in inte
rates, mortality rates, health care costs, eatieraent rates, investment returns and the mar&eievof plan assets can affect the funded statu
of our defined benefit pension, other post-retiret@d post-employment benefit plans and causdiltglan the net periodic benefit cost and
future funding requirements of the plans. In thife, we may be required to make additional countidims to our defined benefit plan. Plan
liabilities may impair our liquidity, have an unfamable impact on our ability to obtain financingdgrlace us at a competitive disadvantage
compared to some of our competitors who do not lsaied liabilities and cash requirements.

Our most significant pension plan is the AlaskacEleal Pension Fund (the “AEPF”) in which we paigiate on behalf of substantially all of
our employees. The AEPF is a multi-employer penplan to which we make fixed, per employee contidns through our collective
bargaining agreement with the IBEW, which coversIBEW represented workforce, and a special agre¢meéich covers most of our non-
represented workforce.Because our contributionirements are fixed, we cannot easily adjust ouuahplan contributions to address our «
financial circumstances. Currently, this plan i$ fudly funded, which means we may be
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subject to increased contribution obligations, [éess and ultimately we could incur a contingetitharawal liability should we choose to
withdraw from the AEPF for economic reasons. Ourticent withdrawal liability is an amount basedaur pro-rata share among AEPF
participants of the value of the funding shortfalis contingent liability becomes due and paydiylels if we terminate our participation in the
AEPF. Moreover, if another participant in the AEg¥es bankrupt, we would become liable for a pra-shiare of the bankrupt participant’s
vested, but unpaid, liability for accrued benefiitisthat participant's employees. This could resukh substantial unexpected contribution
requirement and making such a contribution couktelematerial adverse effect on our cash positihadher financial results. These sources
of potential liability are difficult to predict.

Given the complexity of pension-related mattersmay not, in every instance, be in full compliandgthwvapplicable requirements.

Key Members of Senior Management
We depend on key members of our senior manageesent t

Our success depends largely on the skills, expegiand performance of key members of our senioagement team as well as our ability to
attract and retain other highly qualified managetagl technical personnel. There is intense cortiqrefior qualified personnel in our indus
and we may not be able to attract and retain theopeel necessary for the development of our basir@ur remote location also presents a
challenge to us in attracting new talent. If weelasie or more of our key employees, our abilitguocessfully implement our business plan
could be materially adversely affected. We do naintain any “key person” insurance on any of ouspenel.

Future Acquisitions
Future acquisitions could result in operating afbhcial difficulties.

Our future growth may depend, in part, on acquisgi To the extent that we grow through acquisitiave will face the operational and
financial risks that commonly accompany that stratéVe would also face operational risks, suchadm§ to assimilate the operations and
personnel of the acquired businesses, disruptigig timgoing businesses, increasing the compleXipuobusiness, and impairing managemen
resources and managemeanelationships with employees and customers asudtrof changes in their ownership and managerkanther, the
evaluation and negotiation of potential acquisiioas well as the integration of an acquired bissinmay divert management time and other
resources. Some acquisitions may not be succemsfutheir performance may result in the impairneénbeir carrying value.

Risks related to the On-going IRS Audit

We are subject to a significant on-going IRS awlitich could, in the event we prove unable to &ffely enforce the indemnification
obligations of third parties, require us to pay mificant amounts.

As discussed in “ltem 3, Legal Proceedings,” th8 iBsued a Notice of Proposed Adjustment (“NOPAi)April 19, 2010 with respect to the
2006, 2007 and 2008 taxable years of Crest Comratioits Corporation (“Crest”), which was acquiredtbhy Company on October 30, 2008.
In that notice, the IRS asserts that advances itoagletities which Crest acquired out of bankruptc002 should be characterized as debt fot
tax purposes. Crest had characterized the advasaeguity for tax purposes. The IRS asserts tHatderacterization resulted in cancellation
of indebtedness income. On November 2, 2010, tBei$Bued a revised NOPA in which it continued tesasthat the advances referenced
above are debt for tax purposes and seeks to ingmos#ties in respect of the asserted income thgielecies. In addition, the revised notice
asserts that the method employed by the sameesnditiquired by Crest to determine cost of goodbretdted to the sales of indefeasible right
of use was unreasonable and that the entities inppptely depreciated basis in “dark fiber.” Onyail, 2011, the IRS issued a 30-day letter
and revenue agent’s report which restated the IR&#ion in the NOPAs while adding certain addiibadjustments. In the third quarter of
2011, the IRS sent a rebuttal letter to the Comisam@sponses to the NOPA discussed above. Theheasieeen submitted to the IRS Appeals
Office and a hearing was held on July 19, 2012 ughthe appeals process fail to overturn the pregd@sljustments; should we be unable to
preserve the corporate structure of the Crest digvis; should we be proven unable to effectiwglforce the indemnification provisions in
Stock Purchase Agreement; or should any amountd eweeed the indemnity obligation, or our abiliyp@y; this could have a material effect
on our consolidated financial position, result®pérations and cash flows.
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Volatility Risks related to our Common Stock
Continued volatility in the price of our commonatavould negatively affect us and our stockholders.

The trading price of our common stock was volalileing 2012 in response to a number of factorduding the elimination of our quarterly
dividend. Additional factors, many of which are bag our control, include actual or anticipated atoins in quarterly financial results,
changes in financial expectations by securitiedyatsaand announcements by our current and futbmgpetitors of significant acquisitions,
strategic partnerships, joint ventures or capibamhmitments. In addition, our financial results nieeybelow the expectations of securities
analysts and investors. Broad market and induatiofs have also negatively affected the priceunfoommon stock regardless of our
operating performance and we do not know how Itiege adverse market conditions will continue. Futiatility in our stock price could
materially adversely affect the trading market prides for our common stock as well as our abtlityssue additional securities or to secure
additional financing.

Location Specific Risk
We operate in remote areas subject to geologi@abikty and other natural events which could negaly impact our operations.

Many of our operations are located in areas th@paone to earthquakes, fires, and other natustlriance. Many of these areas have limited
emergency response assets and may be difficuiichrin an emergency situation. Should an eventrpitcould be weeks or longer before
remediation efforts could be implemented, if thewld be implemented at all. The scope and riskuohsan event occurring is difficult to
gauge.

Item 1B. Unresolved Staff Comments
None

Item 2. Properties

Our principal properties do not lend themselvesitaple description by character and location. Tévagonents of our gross investment in
property, plant and equipment consisted of thefalhg as of December 31, 2012 and 2011

(in thousands 2012 2011

Land, buildings and support assets $ 256,55( $ 252,71
Central office switching and transmissi 375,00 367,87!
Outside plant cable and wire faciliti 690,92: 682,43
Wireless switching and transmissi 86,90( 81,95¢
Other 2,977 2,71¢
Construction work in progre: 50,96¢ 40,89

$1,463,32 $1,428,59

Our property, plant and equipment are used in oarmunications networks.

Land, buildings and support assets consist of lmd] improvements, cellular towers, central officel certain administrative office buildings
as well as general purpose computers, office equripnvehicles and other general support equipn@saritral office switching and transmiss
and wireless switching and transmission consisharily of switches, routers and transmission etetts for our regulated and wireless
entities, respectively. Outside plant and cablewind facilities include primarily conduit and cabMWe own substantially all of our
telecommunications equipment required for our bessnHowever, we lease certain facilities and eqaigt under various capital and opera
lease arrangements when the leasing arrangememsaae favorable to us than purchasing the assets.

We own and lease office facilities and related pognt for executive headquarters, administrativegrenel, central office buildings and
operations in locations throughout Alaska and One@uur principal executive and administrative affcre located in Anchorage, Alaska. We
believe we have appropriate easements, rights-gfamd other arrangements for the accommodatiomiiopole lines, underground conduits,
aerial, underground and undersea cables, wires|ags towers and antennas. However, these prapddiaot lend themselves to simple
description by character and location.
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In addition to land and structures, our propertysists of equipment necessary for the provisiocoofimunication services. This includes
central office equipment, customer premises equipraed connections, radio and wireless antennag&r) pole lines, video head-end, remott
terminals, aerial, underground and undersea calolevire facilities, vehicles, furniture and fixtgrecomputers and other equipment. We also
own certain other communications equipment helitheentory for sale or lease. Substantially all of oommunications equipment and other
network equipment is located in buildings that wen@r on land within our local service or wireless/erage area.

We have insurance to cover losses incurred in ttimary course of business, including excess gétiabdity, property coverage including
business interruption, director and officers andess employment practices liability, excess auime; fiduciary, workers’ compensation and
non-owned aircraft insurance in amounts typicaiofilar operators in our industry and with repugaipisurance providers. Central office
equipment, buildings, furniture and fixtures andai@ operating and other equipment are insure@uadlanket property insurance program.
This program provides substantial limits of coveragainst “all risks” of loss including fire, wirtdsm, flood, earthquake and other perils not
specifically excluded by the terms of the policias.is typical in the communications industry, we aelf-insured for damage or loss to certair
of our transmission facilities, including our butjeindersea and above ground transmission linesalfnsure with respect to employee
health insurance, primary general liability, primmauto liability and primary employment practicesbility subject to stop-loss insurance with
insurance carriers that caps our liability at sfeegilimits. We believe our insurance coveragetdisquate; however, if we become subject to
substantial uninsured liabilities due to damaglss to such facilities, our financial positionsuéis of operations or liquidity may be adversely
affected.

Substantially all of our assets (including thosewrf subsidiaries) have been pledged as colldi@ralur Senior Credit Facility.

Item 3. Legal Proceedings

We are involved in various claims, legal actiorexspnnel matters and regulatory proceedings arigitfte ordinary course of business,
including various legal proceedings involving resgaly matters described under “Item 1, BusinessuRéign”. We have recorded litigation
reserves of $0.8 million as of December 31, 201&regy certain current claims and legal actions.Baleve that the disposition of these
matters will not have a material adverse effecttenCompany’s consolidated financial position, coehgnsive income or cash flows. It is the
Company’s policy to expense costs associated with ¢ontingencies, including any related legal,fasshey are incurred.

On April 19, 2010, the IRS issued a NOPA with respe the 2006, 2007 and 2008 taxable years oftGrdsch we acquired on October 30,
2008. Crest had acquired certain entities out akhgptcy in 2002. The original majority stockholddrthese entities, an Australian insurance
company, AMP, had made certain advances to théemnfihese entities entered into bankruptcy inl28@d the bankruptcy court approved a
plan which effectively subordinated these advameesd! other creditors. Upon acquiring the entiii@2002, Crest characterized the advances
as equity for tax purposes. The IRS is assertinggc¢haracterization of the AMP advances as equity wcorrect and that Crest had additional
taxable income due to the cancellation of debt.

On November 2, 2010, the IRS reissued their orlgi#aPA and issued four additional NOPAs which resdaheir original position on debt
versus equity and assessed the Company for accreiatgd penalties and for adjustments to theratment of optical cables, fibers and
related conduit. On May 31, 2011, the IRS issu80-day letter and revenue agent’s report whichatedtthe IRS’s position in the NOPAs
while adding certain additional adjustments. Intthied quarter of 2011, the IRS sent a rebuttaéteb the Company’s responses to the NOPA
discussed above. The case was submitted to the KRfjeals Office and the Company’s first hearinguoed on July 19, 2012. Resolution of
this matter may not occur for a year or more. Taxecellation of indebtedness income at the amowttsig in the above IRS documents could
result in a charge to income tax expense of apprataly $94.5 million, $55.0 million of which woultk a result of additional taxes payable,
including accrued interest, and $39.5 million ofiethwould be a result of the reduction in recogdideferred tax assets. For the Company’s
2008 and 2009 federal tax returns the IRS propaséisallow $0.9 million in depreciation and ampation, consistent with the above
positions.

We believe there are errors within the adjustmasserted by the IRS. If the IRS accepts the cooresive believe are appropriate, but prev
on the underlying debt versus equity issue, thelresexpected to be a
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receivable from the IRS for the overpayment ofralitive minimum tax of $2.8 million, a charge t@ame tax expense of approximately $z
million, and a net reduction in recognized defemaedassets. We believe it is more-likely-than-hatt it will prevail on factual errors included
in the NOPASs; however, we are unable to concluderitore-likely-than-not we will prevail on the wertlying debt versus equity issue.
Therefore, in accordance with the guidance in Aatiog Standards Codification (“ASC”) Topic 748come Taxe§'ASC 740"), we recorded
$29.7 million in additional income tax expense arfi?.8 million receivable in the second quarte2@f0, pending resolution with the IRS.

The additional income tax expense is made up ofdwvoponents: the first representing $11.0 millionthe tax effect of losing Net Operating
Losses (“NOLs") while the remaining $18.7 millioepresents a deferred tax liability for the differern outside basis in certain Crest
subsidiaries. ASC 740 requires recognition of a&defl tax liability for outside basis differencé@s outside basis difference represents the
amount by which the book basis of an investmeiat dlomestic subsidiary for financial reporting pueg® exceeds the tax basis in such
subsidiary. For certain Crest subsidiaries, theebation of debt created a difference in outsidsi® that the Company cannot recover in a ta
free manner and as such, a deferred tax liabilig @established. Through enforcing indemnificatights, preserving the corporate structure of
the Crest subsidiaries and other proactive stespbssible to mitigate most or all of the casipact of the $18.7 million deferred tax liability
for as long as the Company remains a going concern.

The Stock Purchase Agreement (“SPA”) underlyingamquisition of Crest provides for indemnificatifam the Company by the Selling
Stockholders of Crest (“Selling Stockholders”). Theemnifications are intended to mitigate the iatgan the Company of potential exposure
items such as those raised by the NOPAs. We anfidlieg Stockholders intend to contest all issaésed by the NOPAs through various
avenues of appeal. However, should the appealegsdail to overturn the NOPAs, should we be unabfgeserve the corporate structure of
the Crest subsidiaries and should we prove unabiectively enforce the indemnification provisgim the SPA, this could have a material
adverse effect on the Company’s consolidated filghposition, comprehensive income and cash flows.

For an additional discussion of certain risks asded with legal proceedings, see “Item 1A, Risktbes.”

Item 4. Mine Safety Disclosures
Not applicable

PART I
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities

Our common stock is traded on the NASDAQ Globak8eMarket under the symbol ‘ALSK’. The followinglile presents, for the periods
indicated, the high and low sales prices of ourmam stock as reported by NASDAQ.

2012 Quarters High Low 2011 Quarters High Low
4n $2.37 $1.9C 4t $ 7.8F $2.82
i $2.5C $2.0¢ 3 $ 9.0C $6.3¢
2nd $3.1C $1.7¢ 2nd $10.6¢ $8.64
o $3.7: $2.5¢ 1s $11.3( $8.7¢

As of February 7, 2013, there were 45.8 millionrebaf our common stock issued and outstandingappdbximately 546 record holders of
common stock. Because brokers and other institsitimd many of our shares of existing common stotkehalf of stockholders, we are
unable to estimate the total number of stockholdegpsesented by these record holders.
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Dividends

On October 28, 2004, we announced the adoptiordofidend policy by our Board of Directors and ageeld our first quarterly dividend. The
following table summarizes the quarterly dividepdsd to holders of our common stock for the mosens two fiscal years:

Quarter 2012 2011
il $0.05(C $0.21¢
Zznd $0.05(C $0.21¢
&rd $0.05(C $0.21¢
Zh $ — $0.05(C

Effective in the fourth quarter of 2011, the ComgarBoard of Directors established a quarterly odisidend of $0.05 per share of the
Company’s common stock. The reduction from $0.2dbghare per quarter was due primarily to the ebepleeffect on the Company’s future
cash flows from an anticipated reduction in higktcupport for wireline and wireless services essalt of USF reform adopted by the FCC,
and the entry of a fourth competitor in the Alaskeeless market. To further support the deleverggihour balance sheet and, in connection
with the amendment to our Senior Credit Facilitysécure the continued support of our senior lenderfavorable terms, the Company’s
Board of Directors elected to suspend entirelyquarterly cash dividend beginning in the fourthrgeraof 2012. The suspension was
incorporated as a term modification to our Seniard Facility effective November 1, 2012. Paymehtash dividends on our common stock
is not permitted until such time that the Comparfyd¢al Leverage Ratio is not more than 3.50 to 1/A30of December 31, 2012, the
Company'’s Total Leverage Ratio was 4.42 to 1.0@."Bem 7, Management's Discussion and Analysigiofncial Condition and Results of
Operations.”

Our ability to re-institute dividend payments iretfuture will depend on future competitive market &conomic conditions and on financial,
business, regulatory and other factors, many o€lwhre beyond our control.
Additional factors that may affect our future digrdl policy include:

» we are a holding company and rely on dividendgrest and other payments, advances and transfienad from our subsidiaries
meet our debt service and pay dividends, if i

» reductions in the availability of cash due to chesgn our operating earnings, working capital rezgmients and anticipated cash
needs

» nothing requires us to declare or pay dividel

» the decision to make any future distribution ofidénds (subject to compliance with the terms ofaelit agreements) will remain,
at all times, entirely at the discretion of our Bbaf Directors;

» the amount of dividends that we may distributehim future is subject to restrictions under Delawave and
» our stockholders have no contractual or other leght to dividends

See “Item 1A, Risk Factors—Volatility Risks relatedour Common Stock”.

Securities Authorized for Issuance under Equity Comensation Plans

The information set forth in this Report under fitd 2, Security Ownership of Certain Beneficial Ovenend Management and Related
Stockholder Matters—Securities Authorized for Issteunder Equity Compensation Plans” is incorpdratrein by reference.

Common Stock Performance Graph

The stock performance information required undiritbm is incorporated into this Form 10-K by mefece to our Proxy Statement for our
2013 Annual Meeting of Stockholders.

Iltem 6. Selected Financial Data

The following selected consolidated financial dgttauld be read in conjunction with our Consoliddtathncial Statements and the Notes
thereto in “Item 15, Exhibits, Financial Statem8gchedules,” and “Item 7, Management’s DiscussiahAmalysis of Financial Condition and
Results of Operations” of this report. We derivied $elected consolidated financial data from oditad consolidated financial statements.
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(in thousands, except per share amot 2012 2011 2010 2009 2008
Operating Data:
Operating revenue $367,82¢ $349,31: $341,52: $346,04( $349,68.
Net income (loss 17,40¢ 47z (30,689 33,777 (11,679
Income (loss) per she—basic and dilute: $ 03¢ $ 001 $ (069 $ 077 $ (0.29)
Cash dividends declared per sh $ 01t $ 07C $ 08 $ 08 $ 0.8€
Balance Sheet Data (end of period
Total asset $614,72° $605,10¢ $620,61! $675,29¢ $751,02!
Long-term debt, including current portic 555,40( 569,55 553,30¢ 539,35( 539,64:

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

The following discussion and analysis should bel ieaconjunction with the Consolidated Financiat8ments and related notes and the othe
financial information included elsewhere in thigal0-K.

OVERVIEW

We provide leading integrated communications ses/io consumer and business customers in and édasia. Our communications netwe
extends throughout Alaska and connects to the gootis states via our two diverse undersea fibeéc opble systems. Our network is among
the most expansive in Alaska and forms the foundatf service to our customers. Our significanteldss spectrum holdings are used in the
delivery of our wireless services.

The sections that follow provide information abonportant aspects of our operations and investmamdsnclude discussions of our results of
operations, financial condition and sources and o$eash. In addition, we have highlighted keypdieand uncertainties to the extent
practicable. The content and organization of tharftial and non-financial data presented in thesgahs are consistent with information we
use in evaluating our performance and allocatingresources. We also monitor the state of the engrin general. In doing so, we compare
Alaska economic activity with broader economic dtinds. In general, we believe that the Alaskadelemunications market, as well as
general economic activity in Alaska, is affecteddeytain economic factors, which include:

e investment activity in the oil and gas mark

* tourism levels

e governmental spending and activity of military mensel;
» the price of bandwidtt

» the growth in demand for bandwid!

» decline in demand for voice and other legacy ses;

* local customer preference

* unemployment levels; ar

* housing activity

We have observed variances in the factors affe¢tiaghlaska economy as compared to the U.S. asobewBome factors, particularly the pr
of oil and gas, usually have the opposite effecth@nAlaska economy than the U.S. economy as aewvhol

Prior to 2012, although the Company had been espeirig a steady decline in its retail customer pagal revenues remained relatively
unchanged. This was accomplished by generatingehifgieign roaming and wireless CETC revenue teatffower retail revenue. In 2011,
two significant events arose that impact this oNeexenue stability. The first was Verizon’s anpated entry into the Alaska market, and the
second was future declines in wireless CETC andratlireline high cost support revenue as a resulhanges enacted by the FCC. Foreign
roaming revenue, CETC and high cost support revereresented approximately 26% and 25% of ouf tet@nue in 2012 and 2011,
respectively, and profit margins on these reverstremms are relatively high.

In part as a result of these adverse events, maragen 2012 implemented a long-term business filanfocused on driving growth in retail
broadband services across multiple market segménitsiness and
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wholesale, consumer and wireless. Previously, tragany had focused on select market segments, filsiméreless and enterprise, with the
intent to maximize returns. The adverse externahts/necessitated a broader view of all market saggnand a move away from reliance on
support and roaming revenues. Management's assessfithe telecom market in Alaska indicated amestied $1 billion market growing
approximately five to six percent annually. Thiadeterm business plan required investments in sadggice, marketing and product
development and other initiatives. These investsiatibw the Company to pursue the market oppostinia deliberate manner, driving
growth in service revenues. At the same time, mamegpt has indicated that the impact of the erosidareign roaming and CETC revenue
well as increased spending to drive growth, wiluléin margin erosion of 500 to 600 basis poiAgditionally, because of the future adverse
impacts, management and the Board of Directorggrézed that the Company needed to reduce its owlisia debt to sustainable levels.

Consequently, in the fourth quarter of 2011 our@az Directors reduced our quarterly common stdieidend from $0.215 to $0.05 per sh
to pay down debt and fund our plan. Following ammament of the AWN Transaction, and after assedantiger deleveraging approaches,
Board of Directors completely suspended the cagldelid. The suspension was incorporated as a terdification to our Senior Credit
Facility effective November 1, 2012.

On June 5, 2012, the Company announced the AWNs@&rdion, allowing it to combine its wireless netiwaiith that of GCl. AWN will own
and operate the wireless networks of ACS and G@l,raceive all roaming, CETC and backhaul revenmm fother wireless carriers associz
with these networks. In return for providing whalksplans and services to its owners, ACS and GICpay AWN a wholesale rate of
approximately 70% of the recommended retail rdiastioth companies charge their wireless custorA&8N will reimburse its owners for
wireless equipment subsidies. The primary finanamgact to ACS of the AWN Transaction is as follows

1. GClwill pay ACS $100.0 million at closing, and aee designating $65.0 million of these proceedpé&yting down our senior ter
loan facility;

AWN will pay ACS a preferred distribution over tfiest four years after formation totaling up to $1@ million; and

ACS will continue to provide wireless servicestretail wireless customers, and as compensationsing the AWN network, wi
pay AWN a wholesale charge for providing wholegdéns and services to AC

The preferred distributions are expected to proeidégher degree of certainty for our future wissleash flow performance than we otherwise
would have expected to generate as a standalop&essroperator. This transaction is also expect@dprove our long term competitive
position for wireless services. By combining the@\é&nd GCI wireless networks, AWN will operate Ala'skargest wireless network coveri
more than 95% of the state’s population, allowisgaibetter provide the fastest and most geogralthiexpansive wireless services for our
subscribers. While significantly mitigating thedimcial impact of competitive entry, we will contanto have exposure to significant risks
associated with Verizon’s entry as discussed irfltken 1A, Risk Factors.” The transaction has regdinumerous conditions to close, one of
which was an amendment to our Senior Credit Facilin November 1, 2012, an amendment was entetedlilowing for the sale to GCI and
transfer directly to AWN of certain wireless assétthough we expect to reduce our outstanding ,dbbt AWN cash distributions were
structured to serve as a surrogate for the Frek Elasv (as defined in “Non-GAAP Financial Measupdsistorically generated by our wireless
assets. Therefore, additional term modificationsewequired to provide the flexibility necessanatiiress the resulting lower Adjusted
EBITDA, as defined in our senior credit facilityhieh will result following consummation of the AWRNansaction. A comparison of certain
original terms of our Senior Credit Facility withet corresponding amended terms is summarized lag/fol

32



Table of Contents

Senior Credit Facility Terms

Original As Amendec
Interest rate
Margin over LIBOR 4.00% 4.75%
LIBOR floor 1.5(% 1.5(%
Quarterly principal payments (in thousands
Through quarter ended December 31, 2 $ 1,20( $ 1,10C
Effective quarter beginning January 1, 2( $ 1,20C $ 1,82¢
Effective quarter beginning January 1, 2( $ 1,20( $ 3,30C
Effective quarter beginning January 1, 2( $ 1,10( $ 3,67t
Effective quarter beginning January 1, 2( $ 1,10( $ 3,30¢
Total Leverage to Adjusted EBITDA Ratio Lim
Through June 30, 201 5.2t 6.0C
Through December 31, 20: 5.2t 5.5C
Thereaftel 5.2t 5.2F
Senior Secured Leverage to Adjusted EBITDA RatimiL:i
Through June 30, 201 4.4C 4.7t
Through December 31, 20: 4.4C 4.5(C
Thereaftel 4.4C 4.2t
Adjusted EBITDA to Fixed Charges Coverage Ratio ilium:
Through June 30, 201 2.7 2.2t
Through September 30, 20 2.7¢ 2.5C
Thereaftel 2.7¢F 2.7¢
Total Leverage Ratio limit on which cash dividemaiscommon
stock may be paid 5.0C 3.5C

* Term modification effective November 1, 2012 redasd of consummation of the AWN Transacti

2012 Focus

Our results of operations, financial position andrses and uses of cash in the current and furniegs reflect our focus on being the most
successful broadband solutions company in Alaskdetiyering the best customer experience in theketarwe choose to serve. To do this we
have and will continue to:

» Develop Our Workforce to Build Our Sales and Servie Capabilities. We believe an engaged workforce is critical to our
success

» Provide a Delightful Customer Experience Every Time We believe the economics of retaining a customeays prevails over
those of adding a customer. We invest in trainprgcess and systems improvements to continuouglyowe the customer
experience we creat

« Simplify How We Do Business We believe we must reduce waste in non-value-addtvdities. We are accelerating our
investments in technology and process improvemmehieapect these efforts to meaningfully impact nrergn the next two to thre
years.

» Offer Broadband Solutions to Our Customers at Homeat Work and Everywhere in Between We are building on strength in
designing, building and operating quality netwoaksl providing new products and solutions to outausrs.

We believe we can create value for our shareholearefully investing cash flows generated bykibsiness in specific opportunities and
transactions that support these imperatives, ardelgveraging our balance sheet.
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Revenue Sources by Customer Group
We manage our revenues based on the sale of seandeproducts to the following major customer gsou

* Business and WholesaléVe provide communications and managed servicesdimg voice and broadband data network hosting
IT management, cloud-based services, billing atiecton, and local and long distance servicesawiers, business and
government customer

» Consumer: We provide broadband, Internet access, local angl dlistance voice, and other communications predaiet services
to residential customer

* Wireless: We provide wireless voice and broadband serviges$other value-added wireless products and sensced as wireless
devices and other equipment, statewide across Alagtk roaming coverage available in the contigustases, Hawaii and Canar

» Access and CETCWe provide voice and broadband termination senicésterstate and intrastate carriers who progiewices t
our retail customers. We also receive interstatkiminastate high cost universal support fundsa@hdr revenue streams as
structured by state and federal regulatory agerbagsallow us to recover our costs of providingvernsal service in Alaski

Executive Summary

The following summary should be read in conjunctioth “Non-GAAP Financial Measures” included inghWlanagements’ Discussion and
Analysis of Financial Condition and Results of Gyiems.

Operating Revenues

Consolidated operating revenue of $367.8 milliacréased $18.5 million, or 5.3%, in 2012. Revenwavgn in 2012 was driven by higher
broadband revenues, particularly with businessvemalesale customers, and higher foreign roamingmees. These increases were partially
offset by lower voice revenue in all customer g®apd lower CETC revenue.

Adjusted EBITDA

Adjusted EBITDA, as defined in “Non-GAAP FinanciMkasures” (“Adjusted EBITDA") of $121.8 million dezased $4.1 million from 2011
due largely to higher wireless equipment subsidieseased costs associated with our wireless meswroaming in the lower 48 and higher
labor costs.

Operating Metrics

Business broadband connections of 19,202 and awvenagthly revenue per user (“ARPU") of $148.14 atBmber 31, 2012 and in 2012,
respectively, were up from connections of 19,148 ARPU of $135.61 in 2011. We count connections emitary basis regardless of the size
of the bandwidth. For example, a customer thatshH3MB connection is counted as one connectioroas d customer with a 1IMB connecti
We believe that ARPU, therefore, is an importantrin¢o indicate the increasing amounts of bandwitiiat we provide to our customers, and
it is expected to grow at a faster rate than cotioes

Wireless connections of 115,017 at December 312 2@treased 2.2% from 117,559 at December 31, @mbrily as a result of new
certification rules for lifeline customers enactdFCC which resulted in the disconnection of 3,&tStomers. We also experienced a shift in
mix toward prepaid wireless customers during tinietperiod. Postpaid wireless connections fell@6,210 at December 31, 2012 from
107,530 at December 31, 2011, while our prepaiélesis connections increased to 14,107 from 10,8328 gver year. The success of prepaid
offerings was attributable to the launch of sigrdfit prepaid offerings in 2012. Weakness in podtpais attributable to three factors:

(i) erosion of customers from the lifeline certétmon process; (ii) erosion in our 3G MiFi deviagsapproximately 500 as we tightened our
usage policies and as customers enabled the VWaRiife on their phones; and (iii) delay in avallgbof the iPhone 5 devices relative to our
competition.

Absent the lifeline certification process, our iéiss churn would have increased to 2.9% in 2012 22% over the same period, and was
attributable to a declining number of MiFi devia@naections and increased losses to competitorgideint with their iPhone 5 launches.

In the fourth quarter of 2012, consumer broadbamhections of 38,760 increased for the second cotise quarter and were up slightly year
over year. Consumer broadband ARPU also imprové&3®71 in 2012 compared with $35.27 in 2011 asébkalt of customers taking our
higher bandwidth products.
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Our wireless equipment subsidy increased 20.5%1404 million for the twelve months ended Decenfr2012. We sold 71,562 and 71,99¢
devices in the twelve months ended December 312 20d 2011, respectively. Our subsidy per devicesizsed to $185.00 in the fourth
quarter of 2012 from $141.00 in the fourth quade?011. The higher per device subsidy is primaatilyibutable to higher cost devices that
customers increasingly are buying.

The table below provides connection levels, ARPulro and Wireless equipment subsidies as of, otlierperiods indicated:

2012 2011
Voice
At December 31
Consumer access lin 55,82 62,507
Business access lin 80,85: 83,05¢
For the year ended December
Voice ARPU consume $ 26.6¢ $ 26.8¢
Voice ARPU busines $ 24.2¢ $ 25.1¢
Broadband
At December 31
Consumer connectior 38,76( 38,74
Business connectior 19,20z 19,14:
For the year ended December
ARPU consume $ 39.71 $ 35.2i
ARPU busines $ 148.1¢ $ 135.6:
Wholesale lines at December 31 20,007 23,06:
Wireless
At December 31
Postpaid connectior 100,91( 107,53(
Prepaid connectior 14,107 10,02¢
Total 115,01 117,55¢
For the year ended December
Retail wireless ARPL $ 52.1¢ $ 52.8:
Wireless broadband ARP $ 19.2 $ 16.0¢
Churn
For the quarter ended December
Voice access line 1.4% 1.4%
Broadband connectior 2.1% 2.€%
Wireless connectior 3.7% 2.2%
Wireless equipment subsidy (in thousands;
For the year ended December $ 14,39: $ 11,94«

Liquidity
We generated $84.4 million of cash from operatictivies in 2012 compared with $79.1 million in20 This cash flow was utilized for the
repayment of debt of $19.5 million, total capitapenditures of $58.9 million and cash dividend$®f1L million. As of December 31, we had a

$30.0 million undrawn revolving credit facility. @tanding letters of credit commit $2.1 milliontbe available revolving credit facility at
December 31, 2012.

35



Table of Contents

Other Initiatives

A key focus in 2012 was entering into and seekimgravals to close the AWN Transaction, includingaiting the required regulatory
approvals and meeting the other conditions detdilede Asset Purchase and Contribution Agreemiemb key conditions achieved in 2012
consisted of entering into an amendment extendim@®A with the IBEW on October 4, 2012, and, orvBimber 1, 2012, reaching an
agreement with our lenders to amend our SenioriCredility. We believe that consummation of the AVWWransaction and the subsequent
performance of AWN will mitigate the risks of contjiee entry and erosion of CETC and other wireliigh cost revenue sources. We
currently expect that the AWN Transaction will @aduring the second quarter of 2013.

In October, we announced the launch of 4G LTE seraind related new product offerings to our custerimeselect cities in Alaska. We also
expanded 4G wireless service to other locatiormutiiout Alaska, and, in November, we began offevlatP services to our small and
medium business customers.

RESULTS OF OPERATIONS

The following table summarizes our results of opere for the years ended December 31, 2012, 20d2610. Net income for the year endec
December 31, 2012 was affected by costs incurneth®AWN Transaction of $6.1 million before taxetNncome for the year ended
December 31, 2011 was affected by $13.4 millioextinguishment of debt expenses before tax arisomg the repurchase of $98.3 million
principal amount of our 5.75% Notes utilizing preds from the sale of our 6.25% Notes. Net incoméhie year ended December 31, 2010
was affected by $29.7 million additional income &xypense for the effects of the gaing Crest IRS audit, and $13.3 million in extirgumenti

of debt expenses before tax arising from the existgnent of our 2005 credit facility and relatetenest rate swaps.
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(in thousands
Operating revenue
Business and wholesa
Retail service revent
Voice
Broadbanc
Equipment sale
Wholesale and othe
Total business and wholesale reve
Consumer
Retail service revent
Voice
Broadbanc
Equipment sale
Other
Total consumer revent
Wireless:
Retail service revent
Voice
Broadbanc
Equipment sale
Foreign roaming
Other
Total wireless revent
Access and CETC
CETC
High cost suppot!
Switched, special and other acc
Total access and CET
Total operating revenut
Operating expense
Cost of services and sal
Selling, general and administrati
Depreciation and amortizatic
(Gain) loss on disposal of ass
Total operating expens
Operating incom:
Other income and expens
Interest expens
Loss on extinguishment of de
Interest incom
Other

Total other income and exper

Income (loss) before income tax expe
Income tax expens

Net income (loss

2012 2011 2010
$2384: $2561 $ 27,15¢
33,97 30,65¢ 26,39:
2,85¢ 1,26¢ 1,83(
47,79( 42,87¢ 43,56«
108,45¢ 100,41! 98,94
18,96¢ 21,00 23,93
18,39¢ 17,01: 14,73¢
16€ 192 26¢
1,38¢ 1,06: 97€
38,91¢ 39,26 39,91
49,43 53,55: 69,64
24,41 20,92¢ 8,27¢
6,01¢ 5,66¢ 6,78(
55,10 38,93 26,52t
4,281 4,257 3,70(
139,24 123,33 114,92
20,73 26,87 25,67
20,22: 21,10¢ 25,05:
40,25( 38,32 37,01
81,20¢ 86,29 87,74
367,82 349,31 341,52
148,40 135,73: 130,86:
107,31 91,96: 88,56+
51,48’ 58,55¢ 72,07¢
(2,666 (565) 2,84¢
304,53 285,68t 294,35(
63,29 63,62t 47,17
(39,570) (38,277) (34,759
(57%) (13,449 (13,339
43 34 83

— 174 —
(40,10%) (51,509) (48,010
23,19: 12,11¢ (836)
(5,789 (11,646 (29,857
$1740¢ $ 472 $(30,689
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Year Ended December 31, 2012 Compared to the YeanBed December 31, 2011
Operating Revenue
Business and Wholesale

Business and Wholesale revenue of $108.5 millicreiased $8.1 million, or 8.0%, in 2012 from $10®iflion in 2011. This improvement wi
primarily driven by a $5.1 million increase fronrigar customers using long haul services and $3ll&mfrom new and existing business
customers using our advanced network servicesaudhPLS, dedicated Internet and Enhanced MetrorgheAlthough broadband
connections have grown modestly, growth of broadb@RPU reflects customer demand for increasing artsoof bandwidth. We also
benefited from a $1.4 million non-recurring equipmsale. Broadband ARPU increased to $148.14 ir2 2@in $135.61 in 2011, an increase
of 9.2%. These increases were partially offset By.& million decrease in traditional voice revedue to 2,203 fewer connections year over
year and lower ARPU of $24.25 from $25.16 in thempyear due to price compressit

Consumer

Consumer revenue of $38.9 million decreased $0libmior 0.9%, in 2012 from $39.3 million in 201\Xoice revenue decreased $2.0 million
primarily due to 6,684 fewer connections and matyriower ARPU of $26.64 from $26.85 in the prigrar. This trend is expected to
continue as more customers cut their fixed landlimiee service and move to wireless alternativesti&lly offsetting the decrease in voice,
broadband revenue increased $1.4 million. Broadlcandections increased slightly year over year,eh@s, customers are subscribing to
higher levels of bandwidth speeds, which resultean increase in ARPU to $39.71 from $35.27 ingtier year, an increase of 12.6%. Launct
of our Home Internet product in 2012 contributedniodest growth in broadband connections. In sgithelevel of competition in our local
market, we expect our retail customers to contboudemand higher bandwidth speeds as new prodndtseavices in the marketplace require
it.

Wireless

Wireless revenue of $139.2 million increased $15illon, or 12.9%, in 2012 from $123.3 million if®21. Our wireless subscriber base of
115,017 connections decreased 2,542 year oveidyesato a decrease of 6,620 in postpaid connectemsting in part from the loss of 3,115
lifeline customers during that program’s recertfion process. We recertified approximately 75%uwflifeline customers. This decline was
partially offset by an increase of 4,078 in prepadnections. Retail wireless ARPU decreased tolf6@ompared to $52.83 while broadband
ARPU increased 20.0% to $19.24 from $16.03 in ter year due to customers consuming higher amoefrdsita. The percentage of postpaic
customers using data centric devices has growB.t¥bin 2012 from 45.4% in 2011, and we expecttii@isd to continue as consumers move
to devices with these features. Foreign roamingmee increased $16.2 million, or 41.5%, due tddhge number of customers from other
carriers roaming on our network, and broadbandmeséncreased $3.5 million primarily due to thetamned increase in demand for data rich
cell phone plans. Partially offsetting these inseza voice revenue decreased $4.1 million primdrily to lower demand for voice services anc
the shift in connections from postpaid to prepwillich are generally lower priced plans.

Accessand CETC

Access and CETC revenue of $81.2 million decre&8set million, or 5.9%, in 2012 from $86.3 million 2011. This decline was due to the
release of $3.4 million in CETC reserves and $1il8am of out of period access revenue settlemémthe first quarter of 2011, reduced
Interstate carrier compensation and USF chang®2.@fmillion, reduced access lines of $1.7 milleord reduced Intrastate cellular revenue of
$0.5 million. These items were partially offsethigher Intrastate access revenue of $3.8 millioa essult of reforms effective in the third
quarter of 2011, increased high cost support & $tlllion and an increase in access recovery clsaof&0.3 million.

Operating Expenses
Cost of Servicesand Sales

Cost of services and sales of $148.4 million insee$12.7 million, or 9.3%, in 2012 from $135.7limil in 2011. This increase was driven by
increases of $3.6 million in Home Internet and axbesl network services costs reflecting customan@® equipment such as modems and
third party leased circuits to carry higher
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amounts of bandwidth between certain of our logahange markets, $3.2 million in USF expense aagedtiwith Intrastate access reform
which is driving down the cost of intrastate raiebe more in line with interstate rates, $3.0igrillin roaming COGS due to our customers
consuming higher amounts of bandwidth on otheri@asrnetworks when they travel outside of Alasg2,8 million in device and accessory
expenses primarily driven by our customers purcttpkigher cost wireless devices, $1.3 million imdand building costs associated with new
cell site leases and collocation agreements whbratarriers, and $0.6 million in circuit costsfsetting these increases was a decrease of $2
million in Interstate and Intrastate access COG®@ated with a decline in access lines.

Selling, General and Administrative

Selling, general and administrative expenses of ®LMillion increased $15.3 million, or 16.7%, 012 from $92.0 million in 2011. This
growth was due to increases of $7.8 million in latadlecting $2.4 million of incentive compensatj&1.9 million in higher health and welfare
costs, $1.7 million in annual wage increases anfl #illion for increased staffing in sales and ous¢r service functions associated with
improving performance to our customer promisesddition, we incurred $6.1 million in transactiarsts and other administrative expenses
associated with the AWN Transaction, and $0.6 anilin bad debt expense due in part to specificausdor which funding from outside
agencies is currently uncertain. These items warggtly offset by a $0.5 million reduction in adtising, consulting, legal and other outside
services expense. In addition, selling, generalainistrative expenses in 2011 were favorablgcéd by a $1.4 million settlement of a
contract dispute with a bankrupt vendor.

Depreciation and Amortization

Depreciation and amortization expense of $51.5anillecreased $7.1 million, or 12.1%, in 2012 fi$58.6 million in 2011 due primarily to a
number of pooled asset classes reaching their memidepreciable lives. These decreases were pantifdlet by depreciation on additions to
our IT asset base during 2012.

Gain on Disposal of Assets, Net
The $2.7 million gain on the disposal assets reswbid 2012 was primarily associated with the sélexaess property.

Other Income and Expense

Interest expense of $39.6 million in 2012 increa®&® million compared with $38.3 million in 201Lielto a marginally higher weighted
average interest rate. The higher interest rateatsf$1.9 million associated with forward floatitayfixed interest rate swap agreements whict
became effective in the third quarter of 2012. thpact of the interest rate swaps was partiallgeifby the sale of our 6.25% Notes in the
second quarter of 2011 and subsequent repurchaspasfion of our 5.75% Notes, which carry a higéiéective rate. In the fourth quarter of
2012, an interest rate swap in the notional amofifii92.5 million no longer met the criteria fooppective hedge accounting treatment. In th
fourth quarter, the $0.2 million favorable changéhe fair value of this swap was credited to iestexpense and $0.3 million of unrealized
losses previously recorded to accumulated othepeehnensive loss was charged to interest expen$6.6Amillion loss on extinguishment of
debt was recorded in 2012 in connection with thpeirehase of $13.7 million aggregate principal anafiour 5.75% Notes. A $13.4 million
loss on extinguishment of debt was recorded irséo®nd quarter of 2011 in connection with the relpase of a portion of the 5.75% Notes.

Income Taxes

Income tax expense and the effective tax rate ii22@ere $5.8 million and 24.9%, respectively. I120the Company reversed deferred tax

valuation allowances in the amount of $3.6 millama result of utilizing bonus depreciation whidh allow it to utilize additional amounts of

its NOL carry forwards. Excluding this reversak thffective income tax rate was 40.4%. Income iqoense of $11.6 million in 2011 reflects

the $5.5 million deferred tax valuation allowaneearded during the third quarter discussed belantjglly offset by tax benefits from certain

discreet items. Excluding the valuation allowarmg,including permanent differences and other dnjasts, the effective tax rate was 50.7%
in 2011. Income tax expense will not involve siggaht cash outflows until these NOLs are exhausted.

Net Income

Net income was $17.4 million in 2012 compared t&$Aillion in 2011. The year over year change prilpaeflects the operating revenue &
operating expense items discussed above, the #iiigh loss on the extinguishment of debt recorde@011 in connection with the
repurchase of a portion of our 5.75% Notes and/#ae over year reduction in income tax expense.
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Year Ended December 31, 2011 Compared to the YeanHBed December 31, 2010
Operating Revenues
Business and Wholesale

Business and Wholesale revenue of $100.4 millicreiased $1.5 million, or 1.5%, in 2011 from $98ifiom in 2010. This improvement was
primarily driven by a $4.3 million increase fromnemercial customers using advanced network sergigels as MPLS, dedicated Internet and
Enhanced Metro Ethernet. Although broadband coioreshave remained relatively flat in total, grovribroadband ARPU reflected
customer demand for increasing amounts of bandwitibadband ARPU increased to $135.61 in 2011 f420.88 in 2010. This increase
was partially offset by a $1.5 million decreasestail voice revenue due to 3,417 fewer connecty@as over year and lower ARPU of $25.16
from $25.60 in the prior year due to price compmssand a $0.6 million decrease in equipment sales

Consumer

Consumer revenue of $39.3 million decreased $0ll&mior 1.6%, in 2011 from $39.9 million in 201@oice revenue decreased $2.9 million
primarily due to 5,150 fewer connections and loABPU of $26.85 from $28.65 in the prior year. Tiend reflects more customers cutting
their fixed landline voice service and moving taeléss alternatives. Offsetting the decrease ioeydiroadband revenue increased $2.3
million. Broadband connections decreased 2,361 gear year, however, customers are subscribinggteeh levels of bandwidth speeds, wt
resulted in an increase in ARPU to $35.27 from $@% the prior year.

Wireless

Wireless revenue of $123.3 million increased $8ilian, or 7.3%, in 2011 from $114.9 million in 2010ur wireless subscriber base
decreased 2,854 year over year, reflecting a deemiad,048 in postpaid connections. This declins partially offset by an increase of 1,194
in prepaid connections. Retail wireless ARPU inseshto $52.83 compared to $50.94 while broadbandARcreased to $16.03 from $5.41
in the prior year due to customers consuming higheounts of data. The percentage of postpaid cestousing data centric devices grew to
45.4% in 2011. Foreign roaming revenue increas@dfhillion, or 46.8%, due to the large numberw$tomers from other carriers roaming
on our network, and broadband revenue increased $iiflion primarily due to the continued increaselemand for data rich cell phone ple
Partially offsetting these increases, voice revete@eased $16.1 million primarily due to lower @eh for voice services and the shift in
connections from postpaid to prepaid, which aresgaty lower priced plans.

Accessand CETC

Access and CETC revenue of $86.3 million decre&ded million, or 1.6%, in 2011 from $87.7 million 2010, primarily due to decreases of
$3.4 million in federal high cost loop support é®13 million related to interstate support asseciatith access line losses. These decreases
were partially offset by an increase of $2.3 miildue to changes in intrastate access fundingmef®t.2 million as the result of reserves
released in the first quarter related to prepaimhels, $0.5 million in recognition of out of pericelenue due to the release of reserves in 201!
and $0.2 million in cellular access revenue.

Operating Expense
Cost of Servicesand Sales

Cost of services and sales of $135.7 million inseeb$4.8 million, or 3.7%, in 2011 from $130.9 ioitlin 2011. This increase was driven by
increases of $3.6 million in USF expense associattdIntrastate access reform, $3.2 million inmiag COGS associated with growth in date
usage from our customers roaming in the Lower d&st $1.7 million in internet service provideregzand leased circuits and $1.0 million in
higher maintenance expense. These increases wiigdlpaffset by reductions of $3.0 million in labcosts, $2.1 million in Interstate and
Intrastate access COGS and $0.5 million in lowsiadesubsidies.

Selling, General Administrative

Selling, general and administrative expenses ofagllion increased $3.4 million, or 3.8%, in 20ftdm $88.6 million in 2010. This growth
was due to increases of $3.5 million in labor cestsociated with
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customer facing services, $0.8 million in varioossulting services, and $0.7 million in legal reseexpenses. These increases were partially
offset by a $1.4 million favorable settlement afamtract dispute with a bankrupt vendor and lowaet 8ebt, advertising and property tax
expenses.

Depreciation and Amortization

Depreciation and amortization expense decreas@¥di 2011 to $58.6 million compared to $72.1 raiilin 2010 due primarily to a number
of pooled asset classes reaching their maximumedigiie lives. These declines were offset by agititio our asset base from the build out o
our network.

Gain on Disposal of Assets

The gain on the disposal of assets of $0.6 millibA011 was primarily attributable to a $0.8 mitligain on the sale of land, partially offset by
early retirements of certain non-regulated as3éts.loss on disposal of assets of $2.8 milliondd@was primarily due to impairment charges
for certain IT projects.

Other Income and Expense

Interest expense of $38.3 million in 2011 increa®8d million from $34.8 million in 2010 primariljue to the refinancing of our 2005 senior
credit facility in October 2010. A $13.4 millionds on the extinguishment of debt was recorded 11 20 connection with the repurchase of a
portion of our 5.75% Notes. In 2010, a $13.3 millzharge was recorded in connection with the darlyination of interest rate swaps and
extinguishment of our 2005 senior credit facility.

Income Taxes

The income tax provision of $11.6 million in 20¥Eflects a combined federal and state statutoryafadd.1%. Including permanent differen
and other adjustments, the effective rate was 50Atditionally, in evaluating the utilization of onet operating losses, we evaluated pote
long term taxable income outcomes based upon omerlassessment of our business prospects. Thik séthe analysis was the recording of
a valuation allowance of $5.5 million which reduaad net deferred tax assets and increased defeaxxezkpense in 2011. As of December 31
2011 we had federal tax NOL carry forwards of $268&illion and state NOLs of $163.7 million. The @mee tax provision of $29.9 million in
2010 reflected $29.7 million of incremental taxa@sated with the Crest IRS audit. See “ltem 3, Lé&gaceedingsfor more information on tt
Crest IRS issue. Income tax expense will not ingdignificant cash outflows until these NOLs arkasted.

Net Income (Loss)

Net income was $0.5 million in 2011 compared t@aloss of $30.7 million in 2010. The year overryeleange primarily reflects improwve
operating income in 2011 and avoidance of the $28llibn of additional income tax expense recorde@010 in connection with the Crest
IRS audit, partially offset by higher interest empe and a higher effective income tax rate, indgdhe valuation allowance, in 2011.
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FINANCIAL CONDITION, LIQUIDITY AND CAPITAL RESOURCE S
Cash Flows

We satisfied our cash requirements for operaticagital expenditures, dividend payments and deftcgein 2012, 2011 and 2010 primarily
through internally generated funds. At December281,2, we had $16.8 million in cash and cash edgnts, $3.9 million in restricted cash ¢
$2.1 million in short-term investments. As of Ded®n31, 2012, we also had a $30.0 million undraswolving credit facility. Outstanding
standby letters of credit commit $2.1 million oéthvailable revolving credit facility at Decembdr, 2012.

A summary of significant sources and use of furmdgtie years ended December 31, 2012, 2011 andig@@kXollows:

(in thousands 2012 2011 2010

Net cash provided by operating activit $ 84,35¢ $ 79,08: $ 86,361
Capital expenditure $(54,20¢) $(50,179) $(36,697)
Capitalized interes $ (1,96)) $ (1,987) $ (1,639
Change in unsettled capital expenditt $ (2,726 $ 4,42¢ $ (2,539
Proceeds on sale of ass $ 3,61¢ $ 2,66f $ 1,08t
Purchase of equity investme $ — $ — $ (2,060
Net change in shc-term investmen $ (2,050 $ — $ —

Net debt (repayments) borrowin $(19,47°) $ 15,85« $ 8,97¢
Debt issuance cos $ (3,167) $ (4,449 $ (7,27¢)
Payment of cash dividend on common st $ (9,115) $(38,81¢) $(38,399)
Net stock issuance (payment of withholding ta: $ 58 $ (1,68%) $ 164
Interest paic $(36,15%) $(34,367) $(28,91))

Cash Flows from Operating Activities

Cash provided by operating activities of $84.4 imnillin 2012 reflected net income excluding non-céesms of $84.5 million, a $5.1 million
increase in accounts payable excluding capitalstand a $2.5 million increase in accrued payrddl laenefits. These items were partially of
by a $4.0 million increase in materials and suppdied a $2.7 million increase in accounts recee/dhyment of AWN Transaction related
costs totaled $4.2 million. The Company will inadditional AWN Transaction costs up to and follogithe consummation of the transaction.
The Company currently expects to fund these castsapily through a combination of internally gentechfunds and proceeds from the
transaction.

Cash provided by operating activities of $79.1imillin 2011 reflected net income excluding non-céestms of $89.7 million offset by the
release of revenue reserves of approximately $l®mand cash payments of approximately $1.5iomllassociated with various federal
funding programs.

Cash provided by operating activities of $86.4 imnllin 2010 reflected net income excluding non-céesms of $94.1 million, a $5.3 million
decrease in accounts payable excluding capitakitemd a $1.6 million increase in accounts receeabl

Interest payments, net of cash interest incomearaidding capitalized interest, were $36.2 milli&34.4 million and $28.9 million in 2012,
2011 and 2010, respectively. Through a seriestefést rate swap transactions, interest on 90%iwofesm loan at December 31, 2012 is
effectively fixed at an annual rate of 6.47% foe theriod January 2013 through March 2013, 6.72%hperiod April 2013 through May
2013, 6.97% for the period June 2013 through JaB32and 7.22% for the period August 2013 througpt&mber 2015. Our $120.0 million
convertible debt has a fixed coupon rate of 6.25% aur $125.0 million convertible debt, which hasugrent outstanding balance of $13.0
million, has a fixed coupon rate of 5.75%.

42



Table of Contents

Cash Flows from Investing Activities

Cash used in investing activities of $56.3 milliar2012 increased $11.5 million from $44.8 millimn2011. This increase reflects an $11.2
million increase in capital expenditures, inclusbfeapitalized interest and the settlement oftehpixpenditure payables, due primarily to the
construction of our 4G LTE wireless network.

Cash used in investing activities of $44.8 milliarR011 increased $4.0 million from $40.8 million2010. This increase reflects a $6.9 mill
increase in capital expenditures, inclusive ofgbtlement of capital expenditure payables, duaamily investments in our network.

Our historical capital expenditures have been &art. Our networks require the timely maintenaatplant and infrastructure. Future capital
requirements may change due to impacts of regylatecisions that affect our ability to recover owrestments, changes in technology, the
effects of competition, changes in our businestesyy, our decision to pursue specific acquisiiod investment opportunities and the future
funding of capital expenditures relative to wiraleperations which become the responsibility of Ad¥sequent to closing. We intend to
fund future capital expenditures with cash on hamnd net cash generated from operations.

Cash Flows from Financing Activities

Cash used in financing activities were $31.7 millio 2012. Payments on debt of $19.5 million ineldgrincipal payments on our 5.75%
Notes totaling $13.7 million and scheduled paymentshe term loan component of our Senior Crediilféatotaling $4.4 million. Reducin

the outstanding balance of the 5.75% Notes to $2fll®n or lower precluded an acceleration of thaturity date on the term loan component
of the Senior Credit Facility from October 21, 2Qb@ecember 19, 2012. As of December 31, 2012aae#13.0 million outstanding under
the 5.75% Notes, and we currently expect to redixenbalance of these notes on or before March 113.2Debt issuance costs of $3.2 million
were incurred in connection with our Senior Créditility amendment. Cash dividends of $9.1 milkeere paid in 2012.

Cash used in financing activities were $29.1 millio 2011. Net proceeds of $115.6 million from tb&uance of our 6.25% Notes were used t
repurchase $98.3 million principal amount of out®% Notes at a premium of $6.9 million. Debt issteanosts associated with the transactior
totaled $4.4 million. Cash dividends of $38.8 mitliwere paid in 2011.

Cash used in financing activities were $36.5 millio 2010. In 2010, we entered into our 2010 Se@imdit Facility. We utilized $440.0

million of term loan borrowings under that faciliyd available cash on hand to repay in full adeéeen the $425.9 million of outstanding
principal under our 2005 senior credit facility. \iMeurred a charge of approximately $2.2 millioonfr writing off unamortized debt issuance
costs in association with the early extinguishmeifidebt during the fourth quarter of 2010. Debtisnce costs associated with the transactio
totaled $7.3 million. Cash dividends of $38.4 mifliwere paid in 2010.

We began paying quarterly dividends on our comntocksin October 2004. Effective in the fourth qeardf 2011, the Company’s Board of
Directors reduced the quarterly cash dividend f&fh215 per share to $0.05 per share. The redustisrdue primarily to the expected effect
on the Company'’s future cash flows from an anti@gaeduction in high cost support for wireline aviceless services as a result of USF
reform adopted by the FCC, and the anticipated/eritW/erizon into the Alaska wireless market. Fallog announcement of the AWN
Transaction, and after assessing further delevegagpproaches, the Board of Directors completedpsnded the cash dividend. The
suspension was incorporated as a term modificati@ur Senior Credit Facility effective November2D12, which prohibits the payment of a
common dividend unless the Company’s Total LeveRago is in excess of 3.5 times Adjusted EBITDAda$ined in the Senior Credit
Facility.

Liquidity and Capital Resources

Consistent with our history, our current and loag# liquidity could be impacted by a number of tdvajes, including, but not limited to:

(i) potential future reductions in our revenuesuhiisg from governmental and public policy changasluding regulatory actions affecting
inter-carrier compensation and changes in reverame Universal Service Funds; (ii) the entrance efi¥on into the Alaska wireless market
and the potential negative impact on our roamirdjrateil service revenues beginning in 2013; §é)vicing our substantial debt and funding
principal payments; (iv) the funding of other olglitpns, including our pension plans and lease camerits; (v) other competitive pressures in
the markets we serve; (vi) the capital intensivieireaof our
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industry; (vii) our ability to respond to and futtte rapid technological changes inherent to ounstny, including new products; (viii) funding
cash dividends to the extent permitted; (ix) theeptial funding of certain contingent liabilitidgacluding income tax liabilities established in
connection with the acquisition of Crest; and (4 ability to obtain adequate financing to supmat business and pursue growth
opportunities.

We are responding to these challenges by (i) dyigirowth in broadband service revenues to busimedsonsumers; (ii) working towards
consummation of the AWN Transaction, which is expddo accelerate the pay down of debt and mititieeisk in our wireless cash flows
through the preferred distribution structure camdiin the relevant agreements; (iii) reducingatmunt of capital spending from the levels
are incurring in 2012; and (iv) the continued surgen of the cash dividend on our common stock.

As of December 31, 2012, total long-term obligasiautstanding, including current portion, were $858illion consisting of a $428.4 million
draw from our Senior Credit Facility, net of a $2n8lion debt discount, $121.3 million of convetgtotes, net of $11.7 million in debt
discounts, and $5.7 million in capital lease arfteobbligations. As of December 31, 2012, we hagssto $27.9 million of our $30.0 million
revolving credit facility. We currently expect tedeem the remaining $13.0 million of our 5.75% Naia or before March 1, 2013.

We believe that we will have sufficient cash ondhacash provided by operations and available bamgwapacity under our revolving credit
facility to service our debt, and fund our opemasipcapital expenditures and other obligations dvemnext twelve months. Our ability to meet
such obligations will be dependent upon our fufimancial performance, which is, in turn, subjecfuture economic conditions and to
financial, business, regulatory and other factorany of which are beyond our control.

Senior Credit Facility

On October 21, 2010, we entered into a $470.0anilBenior Credit Facility which consists of a drarm loan of $440.0 million and an
undrawn revolving loan of $30.0 million (the “revel”). At December 31, 2012, we had access to $2iflllbn under the revolving credit
facility, representing 93% of available capacityt@anding standby letters of credit totaled $2illion at December 31, 2012.

The 2010 Senior Credit Facility was amended effeciovember 1, 2012. Material amended terms incthdesummary presented in
“Overview” above and the following:

In the event the AWN Transaction is hot consummatetarch 31, 2013, the existing rates of LIBORsp#I0% will increase 25 basis points
beginning March 31, 2013, and every other monthetifter until LIBOR plus 4.75% is achieved (or dfrker, the date the AWN Transaction is
consummated). The interest rates of the term lodir@volving credit facility will be reduced to LR plus 4.50% when the Company’s Total
Leverage Ratio reaches 4.00 to 1.00 or lower.

Relative to the sale of assets to the GCI membettaa contribution of assets to AWN in connectiathwhe AWN Transaction:
a. The sale of assets to the GCI member will be péeohi
b. The Company will make a $65.0 million principal pagnt on the term loan upon closing of the AWN Teati®n.
c. Collateral on the assets contributed to AWN willrbkeased; an
d. The Compan’'s equity interests in AWN will be pledged as calat.

Additionally, certain definitions are amended theténto account cash distributions from AWN, trastgm costs and swap breakage related
expenses.

The term loan component of the Senior Credit Rgailiatures on October 21, 2016 and the revolveuraaton October 21, 2015. Under the
terms of our Senior Credit Facility, the maturigtel would have been accelerated to December 192,i8Ghe event that both (i) our 5.75%
Notes were not refinanced, purchased or defeasetsatno more than $25.0 million of principal ambaf the 5.75% Notes were outstand
prior to that date, and (ii) our Senior Secureddrage Ratio as of December 19, 2012 was greatemthequal to 2.75 to 1.00. As of
December 19, 2012, we had repurchased an agggatgal amount of $112.0 million of our 5.75% Mst including $13.7 million during
2012. The outstanding principal amount of the 5.76tes was $13.0 million at December 19, 2012 g precluding the possibility for
accelerated maturity date of the Senior CreditlgaciWe currently expect to redeem the balancewf5.75% Notes on or before March 1,
2013.
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Our Senior Credit Facility contains a number otrieBve covenants and events of default, includingenants limiting capital expenditures,
incurrence of debt and payment of dividends. Tha@eCredit Facility also has a requirement tha#58f certain cash flow generated by our
business be used to pay down outstanding princijed.Senior Credit Facility also requires that whkiave certain financial ratios quarterly
including a total leverage ratio, senior securegiage ratio and a fixed charges coverage ratimfAecember 31, 2012, we were in
compliance with these ratios. These measures direedeanore specifically below.

Total Leverage RatidOur “total leverage ratio” may not exceed 5.25 1801 “Total leverage ratio” means, generally, athatlast day of any
fiscal quarter, the ratio of our (a) adjusted talkalbt to (b) Adjusted EBITDA (as defined in our BerCredit Facility more specifically below)
for the period of four of our consecutive fiscabgers ended on such date, all determined on atidated basis in accordance with Generally
Accepted Accounting Principles. Payment of casliddivds on common stock is not permitted until sirdle that the Company’s Total
Leverage Ratio is not more than 3.50 to 1.00. ©ked teverage ratio was 4.42 to 1.00 as of Decer@bep012.

Senior Secured Leverage Ratidur “senior secured leverage ratio” may not exekedd to 1.00. “Senior secured leverage ratio” meas®f
the last day of any fiscal quarter, the ratio of @) senior secured debt to (b) Adjusted EBITD#&dafined in our Senior Credit Facility. The
senior secured leverage ratio was 3.56 to 1.00 Becember 31, 2012.

Fixed Charges Coverage RatiOur “fixed charges coverage ratio” may not be tbess 2.75 to 1.00. The ratio of (a) Adjusted EBIT,Cxs
defined in our Senior Credit Facility, to (b) “Fok€harges” is defined specifically in our Senioedlt Facility, and more generally, below. The
fixed charges coverage ratio was 3.41 to 1.00 &@eckmber 31, 2012.

Adjusted EBITD/, as defined in our Senior Credit Facility, meaossolidated net income, plus the sum of:
» consolidated interest expen:
» provision for income taxes based on incol
e depreciation and amortization exper

» certain specified expenses incurred in connectiibim the AWN Transaction, including charges assedatith the potential
termination of hedging agreemer

» unrealized losses on financial derivativ

e nor-cash, stoc-based compensation exper

e extraordinary, nc-recurring or unusual losse

» cash dividends or distributions from AW

» the cumulative effect of a change in accountinggples; anc

» all other no-cash charges that represent an accrual for whidasio is expected to be paid in the next twelvethsy

minus (to the extent included in determining coitsted net income) the sum of:
e unrealized gains on financial derivativ
e extraordinary, nc-recurring or unusual gain
e gains on sales of assets other than in the ordowuse of business; a
» all other nor~cash income

“Fixed charges”means (a) cash interest expense plus (b) cash extm

The above definition of Adjusted EBITDA is not nesarily consistent with the Non-GAAP measure ofustipd EBITDA presented elsewhere
in this “Item 7, Management's Discussion and Anelys Financial Condition and Results of Operatibns

While under the terms of our term loan we may alsaequired to make certain prepayments basedrmaéagains in our restricted payment
baskets, we were not required and did not make l@amprepayments during 2012 and 2011. Scheduiedipal payments totaling $4.4
million were made on the term loan during the yesrded December 31, 2012 and 2011.

Substantially all of our assets, including thosewf subsidiaries, have been pledged as colldralur Senior Credit Facility.
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In connection with the 2010 Senior Credit Facilitye entered into forward floating-to-fixed intereate swaps and a buy back of the 1.5%
LIBOR floor as a component of our cash flow hedgitrgitegy. The notional amounts of the swaps a82 $Imillion, $115.5 million and $77
million, respectively, with interest rates of 6.4636.470% and 6.475%, respectively, inclusive 4fG% LIBOR spread. The swaps began on
June 30, 2012 and continue through September 3. 20 order to protect against extreme movementsBOR prior to the start of the
swaps, we also acquired an interest rate cap @ttao€$0.1 million for the period between Janubr2011 and June 30, 2012, capping LIBOR
at 3.0% on a notional principal amount of $385.0iom. On November 1, 2012, the effective datehaf &amendment to our Senior Credit
Facility, and as a result of the potential incretab$65.0 million principal payment on the termia@quired by this amendment, management
determined that the forward floating-to-fixed irgst rate swap in the notional amount of $192.5@nilho longer met the hedge effectiveness
criteria under ASC Topic 81Rerivatives and HedgingAccordingly, hedge accounting treatment was disnoed prospectively on this swap
effective November 1, 2012, and future changeheérfair value will be recognized as interest expesnounts recorded to accumulated othe
comprehensive loss from the date of the swap’ime through October 31, 2012 will be amortizednterest expense over the period of the
originally designated hedged variable rate intepagiments. Management will continue to assess arighe interest rate hedging strategy.
Subject to future changes in certain variableauiticlg, but not limited to, LIBOR, consummation bEtAWN Transaction and our cash
requirements, we may elect to terminate certaiheforward floating-to-fixed interest rate swapesgnents. Termination of any of these
agreements prior to their scheduled settlementaatkl result in cash termination fees and chatg@sterest expense for unrealized losses
recorded to accumulated other comprehensive loss.

Other Debt Instruments

The balance of our 5.75% Notes of $13.0 millioDatember 31, 2012 is due March 1, 2013. We cugrextbect to redeem this obligation on
or before March 1, 2013.

The balance of our 6.25% Notes due in 2016 was .pIradlion as of December 31, 2012.

We may periodically consider repurchasing outstagdionvertible notes, for cash or shares of the gzmy's common stock, or a combination
thereof. The amount of any convertible notes todpeirchased, as well as the timing of any repueshaaill be based on business, market anc
other conditions and factors, including price, fatpry matters, contractual requirements or corssemtd capital availability. Any repurchases
might be made using a variety of methods, which malude open market purchases, privately negatiagnsactions, or by any combination
of those methods, in compliance with applicableisées laws and regulations. There can be no asserthat we will be able to successfully
repurchase any convertible notes on terms acceptalhe Company.

Contractual Obligations

Our contractual obligations as of December 31, 2@l presented in the following table. Generaddigg-term liabilities are included in the
table based on the year of required payment ostimate of the year of payment. Such estimatesagfignt are based on a review of past
trends for these items as well as a forecast afdudctivities. As described below, certain itenesevexcluded from the following table where
the year of payment is unknown and could not beaeably estimated.

(in thousands Total 2013 20142015 201€-2017 Thereafter
Long-term debt $564,18( $20,28( $ 27,90( $396,00(  $120,00(
Interest on lon-term debi 155,95! 39,53¢ 77,94¢ 35,46¢ 3,001
Capital lease 5,732 1,462 1,71¢ 1,157 1,394
Operating lease 83,19: 9,85¢ 17,96¢ 13,55¢ 41,81(
Unconditional purchase obligatio 19,88 13,17¢ 5,27¢ 1,24( 19z
Total contractual cash obligatio $828,94(  $84,31: $130,80¢ $447,42( $166,39¢

Total pension benefit liabilities associated whik ACS Retirement Plan recognized on the conselidbalance sheet as of December 31, 201
and December 31, 2011 were $5.5 million and $418omj respectively, and are included in “Otherdeterm liabilities” on our consolidated
balance sheet. Because this liability is impactgdamong other items, plan funding levels, changgsdan demographics and assumptions, an
investment return on plans assets, it does notsept expected liquidity needs.
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Accordingly, we did not include this liability ifé “Contractual Obligations” table. We made caghtidoutions of $0.5 million in 2012 and
$35 thousand in 2009. No cash contributions weréenia 2011 and 2010. This plan is not fully funded.

We also participate in the Alaska Electrical Pend$tond, a multi-employer defined benefit plan, tueh we pay a contractual hourly amount
based on employee classification or base compensatie contributed $9.6 million, $9.1 million an@l.6 million to this plan in 2012, 2011
and 2010, respectively. Minimum required futuretcibotions to this plan are subject to the numbdegroployees in each classification and/or
base compensation of employees in future yearsthackfore, are not included in the “Contractualigations” table. This plan is not fully
funded.

As of December 31, 2012 and December 31, 2011Ctimpany had an accumulated asset retirement abligat $6.9 million and $6.6
million. This liability was not included in the “@tractual Obligations” table due primarily to thecertainty as to the timing of future
payments.

As of December 31, 2012 and December 31, 2011Ctimepany had deferred tax liabilities totaling $2milion and $24.6 million, exclusive

of deferred tax assets. This amount is not includete “Contractual Obligations” table because@wnpany believes this presentation would
not be meaningful. Deferred income tax liabilitees calculated based on temporary differences legitree tax basis of assets and liabilities
and their book basis, which will result in taxahlaounts in future years when the book basis itedeffhe results of these calculations do not
have a direct connection with the amount of cazbg&o be paid in any future periods.

In addition, funding obligation associated with geif insurance programs have been excluded frenetble due primarily to the uncertainty
to the timing of future payments.

NON-GAAP FINANCIAL MEASURES

In an effort to provide investors with additionafarmation regarding our financial results, in parar with regards to our liquidity and capital
resources, we have disclosed certain non-GAAP fimhmformation which management utilizes to asgerformance and believe provides
useful information to investors. We have disclosachings before interest expense and income, losstinguishment of debt, depreciation
and amortization, gain on sale of long-term investta, gain and loss on disposal of assets, g#fenfices, AWN transaction related costs,
income taxes and stock-based compensation, andlinglreturn of capital from equity investmentdafined and reconciled below (“Adjusted
EBITDA”"), and Adjusted EBITDA Margin, defined as Asted EBITDA divided by operating revenues, beeaws believe they are important
performance indicators and provide information almu ability to service debt, pay dividends to éxtent permitted and fund capital
expenditures. We also disclose Free Cash Flowefasedl and reconciled below, because we belieigeaih important measure of our ability to
fund business activities. Adjusted EBITDA, AdjusteBITDA Margin and Free Cash Flow are not GAAP nueas and should not be
considered a substitute for operating income, ash rovided by operating activities, or net casivided or used. Adjusted EBITDA as
comptuted below is not consistent with the defimtof Adjusted EBITDA referenced in the Fixed Creg@overage Ratio covenant of our
Senior Credit Facility.
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The following table provides the computation of Astied EBITDA and Free Cash Flow for the years emgszember 31, 2012, 2011 and 2(

(in thousands 2012 2011 2010
Net cash provided by operating activit $ 84,35¢ $ 79,08: $ 86,36:
Adjustments to reconcile net income (loss) to reshcprovided by operating activitie
Depreciation and amortizatic (51,487 (58,559 (72,07¢)
Amortization of debt issuance costs and debt dist (5,975 (12,907 (9,679
Amortization of ineffective hedg (292) — —
Change in unrealized gain on ineffective he 231 — —
Stoclk-based compensatic (3,550 (3,88¢) (3,989
Deferred income taxe (5,777 (11,646 (32,637
Provision for uncollectible accour (2,58¢) (2,339 (2,867)
Other noi-cash income (expense), | 2,37t 10¢ (3,599
Changes in operating assets and liabili 11C 10,61¢ 7,77
Net income (loss 17,40¢ 47z (30,689
Add (subtract)
Interest expens 39,57( 38,27: 34,75¢
Loss on extinguishment of de 57& 13,44* 13,33¢
Interest incomt (43 (39 (83
Depreciation and amortizatic 51,48: 58,55¢ 72,07¢
Gain on sale of lor-term investment — (174 —
(Gain) loss on disposal of ass (2,66¢) (56%) 2,84¢
Income tax expens 5,78 11,64¢ 29,85:
Stoclk-based compensatic 3,55( 3,88¢ 3,98¢
Gift of services — (51) 43¢
Return of capital from equity investme 32 — —
AWN transaction related cos 6,12¢ 50C —
Adjusted EBITDA $121,82: $125,95° $126,52¢
Less:
Incurred capital expenditures (54,206 (50,179 (36,697
AWN transaction related capital co: 1,58( — —
Cash interest expen (36,15%) (34,369 (28,917
Free Cash Flo\ $ 33,04( $ 41,41 $ 60,91¢
Operating revenue $367,82¢ $349,31« $341,52:
Adjusted EBITDA Margir 33.1% 36.1% 37.%

* Excludes capitalized interest (includec* Cash interest exper”) and the change in unsettled capital expenditi
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OUTLOOK
Operating Results, Liquidity and Capital Resources

We currently expect the AWN Transaction to closarduthe second quarter of 2013. The following d&ston addresses our 2013 outlook
prior to closing and does not address the effett@AWN Transaction subsequent to closing, whichddressed separately.

Broadband revenue growth across all customer grisupgoected to substantially offset lower Acc&ETC and voice revenues. Anticipated
revenue increases are driven by new broadband giodnd services introduced in 2012 and new prdolwetdband and service introductions
scheduled for 2013, including enhanced Etherndgrarise VolP, customer portals, dynamic bandwattd professional services. We also
believe we will generate revenue growth by growimarket share. Up until the point that Verizon entbe market, we expect our wireless
retail service revenue to be consistent with curi@rels after taking into affect the impact of tieline recertification process. Following
Verizon's entry, our wireless retail revenue wiltldly decline, subject to many factors, includirgnhaggressively Verizon conducts its market
launch. Roaming revenue, which comprised 15% ofreuenue for the twelve months ended December@I2,ds expected to remain
relatively flat. The data roaming revenue we cdlfezm Verizon will begin to decline as Verizon®der 48 customers cease using our
network. Verizon’s customers will continue to wdiour network for voice roaming services and 3ta darvices. Our retail service revenue
could also be impacted in 2013, but the overalhdbsv impact could be mitigated because our waglequipment subsidy would likely be
lower as we lose market share and fewer customgretr phones, which have an average subsidy d.8080n balance, we expect a modes
decline in our total revenue for the twelve monghipd ended December 31, 2013, given our curresuragtions about the impact of Verizon’s
entry into the market. The longer term impact ofi¥en’s entry is difficult to predict.

We expect our level of spending increases to meelsignificantly from the year over year increasesexperienced in 2012. We intend to
continue to identify and implement various openagianitiatives associated with our efforts to relessly simplify the way we do business.
These initiatives include operations work force agement and contact center and retail store imprewés, and simplification of various be
office processes. The successful implementatidhede initiatives is expected to reduce futurescosmitigate future cost increases.
Additionally, in 2012 we entered into a three-yaarendment extending the Company’s Collective BaiggiAgreement (“Amendmentiyith
the IBEW through December 31, 2015. Among othevigions, the Amendment provides for certain Complainsiness decisions potentially
affecting the IBEW workforce, subject to the affstiemployees being provided incentive and reciaasibn options. We also implemented a
new twotiered benefit funding model for certain job cléissitions that is expected to favorably benefit cost structure over time. Because
have completed a substantial portion of our LTHdwe expect our capital spending in 2013 to veelothan in 2012.

As a result of the above factors, we expect thattaljusted EBITDA and Free Cash Flow will declimA013 compared with 2012. However,
given our progress in reducing our outstanding ,debtbelieve we will continue to generate suffitiEnee Cash Flow to further reduce our
indebtedness. We believe that, in the event the AMéhsaction is not consummated, we will have sigfit cash on hand, cash provided by
operations and available borrowing capacity underevolving credit facility to service our debtdafund our operations, capital expenditures
and other obligations over the next twelve months.

AWN Transaction

As described in “Item 1, Business,” on June 4, 2842 Company and GCI entered into the AWN Trarigadbr the purpose of combining
their wireless networks. AWN will design and operah Alaska statewide wireless network to proviele generation wireless service plans
the Company’s and GCI's wireless customers. The i2om and GCI will continue to market and sell thelsas independently to their
respective retail customers. The Company and G{Ctamtribute certain wireless assets into AWN Jiling spectrum licenses, cell sites and
backhaul facilities, switching systems and certdirer assets necessary to operate a statewidesgneétwork. GCI will also purchase certain
wireless assets from the Company which will be esghently contributed in AWN. The Company will reaixe a one-third equity ownership
interest in AWN and GCI will own the remaining tvloirds. The Company will account for its investmanmAWN on the equity method and
will record its share of equity earnings as opeatevenues. The Company and GCI currently expectransaction to be consummated durin
the second quarter of 2013.
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The transaction is expected to provide signifidzeriefits to both companies and mitigate certaksricom the entry of Verizon into the Alaska
wireless market. In its first year of operation, AMé expected to generate EBITDA of approximatel?®0 million and incur capital
expenditures of approximately $40.0 million. Synesgrom the transaction are expected to totalGb&dllion a year (split equally between
capital and operating expenses) beginning in thersbyear of operations.

The Company will receive a cash payment of $100llom from the sale of wireless assets to GCI altireceive an annual preference
distribution of $50.0 million in each of years cared two following consummation of the transactiod 45.0 million in each of years three
and four, subject to certain conditions. After y&arr, the Company will be eligible to receive ahéd of the annual adjusted free cash flow
defined in the Asset Purchase and Contribution égpent) of AWN.

The risk we incur from lower roaming and CETC ravemvould be mitigated by the AWN preferred disttibn. However, because the AWN
distribution is intended to serve as a surrogatéhie Free Cash Flow historically generated bywiteless assets, our Adjusted EBITDA will
be lower following the close of the transactionr©redit agreement was amended to provide for higwerage ratios to reflect this impact.

We believe that, in the event the AWN Transact®odnsummated, we will have sufficient cash on haadh provided by operations and the
AWN preference distributions, and available bormgvcapacity under our revolving credit facilitydervice our debt and fund our operations,
capital expenditures and other obligations ovemtd twelve months. We also believe that we walhgrate sufficient Free Cash Flow to
further reduce our indebtedness.

ADDITIONAL INFORMATION
Off-Balance Sheet Arrangements

We have no special purpose or limited purposeiestihat provide off-balance sheet financing, lifityi or market or credit risk support and we
do not engage in leasing, hedging, research anela@went services or other relationships that expesto any material liabilities that are not
reflected on our balance sheet or included in “Gattial Obligations” above.

Critical Accounting Policies and Estimates

The preparation of our consolidated financial stegets, in conformity with accounting principles geadly accepted in the United States of
America, requires us to make estimates and assonspifiat affect the reported amounts of assetsiaitties and disclosure of contingent
assets and liabilities at the date of the finamstialements and the reported amounts of revenuesxpenses during the reporting period.

We have identified certain policies and estimatesraical to our business operations and the wstdeding of our past or present results of
operations. We consider these policies and estgmaitical because they had a material impacthey have the potential to have a material
impact, on our financial statements and they regsignificant judgments, assumptions or estimates.

Revenue Recognition Policies

We recognize revenue for recurring services wheneeh which is usually on a month-to-month basig. 860 recognize non-recurring
revenues, including activation fees and usage themsharges, when earned. Where we have deterrttia¢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 arrangerbased on relative fair values.

We recognize access revenue when we earn it. Wieipate in access revenue pools with other telaptemmpanies. Such pools are funde
toll revenue and/or access charges regulated biy@l@within the interstate jurisdiction. Much ottmterstate access revenue is initially
recorded based on estimates. These estimatesrareddieom interim financial statements, availabparations studies and the most recent
information available about achieved rates of retiihese estimates are subject to adjustmentumefatccounting periods as additional
operational information becomes available for us e other telephone companies. To the extentibptites arise over revenue settlements,
we defer revenue collected until settlement mettagies are resolved and finalized. Although we haitedrawn from interstate access pools,
we have a remaining liability for certain period®pto July 1, 2009.
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Income Taxes

We use the asset-liability method of accountingricome taxes and account for income tax unceiggintsing the “more-likely-than-not”
threshold. Under the asset-liability method, defériaxes reflect the temporary differences betwkeiriinancial and tax bases of assets and
liabilities using the enacted tax rates in effacthie years in which the differences are expededverse. Deferred tax assets are reduced by :
valuation allowance to the extent management détesit is more-likely-than-not that the value of aleferred tax assets will not be fully
realized.

Derivative Financial Instruments

We recognize all asset or liability derivativedait value. The accounting for changes in fair eailsicontingent on the intended use of the
derivative and its designation as a hedge. Devigatithat are not hedges are adjusted to fair vhhoeigh earnings. If a derivative is a hedge,
depending on the nature of the hedge, change# indlae either offset the change in fair valuahef hedged assets, liabilities or firm
commitments through earnings, or are recognizedtiar comprehensive income until the hedged traiosais recognized in earnings. The
change in a derivative’s fair value related toitteffective portion of a hedge, if any, is immedigtrecognized in earnings. We do not enter
into any derivative contracts for speculative psg® On the date a derivative contract is enterted e designate the derivative as either ¢
value or cash flow hedge. We formally assess, abthe hedge’s inception and on an ongoing basisftver the derivatives that are used in
hedging transactions are highly effective in otisgtchanges in fair values or cash flows of hedtgs. If we determine that a derivative is
not highly effective as a hedge or that it has edds be a highly effective hedge, we discontinegge accounting prospectively. The chang
a derivative’s fair value related to the ineffeetportion of a hedge is immediately recognizedamings. Amounts recorded to accumulated
other comprehensive income (loss) from the dateefierivative’s inception to the date of ineffeetiess are amortized to earnings over the
remaining term of the hedged item. If the hedgenhits settled prior to its originally scheduledejany remaining accumulated comprehen
income (loss) associated with the derivative imaent is reclassified to earnings. Termination désdvative instrument prior to its scheduled
settlement date may result in charges for ternondees.

Recently Issued Accounting Pronouncements

In February 2013, the Financial Accounting Standd@dard issued Accounting Standards Update (“ASW) 2013-02Comprehensive
Income (Topic 220): Reporting of Amounts Reclassiut of Accumulated Other Comprehensive Inc(*ASU 2013-02"). This ASU does
not change the current requirements for reportetgntome or other comprehensive income, but degsire an entity to provide information
about the amounts reclassified out of accumulateer@omprehensive income by component. In additarentity is required to present, eit
on the face of the statement where net incomeeisgmted or in the notes, significant amounts rsifiad out of accumulated other
comprehensive income by the respective line itehmebincome, but only if the amount reclassifiedéquired under GAAP to be reclassified
to net income in its entirety in the same reporfiegiod. An entity is also required to presentahgregate tax effect of all significant
reclassifications. For other amounts that are egtiired under GAAP to be reclassified in their retyi to net income in the same reporting
period, an entity is required to cross-referenteiotliisclosures required under GAAP that providditamhal detail about those amounts. ASU
2013-02 is effective prospectively for reportingipds beginning after December 15, 2012. The Compéth adopt ASU 2013-02 in the first
quarter of 2013.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

Our primary exposure to market risk is associatigld @hanges in interest rates. The interest ratdscash interest payments were effectively
fixed on approximately $512.0 million, or 92%, afrdotal borrowings of $555.4 million as of DecemBé&, 2012. Our 6.25% Notes and 5.7
Notes have fixed coupon rates. The term loan compoof our Senior Credit Facility bears interest I BOR plus 4.0% with a LIBOR floor ¢
1.5% as of December 31, 2012.

We manage our exposure to fluxuations in LIBOR #nedresulting impact on interest expense and casheist payments on our Senior Credit
Facility through the utilization of floating-to-fed interest rate swaps designated as cash flonekedg of December 31, 2012, interest
expense on $385.0 million, or 90%, of the amounstanding under the Senior Credit Facility was leeHd\ hypothetical 100 basis point
increase in LIBOR over the floor of 1.5% during 30&ould result in an approximately $0.4 millionigase in interest expense and cash
interest payments associated with the unhedgedpart the Senior Credit Facility.
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As of December 31, 2012, the floating-to-fixed et rate swaps discussed above included a swihp motional amount of $192.5 million
which, while providing an effective cash flow heddéal not meet the criteria for hedge accountiegtiment. Accordingly, changes in the fair
value of this swap are recorded to interest expehsgpothetical 10% increase in the fair valuaha$ liability during 2013 would result in an
approximately $0.5 million increase in interestexge. Changes in the fair value of this swap defiett cash flows until and if it is
terminated.

Liquidity Risk
Our substantial debt, specifically its term andumi&t, could have a material adverse effect onauailable liquidity. See the matters describec
in “Item 1A, Risk Factors — Risks Relating to Ouztid.”

Item 8. Financial Statements and Supplementary Data

Consolidated financial statements of Alaska Comations Systems Group, Inc. and Subsidiaries dmnied as a separate section of this
Form 10-K. See “Index to Consolidated Financiat&tents”, which appears on page F-1 hereof.

Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure
None

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures.

As of the end of the period covered by this AnriR@port on Form 10-K, we carried out an evaluatindeu the supervision and with the
participation of our management, including our €Hrecutive Officer and our Chief Financial Officef the effectiveness of the design and
operation of our disclosure controls and procedptesuant to Rule 13a-15 under the Securities Ehgd@ct of 1934, as amended.

Based on the evaluation, our Chief Executive Offared our Chief Financial Officer believe that,odshe end of the period covered by this
Annual Report on Form 10-K, our disclosure contarlgl procedures were effective at ensuring thainfleemation required to be disclosed by
us in the reports that we file or submit underfixehange Act is (i) recorded, processed, summasrnedeported within the time periods
specified in the SEG'rules and forms and (ii) accumulated and comnat@itto our management, including our principakeiige officer anc
principal financial officer, as appropriate, tooall timely decisions regarding required disclosures.

Management’s Report on Internal Control over Finandal Reporting.

Our management is responsible for establishingnaaidtaining adequate internal control over finaha@orting, as such term is defined in
Exchange Act Rule 13a-15(f). Our internal contre¢iofinancial reporting is designed to provide mreble assurance to our management anc
Board of Directors regarding the preparation amddi@sentation of published financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Therefore, even those
systems determined to be effective can provide mrdgonable assurance with respect to financiedratant preparation and presentation.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand our Chief Financial Officer, we
conducted an evaluation of the effectiveness ofirernal control over financial reporting basedtlea framework in thénternal Control —
Integrated Frameworissued by the Committee of sponsoring Organizatifrise Treadway Commission (“COSQ”).

Based on our evaluation using tinéernal Control — Integrated Frameworlour management concluded that our internal cootrer financial
reporting was effective as of December 31, 2012.

Our independent registered public accounting fias issued an attestation report on the Compantgmial control over financial reporting,
which is included in “Item 8, Financial Statemeatsl Supplementary Data” of this Annual Report oma0-K.

Changes in Internal Control over Financial Reportirg.

There was no change in our internal control ovearitial reporting that occurred in the fourth geladf 2012 that has materially affected, or is
reasonably likely to materially affect, our interoantrol over financial reporting.
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Iltem 9B. Other Information
Not applicable
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PART lIl
Item 10. Directors, Executive Officers and Corpora¢ Governance

The information required by this item is incorp@dinto this Form 10-K by reference to our Proxgt&mnent for our 2013 Annual Meeting of
Stockholders.

Item 11. Executive Compensation

Information on compensation of our directors anecexive officers is incorporated into this Form K@y reference to our Proxy Statement fol
our 2013 Annual Meeting of Stockholders.

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

Information with respect to security ownership eftain beneficial owners and management is incatpdrinto this Form 10-K by reference to
our Proxy Statement for our 2013 Annual Meetingtifckholders.

Securities Authorized for Issuance under Equity @ensation Plans

As of December 31, 2012, the number of securitesaining available for future issuance under equitypensation plans includes 2,654,977
shares under the Alaska Communications SystemspGhoct 2011 Incentive Award Plan and 1,355,72feshander the Alaska
Communications Systems Group, Inc. 2012 Employeek3®urchase Plan.

Number of Number of securities
securities to be Weightec-averag remaining available for futu
issued upon exercise price of issuance under equity
exercise of outstanding compensation plans
outstanding option options, warrant (excluding securities
warrants and right and rights reflected in column (a))
Equity compensation plai (a) (b) (©)
Approved by security holder
Stock options 311,30( $ 8.6¢€
Restricted stoc 2,124,92 $ — 4,010,70!
Not approved by security holde
Stock options — $ —
Subject to future approval by security holdt
Restricted stock unit equivaler — $ —

Item 13. Certain Relationships and Related Transa@ns, and Director Independence

Information with respect to such contractual relaships is incorporated into this Form 10-K by refee to our Proxy Statement for our 2013
Annual Meeting of Stockholders.

Item 14. Principal Accounting Fees and Services

Information on our audit committee’s pre-approvaliqy for audit services and information on oumgipal accounting fees and services is
incorporated into this Form 10-K by reference to Btoxy Statement for our 2013 Annual Meeting afcholders.
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PART IV
Item 15. Exhibits, Financial Statement Schedules
(a) The following documents are filed as a part of tiisort:

(1) Financial Statements: Our consolidated findrat@tements are submitted as a separate secttbisdform 10-K. See “Index to
Consolidated Financial Stateme” which appears on pag+-1.

(2) Financial Statement Schedules: Financial statérschedules are omitted because they are natalplgl, not required, or because
the required information is included in the condated financial statements or notes thei

(3) Exhibits: The exhibits to this report are lgsteelow. Other than exhibits that are filed herbawét| exhibits listed below are exhibits
of the Registrant and are incorporated herein fareace as exhibits there

Exhibit

No. Exhibit Where Locate
2.1* Stock Purchase Agreement, dated April 1, 2008,rulyaanong the Registrant, Crest Exhibit 2.1 to Form 8-K
Communications Corporations Group, Inc., and thiengestockholders specified there (filed August 7, 2008
2.2 Asset Purchase and Contribution Agreement, dated &sne 4, 2012, among Alaska Exhibit 2.1 to Form 8-K
Communications Systems Group, Inc., General Comeatioin, Inc., ACS Wireless, Inc., (filed August 6, 2012)
GCI Wireless Holdings, LLC and The Alaska Wireldsgtwork, LLC, with Form of First
Amended and Restated Operating Agreement of ThekAlaVireless Network, LLC
among The Alaska Wireless Network, LLC, GCI Wirsléoldings, LLC, ACS Wireless,
Inc., Alaska Communications Systems Group, Inc.@aderal Communication, Inc.
attached thereto as Exhibit A (portions of this iBkthave been omitted pursuant to a
request for confidential treatment under Rule 24m&er the Securities Exchange Act of
1934).
2.3 Amendment, dated as October 1, 2012, to Asset Bsecand Contribution Agreement, Exhibit 2.1 to Form 8-K
dated as of June 4, 2012, among Alaska Communitaggstems Group, Inc., General (filed October 2, 2012)

Communication, Inc., ACS Wireless, Inc., GCI WisdeHoldings, LLC and The Alaska
Wireless Network, LLC

3.1 Amended and Restated Certificate of Incorporatiothe Registrant. Exhibit to Form S-1/A File
No. 33:-888753 (filed
November 17, 199¢

3.2 Amended and Restated Bylaws of the Registrant. Exhibit 3.1 to Form 8-K
(filed September 30, 201
4.1 Specimen of Common Stock Certificate. Exhibit to Form S-1/A File

No. 33:-888753 (filed
November 17, 199¢
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4.2

4.3

10.1*

10.2*

10.3*

10.4*

10.5*

10.6*

10.7*

10.8*

10.9*

10.10

10.11

10.12

10.13

Indenture, dated April 8, 2008, by and among thgifeant, the guarantors named=xhibit 4.1 to Form 8-K (filed April 14, 2008)
therein, and The Bank of New York Trust CompanyANas trustee, with respect

to the Registrars 5.75% Convertible Notes due 20

Indenture, dated as of May 10, 2011, by and ambagcompany, the Guarantors Exhibit 4.1 to Form 8-K (filed May 11, 2011)
named therein and The Bank of New York Mellon Ti@empany, N.A., as truste

with respect to 6.25% Convertible Notes due 2(

Alaska Communications Systems Group, Inc. 1999kShocentive Plan. Exhibit to Form S-1/A File No. 333-888753
(filed November 17, 199¢

Form of Restricted Stock Agreement between the Segjit and certain participa Exhibit 10.1 to Form 1@ (filed August 3, 200°
in the Registrars 1999 Stock Incentive Pla

Form of Performance Share Unit Agreement betweerRéigistrant and certain  Exhibit 99.1 to Form 8</A (filed June 12, 200¢
participants in the Registrés 1999 Stock Incentive Pla

Amendment to Alaska Communications Systems Graup,1999 Stock Incentive Exhibit 10.5 to Form 10-K (filed March 9, 2010)
Plan.

Alaska Communications Systems Group, Inc. 1999 Bmployee Director Exhibit to Form S-1/A File No. 333-888753
Compensation Pla (filed November 17, 199¢

Amendment to Alaska Communications Systems Graup,1999 Non-Employee Exhibit 10.7 to Form 10-K (filed March 9, 2010)
Director Compensation Pla

Alaska Communications Systems Group, Inc. 1999 ygd Stock Purchase PlarExhibit to Form S-1/A File No. 333-888753
(filed November 17, 199¢

Alaska Communications Systems Group, Inc. 2012 Bygd Stock Purchase PlarExhibit 10.1 to Form S-8 File N0.333-181660
(Appendix A to the Company’s Definitive Proxy Staent on Schedule 14A filed (filed May 24, 2012)
on April 25, 2012)

Amendment to Alaska Communications Systems Graup,1999 Employee Stoc Exhibit 10.9 to Form 10-K (filed March 9, 2010)
Purchase Plai

Amendment ratified on October 4, 2012, to CollextBargaining Agreement, Exhibit 10.1 to Form 8-K (filed October 10,
effective February 28, 2010, between Alaska Comuatiuns Systems Holdings, 2012)

Inc. and the International Brotherhood of Electrérkers, Local Union No.

1547.

Collective Bargaining Agreement, effective Febru28y 2010, between Alaska  Exhibit 10.2 to Form 8-K (filed October 10,
Communications Systems, Holdings, Inc. and therhatigonal Brotherhood of 2012)
Electrical Workers, Local Union No. 154

2010 Officer Severance Policy. Exhibit 10.1 to Form 8-K (filed November 4,
2010)

Purchase Agreement, dated April 2, 2008, by andngmidaska Communications Exhibit 10.1 to Form 8-K (filed April 14, 2008)
Systems Group, Inc., the guarantors listed thexeththe Initial Purchasers,
regarding the Registré’s 5.75% Convertible Notes due 20
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10.14

10.15

10.16

10.17

10.18

10.19°

10.20

10.21°

10.22°

10.23

10.24°

10.25

10.26°

Confirmations of Convertible Bond Hedges by andveein Alaska Communications
Systems Group, Inc. and certain affiliates of thiédl Purchaser:

Confirmations of Warrant Transactions by and betwakaska Communications Systems
Group, Inc. and certain affiliates of the Initialfehasers

Credit Agreement, dated as of October 21, 201@&rdyamong Alaska Communications
Systems Holdings, Inc., as Borrower, Alaska Commations Systems Group, Inc, as
Parent, several banks and other financial institigtior entities, as lenders named therein,
and JPMorgan Chase Bank, N.A., as Administrativerfg

First Amendment to Credit Agreement, dated as ofédtber 1, 2012, by and among
Alaska Communications Systems Holdings, Inc., asd®eer, Alaska Communications
Systems Group, Inc., as Parent, the lenders, avdr@fan Chase Bank, N.A. as
Administrative Agent

Employment Agreement between Alaska CommunicatBystiems Group, Inc., and
Anand Vadapalli entered into on February 21, 2(

Employment Agreement between Alaska Communicat8ystems Group, Inc., and
Wayne Graham entered into on February 21, 2

Purchase Agreement, dated May 4, 2011, by and athengompany, the Guarantors
named therein and J.P. Morgan Securities LLC, piesentative of the several initial
purchasers name there

Alaska Communications Systems Group, Inc. 2011rtiee Award Plan Restricted Sto
Unit Agreement

Alaska Communications Systems Group, Inc. 2011rtiee Award Plan Performance
Stock Unit Agreemen

Alaska Communications Systems Group, Inc. Post-Bympént Stock Incentive Award
Vesting Policy.

Employment Arrangement between the Company anddreloBteinberg.

Employment Agreement between the Company and Midraad.

Employment Agreement, dated as of October 13, 20dtlyeen Alaska Communications
Systems Group, Inc. and James R. Johr
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Exhibit 10.2 to Form 8-K
(filed April 14, 2008)

Exhibit 10.3 to Form 8-K
(filed April 14, 2008)

Exhibit 10.1 to Form 8-K
(filed February 26, 2010)

Exhibit 10.4 to Form 10-Q
(filed November 5, 2012)

Exhibit 10.1 to Form 8-K
(filed February 24, 2011

Exhibit 10.2 to Form 8-K
(filed March 5, 2011

Exhibit 10.1 to Form 8-K
(filed May 11, 2011)

Exhibit 10.1 to Form 8-K
(filed July 8, 2011

Exhibit 10.2 to Form 8-K
(filed July 8, 2011

Exhibit 10.3 to Form 8-K
(filed July 8, 2011

Exhibit 10.1 to Form 8-K
(filed January 26, 201:

Exhibit 10.37 to Form 10-
K/A (filed September 14,
2012)

Exhibit 10.5 to Form 10-Q
(filed November 5, 2012



Table of Contents

10.27* Employment Agreement, dated as of September 24, 2i#tween Alaska Communications  Exhibit 10.6 to Form 10-Q
Systems Group, Inc. and David C. Eisenb (filed November 5, 201z
10.28* 2012 and 2013 Compensation Letter From Alaska Comigations Systems Group, Inc. to Filed herewith
David Eisenberg dated February 12, 2(
10.29* 2012 and 2013 Compensation Letter From Alaska Comwations Systems Group, Inc. to Filed herewith
Wayne Graham dated February 12, 2(
10.30* 2012 and 2013 Compensation Letter From Alaska Comiczations Systems Group, Inc. to Filed herewith
James Johnsen dated February 12, 2
10.31* 2012 and 2013 Compensation Letter From Alaska Comications Systems Group, Inc. to Filed herewith
Leonard Steinberg dated February 12, 2(
10.32* 2012 and 2013 Compensation Letter From Alaska Comwations Systems Group, Inc. to Filed herewith
Michael Todd dated February 12, 20
21.1 Subsidiaries of the Registre Filed herewitt
23.1 Consent of KPMG LLP relating to the audited finahatatements of Alaska Filed herewith
Communications Systems Group, |
31.1 Certification of Anand Vadapalli, President and €titxecutive Officer, pursuant to Filed herewith
Section 302 of the Sarbal-Oxley Act of 2002
31.2 Certification of Wayne Graham, Chief Financial ©#i, pursuant to Section 302 of the Filed herewith
Sarbane-Oxley Act of 2002
32.1 Certification of Anand Vadapalli, President and €Hixecutive Officer, pursuant to 18 Filed herewith
U.S.C. Section 1350, as adopted to Section 90BeoSarban«-Oxley Act of 2002
32.2 Certification of Wayne Graham, Chief Financial O, pursuant to 18 U.S.C. Section Filed herewith
1350, as adopted to Section 906 of the Sarl-Oxley Act of 2002
101.INS XBRL Instance Documet Filed herewitt
101.SCH XBRL Taxonomy Extension Schema Docum Filed herewitt
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docuntr Filed herewitt
101.DEF XBRL Taxonomy Extension Definition Linkbase Docum Filed herewitt
101.LAB XBRL Taxonomy Extension Label Linkbase Docum Filed herewitt
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doent Filed herewitt

* Management contract or compensatory plan or arraegerequired to be filed as an exhibit to thisfc

**  Confidential treatment of certain portions ofgtexhibit has been granted pursuant to a reqoesbhfidential treatment filed with the

Securities and Exchange Commission. Omitted pastiave been filed separately with the Commiss
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SIGNATURES

Pursuant to the requirements of Section 13 or &edtb(d) of the Securities Exchange Act of 1934, régistrant has duly caused this report to
be signed on its behalf by the undersigned, theoeduly authorized.

Date: March 1, 2013 Alaska Communications Systemasifg Inc.

By: /s! Anand Vadapalli

Anand Vadapall
President and Chief Executive Offic

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bblptine following persons on behalf of 1
registrant and in the capacities and on the datéisated.

Signature Title Date

/s/ Anand Vadapalli President and Chief Executive Officer and Dire¢Rrincipal March 1, 2013
Executive Officer)

Anand Vadapall

/s/ Wayne Graham Chief Financial Officer (Principal Accounting Oféic) March 1, 2013

Wayne Grahan

/s/ Edward J. Hayes, Jr. Chairman of the Board of Directors March 1, 2013

Edward J. Hayes, J

/sl Margaret L. Brown Director March 1, 2013

Margaret L. Browr

/s/ David W. Karp Director March 1, 2013
David W. Karp

/sl Peter D. Ley Director March 1, 2013
Peter D. Ley

/s/ Brian A. Ross Director March 1, 2013
Brian A. Ross

/s/ John N. Wanamaker Director March 1, 2013

John N. Wanamakse
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Report of Independent Registered Public Accountingrirm

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

We have audited the accompanying consolidated balsimeets of Alaska Communications Systems Grogpahd subsidiaries as of
December 31, 2012 and 2011, and the related cdasetl statements of comprehensive income (losgktsbdlders’ equity (deficit), and cash
flows for each of the years in the three-year gednded December 31, 2012. These consolidatedcfadastatements are the responsibility of
the Company’s management. Our responsibility sxgress an opinion on these consolidated finastag¢ments based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighafBioUnited States). Those standard:s
require that we plan and perform the audit to abtaasonable assurance about whether the finataieiments are free of material
misstatement. An audit includes examining, on Blasis, evidence supporting the amounts and digds in the financial statements. An a
also includes assessing the accounting princied and significant estimates made by managenenelaas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the financial position of Alaska
Communications Systems Group, Inc. and subsidiasesf December 31, 2012 and 2011, and the resfulteir operations and their cash
flows for each of the years in the three-year gednded December 31, 2012, in conformity with lgé&herally accepted accounting principles

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), Alaska
Communications System’s Group, Inc.’s internal colndver financial reporting as of December 31,2dased on criteria established in
Internal Control- Integrated Frameworlssued by the Committee of Sponsoring Organizatidrie Treadway Commission (COSO), and ou
report dated March 1, 2013 expressed an unqualifiaion on the effectiveness of the Company’srimaecontrol over financial reporting

KPMe LLP

Anchorage, Alaska
March 1, 2013
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Report of Independent Registered Public Accountingrirm

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, 2012, based on
criteria established imternal Control — Integrated Framewoigsued by the Committee of Sponsoring Organizatidribe Treadway
Commission (COSO). Alaska Communications SystenmiGrinc.’s management is responsible for maimagimffective internal control over
financial reporting and for its assessment of fifiecéveness of internal control over financial ogjing, included in the accompanying
Management’s Report on Internal Control Over FitariReporting (Item 9A). Our responsibility is tagress an opinion on the Company’s
internal control over financial reporting basedoam audit.

We conducted our audit in accordance with the stedsdof the Public Company Accounting Oversighti8d&/nited States). Those standards
require that we plan and perform the audit to abtaasonable assurance about whether effectivenalteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal coraxe@r financial reporting, assessing the risk
that a material weakness exists, and testing aald&ing 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 circunestave believe that our audit provides a
reasonable basis for our opinion.

A company'’s internal control over financial repodiis a process designed to provide reasonableamesuregarding the reliability of financial
reporting and the preparation of financial statets:iéor external purposes in accordance with gelyesatepted accounting principles. A
company’s internal control over financial reportingludes those policies and procedures that (ftajmeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetsafdmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatg@aparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expenditureb®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabburance regarding prevention or timely detectfainauthorized acquisition, use, or
disposition of the company’s assets that could lzaneterial effect on the financial statements.

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

In our opinion, Alaska Communications Systems Grdéng. maintained, in all material respects, effexinternal control over financial
reporting as of December 31, 2012, based on aitstiablished iinternal Control — Integrated Frameworksued by the Committee of
Sponsoring Organizations of the Treadway Commission

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the consolidated
balance sheets of Alaska Communications SystemgpGtoc. and subsidiaries as of December 31, 2882811, and the related consolidatec
statements of comprehensive income (loss), stodksl equity (deficit), and cash flows for eachiud years in the three-year period ended
December 31, 2012, and our report dated March 13 28pressed an unqualified opinion on those caleted financial statements.

KPMe LLIP

Anchorage, Alaska
March 1, 2013
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Balance Sheets
December 31, 2012 and 2011
(In Thousands, Except Per Share Amounts)

Assets
Current asset:
Cash and cash equivalel
Restricted cas
Shor-term investment
Accounts receivab-trade, ne
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, |
Goodwill
Intangible assets, n
Debt issuance cos
Deferred income taxe
Equity method investmel
Other asset

Total asset

Liabilities and Stockholders’ Equity (Deficit)

Current liabilities:

Current portion of lon-term obligations

Accounts payable, accrued and other current liasl

Advance billings and customer depo:

Total current liabilities

Long-term obligations, net of current porti
Other lon¢-term liabilities
Total liabilities

Commitments and contingenci
Stockholder' equity (deficit):

Common stock, $0.01 par value; 145,000 authori2Bg/65 and 45,300 issued and outstanding at

December 31, 2012 and 2011, respecti'
Additional paid in capita
Accumulated defici
Accumulated other comprehensive i
Total stockholder deficit

Total liabilities and stockholde’ equity (deficit)

See Notes to Consolidated Financial Statements
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2012 2011

$ 16,83¢ $ 20,49(

3,87t 4,95¢
2,05( —

39,71 36,98

9,40¢ 5,41%

5,56¢ 4,92

8,301 6,59¢

85,75: 79,36(

1,463,32 1,428,59

(1,052,45) (1,023,36))

410,86 405,23

8,85( 8,85(

24,11 24,11

10,55¢ 9,51¢

69,04 72,81

2,02¢ 2,06(

3,51( 3,15¢

$ 614,72 $ 605,108

$ 21,62¢ $ 30,93(

56,37¢ 48,91¢
8,97( 9,21¢
86,97¢ 89,06
533,77 538,62«
28,66: 28,34(
649,41( 656,03
45¢ 452
144,37 144,63
(170,27 (187,689
(9,239 (8,319)
(34,689 (50,929

$ 614,72 $ 605,10¢
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Statements of Comprehensive Income (ks)
Years Ended December 31, 2012, 2011 and 2010
(In Thousands, Except Per Share Amounts)

2012 2011 2010
Operating revenues $367,82¢  $349,31: $341,52:
Operating expense
Cost of services and sal 148,40( 135,73. 130,86:
Selling, general and administrati 107,31¢ 91,96: 88,56«
Depreciation and amortizatic 51,48 58,55¢ 72,07¢
(Gain) loss on disposal of ass (2,66%) (565) 2,84¢
Total operating expens 304,53! 285,68 294,35(
Operating incom: 63,294 63,62¢ 47,17¢
Other income and expens
Interest expens (39,570 (38,277) (34,759
Loss on extinguishment of de (57%) (13,445 (13,339
Interest incomt 43 34 83
Other — 174 —
Total other income and exper (40,107) (51,50¢) (48,010)
Income (loss) before income tax expe 23,19: 12,11¢ (83€)
Income tax expens (5,789 (11,646 (29,857)
Net income (loss 17,40¢ 472 (30,689
Other comprehensive income (los
Minimum pension liability adjustmel (289 (41%5) 20z
Income tax effec 117 171 (83
Interest rate swap marked to fair va (1,572) (15,34 10,51¢
Income tax effec 64¢€ 6,301 (4,329
Reclassification of loss on ineffective hec 292 — 11,14¢
Income tax effec (120 — (4,582
Total other comprehensive (loss) inco (920) (9,28¢) 12,871
Total comprehensive income (lo: $16,48¢ $ (8,81) $(17,81)
Net income (loss) per shal
Basic and dilute:
Net income (loss $ 03 $ 001 $ (0.69
Weighted average shares outstand
Basic 45,55 45,10! 44,58¢
Diluted 45,87¢ 45,417 44,58¢
Cash dividends declared per common sl $ 015 $ 0.698 $ 0.86(

See Notes to Consolidated Financial Statements
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Balance, January 1, 2010

Total comprehensive (loss) incor
Dividends declare

Stock compensatic

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Statements of Stockholders’ Equity (Cfeeit)
Years Ended December 31, 2012, 2011 and 2010

(In Thousands, Except Per Share Amounts)

Accumulated

Tax benefit of convertible note call optic — —
Surrender of shares to cover withholding taxes on

stoclk-based compensatic

Issuance of common stock, pursuant to stock plan

$.01 pai

Balance, December 31, 20
Total comprehensive income (lo:
Dividends declare

Stock compensatic

Equity component of convertible note issuance fet o

tax benefil

Debt issuance, net of tax bent

Tax benefit of convertible note call optio — —
Extinguishment of convertible note optic — —
Surrender of shares to cover withholding taxes on

stock-based compensatic

Issuance of common stock, pursuant to stock plan

$.01 pai

Balance, December 31, 20
Total comprehensive income (lo:
Dividends declare

Stock compensatia

Equity component of convertible note issuance fet o

tax benefil

Tax benefit of convertible note call optic — —
Extinguishment of convertible note optic — —
Surrender of shares to cover withholding taxes on

stock-based compensatic

Issuance of common stock, pursuant to stock plans,

$.01 pat

Balance, December 31, 20

Other Stockholder¢
Common Additional Paid Accumulated Comprehensive

Equity

Shares Stock in Capital Deficit Income (Loss) (Deficit)
44,48: $ 44t $ 198,97¢ $(157,47) $ (11,91) $ 30,04
— — — (30,689 12,87: (17,81))
— — (38,44¢) — — (38,440
— — 3,98¢ — — 3,98¢
1,57¢ — — 1,57¢
— — (392) — — (392)
22( 2 554 — — 55€
44,70: 447 166,25¢ (188,16() 96 (20,48
_ — — 472 (9,289 (8,812
— — (31,459 — — (31,459
— — 3,88¢ — — 3,88¢
— — 8,50( — — 8,50(
- - (309) - - (309)
3,79z — — 3,79:
(4,350) — — (4,350
— — (2,049 — — (2,04%)
59¢€ 6 352 — — 35¢€
45,30( 457 144,63 (187,689 (8,319 (50,927
— — — 17,40¢ (920) 16,48¢
— — (6,849 — — (6,849)
— — 3,55(C — — 3,55(
— — 2,53¢ — — 2,53¢
50z — — 50z
(45) — — (49)
= = (249) = = (249)
465 5 30z — — 307
4576' $ 45¢ $ 14437  $(170279 $ (9,239 $ (34,68

See Notes to Consolidated Financial Statements
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Statements of Cash Flows
Years Ended December 31, 2012, 2011 and 2010
(In Thousands)

2012 2011 2010
Cash Flows from Operating Activitie
Net income (loss $ 17,40¢ $ 472 $ (30,689
Adjustments to reconcile net income (loss) to reshcprovided by operating activitie
Depreciation and amortizatic 51,48: 58,55¢ 72,07¢
Change in unrealized gain on effective he (237) — —
Amortization of debt issuance costs and debt dist 5,97¢ 12,907 9,67¢
Amortization of ineffective hedg 292 — —
Stocl-based compensatic 3,55( 3,88¢ 3,98¢
Deferred income tax expen 5,771 11,64¢ 32,63
Provision for uncollectible accour 2,58¢ 2,33 2,86:
Other nor-cash (income) expense, | (2,375 (209 3,59¢
Changes in operating assets and liabili (110 (10,61%) (7,777)
Net cash provided by operating activit 84,35¢ 79,08 86,36
Cash Flows from Investing Activitie
Capital expenditure (54,206) (50,179 (36,697
Capitalized interes (1,967 (1,982 (1,639
Change in unsettled capital expenditt (2,726 4,42¢ (2,539
Proceeds on sale of ass 3,61¢ 2,66¢ 1,08t
Return of capital from equity investme 32 — —
Purchase of equity investme — — (2,060
Change in unsettled acquisition cc (90 (229 (380
Net change in shc-term investment (2,050 — —
Net change in nc-current investment — 52¢ 50C
Net change in restricted accou 1,081 (44) 931
Net cash used by investing activit (56,309 (44,810) (40,79¢)
Cash Flows from Financing Activitie
Repayments of lor-term deb (29,477 (104,146 (438,62))
Proceeds from the issuance of I-term debt 120,00( 447,60(
Debt issuance cos (3,167 (4,44%) (7,27¢)
Payment of cash dividend on common st (9,119 (38,819 (38,399
Payment of withholding taxes on st-based compensati (249) (2,047) (392
Proceeds from the issuance of common s 307 35¢ 55€
Net cash used by financing activiti (31,707 (29,097 (36,529
Change in cash and cash equival (3,65)) 5,17¢ 9,04
Cash and cash equivalents, beginning of pe 20,49( 15,31¢ 6,271
Cash and cash equivalents, end of pe $ 16,83¢ $ 20,49( $ 15,31¢
Supplemental Cash Flow Da
Interest paic $ 36,15¢ $ 34,367 $ 28,91
Loss on extinguishment of hedging instrum $ — $ — $ 11,14t
Income taxes (refunded) paid, | $ (12 $ (@279 % 34
Supplemental Nc-cash Transaction
Property acquired under capital lea $ 1,43t $ 1,90¢ $ 1,29t
Dividend declared, but not pa $ — $ 2,26¢ $ 9,62¢
Additions to ARO asse $ 132 $ 48¢ $ 88

See Notes to Consolidated Financial Statements
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements
Years Ended December 31, 2012, 2011 and 2010
(In Thousands, Except Per Share Amounts)

1. DESCRIPTION OF COMPANY AND SUMMARY OF SIGNIFICANT A CCOUNTING POLICIES

Alaska Communications Systems Group, Inc. and Sigr&s (the “Company”, “ACS” or “ACS Group”), a avare corporation, through its
subsidiaries, provides integrated communicationises to business, wholesale and consumer custam#rs State of Alaska and beyond. -
Company was formed in October of 1998 for the psepof acquiring and operating telecommunicatioapeities.

The accompanying consolidated financial statemfemthe Company are as of December 31, 2012 andl 280d for the years ended
December 31, 2012, 2011 and 2010. They represemiisolidated financial position, results of ofjeress and cash flows of ACS and the
following wholly owned subsidiaries:

» Alaska Communications Systems
Holdings, Inc.“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*ACSM”)
ACS Cable Systems, Inc*ACSC")

Crest Communications Corporatic“Cres”)
WCI Cable, Inc

WCIC Hillsboro, LLC.

Alaska Northstar Communications, LL
WCI Lightpoint, LLC.

Worldnet Communications, In

Alaska Fiber Star, LLC

In addition to the wholly owned subsidiaries, thenpany has a 49% interest in TekMate, LLC (“TekNMgt¢hich is represented in the
Company’s consolidated financial statements agjaityemethod investment.

A summary of significant accounting policies folled/by the Company is set forth below.

Basis of Presentation

The consolidated financial statements includewdk&liaries of the Company. All significant intengpany accounts have been eliminated. In
the opinion of management, the financial statememrtgain all normal, recurring adjustments necegstapresent fairly the consolidated
financial position, comprehensive income (loss) eash flows for all periods presented.

Use of Estimates

The preparation of financial statements in confeymiith Generally Accepted Accounting Principlegli®e United States (“GAAP”) requires
management to make estimates and assumptiondfenetttae reported amounts of assets and liaksligied disclosure of contingent assets anc
liabilities at the date of the financial statememtsl the reported amounts of revenues and expduosiag the reporting period. Among the
significant estimates affecting the financial sta¢ats are those related to the realizable valaeaodunts receivable, lorfiyed assets, goodwi
and other intangible assets, derivative instruméedsl contingencies, stock-based compensationrmodne taxes. These estimates and
assumptions are based on management’s best egtiamtgudgment. Management evaluates its estimatassumptions on an ongoing basi:
using historical experience and other factors uidicig the current economic environment, which managnt believes is reasonable under the
circumstances. Assumptions are adjusted as fadtsicmumstances dictate. Illiquid credit marketslatile equity and energy markets, and
declines in consumer spending have combined te&ser the uncertainty in such estimates and assamap#is future events and their effects
cannot be determined with precision, actual resuliy differ significantly from those estimates. @ges in those estimates resulting from
continuing changes in the economic environmentbeglreflected in the financial statements of fupeeods.

Cash and Cash Equivalents

For purposes of the “Consolidated Balance Sheeid™@onsolidated Statements of Cash Flows”, the gamg generally considers all highly
liquid investments with a maturity at acquisitiofitloree months or less to be cash equivalents.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2012, 2011 and 2010

(In Thousands, Except Per Share Amounts)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

Restricted Cash

Restricted cash as of December 31, 2012 consi#t3,842 held in escrow related to claims agairsiGhest Communications Corporation
(“Crest”) former stockholders (“Selling Stockhold8rassociated with an Internal Revenue Servide$™) audit. Crest was acquired by the
Company in 2008. See “Note 16 — Commitments andifgencies” for more information on this audit.

In addition, $533 is held in certificates of de®sind U.S. Treasury Notes as required under thestef certain contracts to which the
Company is a party. When the restrictions aredijftte Company will transfer these funds into fterating accounts.

Short-term | nvestments

For purposes of the “Consolidated Balance Sheetd™@onsolidated Statements of Cash Flows”, the gamyg considers highly liquid
investments with a maturity at acquisition of mtran three months but less than one year to bé-&rar investments. These investments are
classified as available for sale and are statéioeat estimated fair market value. Income earnethese investments while held is classified as
interest income.

Bad Debt Reserves

The Company establishes estimated bad debt resage@sst uncollectible receivables incurred dutheyperiod. These estimates are derived
through a monthly analysis of account aging prefdaed a review of historical recovery experiencecdivables are charged off against the
allowance when management believes the uncolldityati the receivable is confirmed. Subsequenbueties, if any, are credited to the
allowance. The Company records bad debt expersea@sponent of “Selling, general and administraéixpense” in the “Consolidated
Statements of Comprehensive Income (Loss)”.

Materials and Supplies

Materials and supplies are carried in inventorthatlower of weighted average cost or market. GlasVs related to the sale of inventory,
primarily wireless devices and accessories, afleded in operating activities in the Company’s “Golidated Statements of Cash Flows”.

Property, Plant and Equipment

Telephone property, plant and equipment are sttbistorical cost of construction including cemtabpitalized overhead and interest charges
Renewals and betterments of telephone plant attatiapd, while repairs, as well as renewals of onilems, are charged to cost of sales and
services as incurred. The Company uses a groupasitagepreciation method in accordance with imgystactice. Under this method,
telephone plant, with the exception of land andtehfeases, retired in the ordinary course of bess, less salvage, is charged to accumulate
depreciation with no gain or loss recognized. Nelegthone plant is stated at historical cost inclgdiertain capitalized overhead and interest
charges, and when sold or retired a gain or losscisgnized. Depreciation of property is providedite straight-line method over estimated
service lives ranging from 2 to 50 years.

The Company is the lessee of equipment and buidimgler capital leases expiring in various yeanmuth 2025. The assets and liabilities
under capital leases are initially recorded atitheer 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 landiibgiand personal property under operating legseeanents for which expense is
recognized on a monthly basis. Increases in reate$ are recorded as incurred which approximhatesttaight-line method.

The Company capitalizes interest charges assoaidgthaonstruction in progress based on a weightextage interest cost calculated on the
Company’s outstanding debt.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2012, 2011 and 2010

(In Thousands, Except Per Share Amounts)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

Asset Retirement Obligations

The Company records liabilities for obligationsated to the retirement and removal of long-livesets The Company records, as liabilities,
the fair value of asset retirement obligations alisaounted basis when they are incurred, whitpgieally at the time the asset is installed or
acquired. The obligations are conditional on theuoence of future events. Uncertainty about threniy or settlement of the obligation is
factored into the measurement of the liability. Amts recorded for the related assets are incrégstite amount of these obligations. Over
time, the liabilities increase due to the changihair present value, and the initial capitalizedts are depreciated over the useful life of the
related assets. The liabilities are eventuallyngxtished when the asset is taken out of service.

Non-operating Assets

The Company periodically evaluates the fair valfigsonon-current investments and other non-opegagissets against their carrying value
whenever market conditions indicate a change inftiavalue. Any changes relating to declineshia tair value of non-operating assets are
charged to non-operating expense under the cafiiithrer” in the “Consolidated Statements of Comprediee Income (Loss)”.

Equity Method of Accounting

The Company accounts for investments of greater 2086 in affiliates, which are not under Compangtoal, by the equity method. Under
this method, our equity investments are carriegcqtisition cost, increased by the Company’s priiquaite share of the investee’s net income
and decreased by the proportionate share of tlestieg’s net losses and by cash distributions redelvarnings of equity method investments
are recorded to operating revenues.

Goodwill and Other I ntangible Assets

Gooduwill is assessed for impairment annually, orerfeequently if events or changes in circumstanmeéisate potential impairment. The
Company may first assess qualitative factors terd@ne whether it is more-likely-than-not that tteerying value of its single reporting unit
exceeds its fair value. If this assessment indéictitat it is more-likely-than-not that the carrywegue of the reporting unit exceeds its fair
value, a two-step quantitative assessment willdmepteted. The first step consists of comparingctiveying value of the reporting unit with its
estimated fair value. The Company determines ttimated fair value of its reporting unit utilizirgdiscounted cash flow valuation technique.
Significant estimates used in the valuation incladémates of future cash flows, both future shemtq and long-term growth rates and the
estimated cost of capital for purposes of detemgjr@ discount factor. If the carrying value of thporting unit exceeds its estimated fair value
the Company will determine the implied fair valudte goodwill and an impairment loss will recogadzto the extent the carrying value of
goodwill exceeds the implied fair value. The Comparay, at its option, bypass the qualitative assess and proceed directly to the two-step
guantitative assessment.

Other indefinite-lived intangible assets, consiptif licenses for wireless spectrum, are statembsitand are not amortized but are assessed f
impairment annually, or more frequently if eventsbanges in circumstances indicate potential impamnt. The Company may first assess
qualitative factors to determine whether it is mibkely-than-not that the fair value of the licesde less than their carrying value. If it is
determined that impairment of the licenses is nlikedy-than-not, the Company will record an impa@nt charge to the extent their carrying
value exceeds their estimated fair value. The Caomppaay, at its option, bypass the qualitative assesnt and proceed directly to the
guantitative assessment. The Company reassesses¢fiaite-life determination of these licensesaoguarterly basis.

Debt | ssuance Costs and Discounts

Debt issuance costs, including underwriter’'s faes @ther associated costs, are capitalized andtaexito interest expense using the straight:
line method, which approximates the effective ias¢method over the term of the related instrumérabt discounts are accreted to interest
expense using the effective interest method.

Preferred Stock

The Company has 5,000 shares of $0.01 par valderprd stock authorized, none of which were issuredlutstanding at December 31, 2012
and 2011.
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2012, 2011 and 2010

(In Thousands, Except Per Share Amounts)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

Revenue Recognition

Substantially all recurring non-usage sensitiveiserrevenues are billed one month in advance esmdeferred until earned. Nogeurring an
usage sensitive revenues are billed in arrearsasnrecognized when earned. Certain of the Companyidled products and services,
primarily in wireless, have been determined todanue arrangements with multiple deliverablesallainsideration received in these
arrangements is allocated and measured usingafratscounting within the arrangement based oniveldair values. Wireless offerings
include wireless devices and service contracts tegjether in the Company’s stores and agent latstibhe device and accessories associate
with these direct and indirect sales channelseregnized at the time the related wireless degis®id and is classified as equipment sales.
Monthly service revenue from the majority of then@fany’s customer base is recognized as servicasmdered. Revenue earned from the
Company'’s Lifeline customer base is less certathianherefore recognized on the cash basis as guatgnare received.

Prior to the Company’s conversion to price-cap camypstatus effective July 1, 2009, the Companyigpgated in interstate access revenue
pools with other telephone companies. These poets funded by long distance revenue and accesgesheggulated by the Federal
Communications Commission (“FCC”). Much of the istate access revenue was initially recorded basezstimates which were derived
from interim financial information, available septons studies and the most recent informationlavia about achieved rates of return. These
estimates are subject to adjustment in future atduy periods as additional operational informati@comes available to the Company. To the
extent that disputes arise over revenue settlenresCompany’s policy is to defer the recognitidmevenue until settlement methodologies
are resolved and finalized. The Company’s defereednue was $3,490 and $3,934 at December 31,&812011, respectively.

Concentrations of Risk

Verizon Wireless (“Verizon”), the Company’s primaigaming partner outside of Alaska and a custommewhich it provides roaming services
in Alaska, accounted for 16.4% and 12.4% of the @amy’s consolidated revenues in 2012 and 2011eotisply. Total roaming revenue
accounted for 15.0% and 11.1% of the Company’sadafeted revenues in 2012 and 2011, respectivdig. Company currently expects that
when Verizon begins operating in the Alaska maik@013, it could lose a substantial portion of thaming revenue generated from Verizon.
The Company could also lose roaming revenue frdrarqiartners if they moved their roaming relatigpgb Verizon, or if the Company
retains the relationship, but the presence of \darizoupled with the Company’s other competitoushed down market rates for roaming
charges. No other customers, individually, repreaanaterial concentration of risk.

Cash is maintained with several financial instdns. Deposits held with banks may exceed the anwfinsurance provided on such deposits
and the Company enters into arrangements to cllate these amounts with securities of the undegl§inancial institutions. Generally, these
deposits may be redeemed upon demand. The Compamphexperienced any losses on such deposits.

The Company also depends on a limited number gfl®rp and vendors for equipment and servicestéanétwork, and in the case of systems
one of the Company’s billing platforms is provide a hosted basis. The Company’s subscriber bakeparating results could be adversely
affected if these suppliers experience financiadredit difficulties, service interruptions, or ettproblems.

At December 31, 2012, approximately 69% of the Canyfs employees are represented by the Interndtiznatherhood of Electrical
Workers, Local 1547 (“IBEW"). The Master CollectiBargaining Agreement (“CBA”) between the Compang ¢he IBEW expires on
December 31, 2015. This agreement governs the t@nchgonditions of employment for all IBEW represehemployees working for the
Company in the state of Alaska. The Company consideployee relations to be good; however any ibeédion in that relationship would
have a negative impact on the Company’s operations.

The Company provides voice, broadband and manadeecbmmunication services to its customers througAtaska. Accordingly, the
Company'’s financial performance is directly infleed by the competitive environment
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2012, 2011 and 2010

(In Thousands, Except Per Share Amounts)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

in Alaska, including the anticipated entrance ofi¥en into the Alaskan telecom market in 2013, bpagconomic factors specifically in
Alaska. The most significant economic factor is lédneel of Alaskan oil production since the statalimost entirely dependent on this resource
for its general operating revenue. Other factoflsémcing the Alaskan economy include the leveioafrism, government spending, and the
movement of United States military personnel. Apyedioration in these factors would likely haveegyative impact on the Company’s
performance.

As an entity that relies on the FCC and state edgny} agencies to provide stable funding sourcesduide services in high cost areas, the
Company is also impacted by any changes in reguiair future funding mechanisms that are beirgptished by these regulatory agencies.
In 2012, 11.1% of the Company’s revenues were ddrftom Universal Service Fund funding for wirel€smpetitive Eligible
Telecommunications Carriers and high cost supponivireline carriers. Both funding mechanisms amdargoing substantial changes and are
expected to be a declining source of revenue ®bmpany in the future.

Advertising Costs

The Company expenses advertising costs as incuktabrtising expense totaled $6,204, $6,761 an87¥in 2012, 2011 and 2010,
respectively and is included in “Selling, genenadl @dministrative expense” in the Company’s “Coitlstieéd Statements of Comprehensive
Income (Loss)".

Income Taxes

The Company utilizes the asset-liability methododounting for income taxes. Under the asset-ltghiitethod, deferred taxes reflect the
temporary differences between the financial ancbssis of assets and liabilities using the enatztedates in effect in the years in which the
differences are expected to reverse. Deferreddssta are reduced by a valuation allowance toxtemethat management believes it is more-
likely-than-not that such deferred tax assets will not bezedliThe Company evaluates tax positions takermrated to be taken in the cot
of preparing its financial statements to determimether the tax positions are “more-likely-than*raftbeing sustained by the applicable tax
authority. The Company records interest and persaftr underpayment of income taxes as incomexperese.

Taxes Collected from Customers and Remitted to Government Authorities

The Company excludes taxes collected from custoaredgpayable to government authorities from revemages payable to government
authorities are presented as a liability on theri€ttidated Balance Sheets”.

Regulatory Accounting and Regulation

The local telephone exchange activities of the Camygpare subject to rate regulation by the FCCritarstate telecommunication service and
the Regulatory Commission of Alaska (“RCA”) foriiastate and local exchange telecommunication ser¥ite Company, as required by the
FCC, accounts for such activity separately. Lorggagice services of the Company are subject toaggnlas a non-dominant interexchange
carrier by the FCC for interstate telecommunicatiervices and the RCA for intrastate telecommuitinagervices. Wireless, Internet and ol
non-common carrier services are not subject toreggalation.

Derivative Financial | nstruments

The Company does not enter into derivative cordrimtspeculative purposes. The Company recogaitesset or liability derivatives at fair
value. The accounting for changes in fair valueoistingent on the intended use of the derivativkitdesignation as a hedge. Derivatives
are not hedges are adjusted to fair value throaghiregs. If a derivative is a hedge, dependinghemature of the hedge, changes in fair value
either offset the change in fair value of the hebggsets, liabilities or firm commitments througinrengs, or are recognized in other
comprehensive income until the hedged transacsioadognized in earnings. On the date a derivativdract is entered into, the Company
designates the derivative as either a fair valugash flow hedge. The Company formally assessdis,didhe hedge’s inception and on an on-
going basis, whether the derivatives that are uséédging transactions are highly effective insdtting changes in the fair values or cash
flows of hedged items. If the Company determines éhderivative is not highly effective as a hedgéhat it has ceased to be a highly effec
hedge, the Company discontinues hedge accountogpectively.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

The change in a derivative’s fair value relatethiineffective portion of a hedge is immediatedgagnized in earnings. Amounts recorded to
accumulated other comprehensive income (loss) fhedate of the derivative’s inception to the d#taeffectiveness are amortized to
earnings over the remaining term of the hedged.itbthe hedged item is settled prior to its oraig scheduled date, any remaining
accumulated comprehensive income (loss) assoaidtedhe derivative instrument is reclassified &oréngs. Termination of a derivative
instrument prior to its scheduled settlement dadg nesult in charges for termination fees.

Dividend Policy

The Company'’s dividend is set by the Company’s BadrDirectors and is subject to the terms of #siSr Credit Facility, as amended, and
the continued current and future performance anddity needs of the Company. Dividends on the Camyfs common stock are not
cumulative. In the first three quarters of 2011 andach of the four quarters of 2010, the CompsuBgard of Directors declared a quarterly
cash dividend of $0.215 per share of common stoc®0.86 per share on an annualized basis. ThedBddirectors reduced the quarterly
cash dividend payment to $0.05 per share effeatitiee fourth quarter of 2011. In the fourth quad&2012, the Board of Directors suspendec
the cash dividend, and there are currently no plamsinstate the dividend. Further, the paymemash dividends is not permitted until such
time that the Company’s Total Leverage Ratio ismote than 3.50 to 1.00. As of December 31, 20i&2 ompany’s Total Leverage Ratio
was 4.42 to 1.00.

Share-based Payments
Restricted Stoc

The Company determines the fair value of restristedk based on the number of shares granted argutited market price of the Company’s
common stock on the date of grant, discounted$tmated dividend payments that do not accruedethployee during the vesting period.

Performance Share Unit*PSUs")

The Company re-measures the fair value of each&®#dch reporting period and records adjusted eepatiributable to such period based or
changes to the expected performance period ovditie of the Company’s common stock, or if the P8thigrwise vest, expire, or are
determined by the Compensation Committee to bdeiglto vest prior to expiration. Compensation engeeis recorded over the expected
performance period.

Stock-settled Stock Appreciation Rights (“SSARS”)

The Company computes the fair value of each SSAReadlate of grant using the same Black-Scholeingrimethodology that its uses to
compute the fair value of a stock option on the @any’s common stock.

Stock Options

The fair value for each stock option granted wéisrneded at the date of grant using a Black-Schopemn pricing model. Expected volatilities
are based on historical volatilities of the Compargommon stock; the expected life represents thghtex average period of time that opti
granted are expected to be outstanding giving densfion to vesting schedules and the Companyteridal exercise patterns; the dividend
yield is based on dividend yield of the optionksrprice at grant date; and the risk free interast on the grant date, is based on the lowes
effective Federal Funds interest rate stated btierd of Governors of the Federal Reserve Sys&tatk options have not been granted since
2005.

Tax Treatment

Stock-based compensation is treated as a tempdiféegence for income tax purposes and increasksrae tax assets until the compensation
is realized for income tax purposes. To the exttemitrealized tax benefits exceed the book basegbensation, the excess tax benefit is
credited to additional paid in capital.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

Pension Benefits
Multi-employer Defined Benefit Plan

Pension benefits for substantially all of the Comps Alaska-based employees are provided througlithska Electrical Pension Fund. The
Company pays a contractual hourly amount basedmmiogee classification or base compensation. Tlearaalated benefits and plan assets
are not determined for, or allocated separatelyhtjndividual employer.

Defined Benefit Pla

The ACS Retirement Plan, which is the Company’s sotlgleemployer defined benefit plan, covers certain eygds previously employed
Century Telephone Enterprise, Inc. and is frozére Tompany recognizes the over-funded or underedisthtus of this plan as an asset or
liability on its balance sheet and recognizes cbarg that funded status in the year in which thenges occur. The ACS Retirement Plan’s
accumulated benefit obligation is the actuariabpra value, as of the Company’s December 31, 2@&sarement date, of all benefits
attributed by the pension benefit formula. The ama@i benefit to be paid depends on a number ofréu¢vents incorporated into the

pension benefit formula, including estimates ofdlierage life of employees or survivors and aveyages of service rendered. It is measured
based on assumptions concerning future intere=t eatd future employee compensation levels. Unrezed prior service credits and costs
net actuarial gains and losses are recognized¢asiponent of other comprehensive income, net of tax

Defined Contribution Plai

The Company provides a 401(k) retirement savinga pbvering substantially all of it employees. Dé$imnary company-matching
contributions are determined by the Board of Divext

Earnings per Share

The Company computes earnings per share base@ ovetghted number of shares of common stock amdieél potential common share
equivalents outstanding.

Recently Adopted Accounting Pronouncements

In May 2011, the Financial Accounting Standardsrddqa~ASB”) issued Accounting Standards Update ((KBNo. 2011-04 Fair Value
Measurement (Topic 820): Amendments to Achieve @onfiair Value Measurement and Disclosure RequirdmignU.S. GAAP and IFR!
(“ASU 2011-04").The amendments contained in this ASU result in comfair value measurement and disclosure requir&meiJ.S. GAAF
and International Financial Reporting StandarddJA&811-04 is effective prospectively for interimdasannual periods beginning after
December 15, 2011 and was adopted by the Compahe ifirst quarter of 2012. See “Note 4 — Fair \éalMieasurements,” for the disclosure
requirements of ASU 2011-04. Adoption of ASU 20H4Lelid not have a material effect on the Compangtssolidated financial statements.

In June 2011, the FASB issued ASU No. 2011@&mnprehensive Income (Topic 220): Presentationah@ehensive Incom®ASU 2011-

05"). This ASU requires that the components ofinebme, the components of other comprehensive iecamd the total of comprehensive
income be presented as a single continuous finkbstei@ment or in two separate but consecutiverstants. The option of presenting other
comprehensive income in the statement of stockinglléguity is eliminated. This update also requitesspresentation on the face of the
financial statements of reclassification adjustredat items that are reclassified from other corhprsive income to net income in the
statements where the components of net incomehencbimponents of other comprehensive income asepied. In December 2011, the
FASB issued ASU No. 2011-12, which deferred thective date of the requirement to present reciassibn adjustments indefinitely. ASU
2011-05 and ASU 2011-12 are effective for fiscainge and interim periods within those years, bagmafter December 15, 2011. The
Company adopted ASU 2011-05, as amended by ASU-201ih the first quarter of 2012, and presentsmmime and comprehensive income
as a single financial statement.

In September 2011, the FASB issued ASU No. 2011r@8ngibles — Goodwill and Other (Topic 350): Tagtifor Goodwill Impairment

(“ASU 2011-08"). This ASU amends existing guidaigegiving an entity the option to first assess datle factors to determine whether it is
more-likely-than-not that the fair value of a rejrmg unit is less than its carrying amount. The ealikely-than-not threshold is defined as
having a likelihood of more than 50 percent. Ifesmity determines that it is more-likely-than-nioat the fair value of a reporting unit is less
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

than its carrying amount, then the performancéeftivo-step goodwill impairment test is require&WA2011-08 is effective for annual and
interim goodwill impairment tests performed forclid years beginning after December 15, 2011, ardadapted by the Company in the first
quarter of 2012. The Company conducts its annusssment of goodwill during the fourth quarter. piilon did not have a material effect on
the Company’s consolidated financial statements.

In July 2012, the FASB issued ASU No. 2012402angibles — Goodwill and Other (Topic 350): Tastindefinite-Lived Intangible Assets for
Impairment(*ASU 2012-02"). This ASU permits an entity first assess qualitative factors to determine whethemore-likely-than-not that
an indefinite-lived intangible asset is impairedaasasis for determining whether it is necessapetform the quantitative impairment test in
accordance with Subtopic 350-30. The more-likeprtimot threshold is defined as having a likelihobchore than 50 percent. If an entity
determines that it is more-likely-than-not thatiagefinitedived intangible asset is impaired, the fair vafifiehe asset is to be compared witt
carrying value. If the carrying value exceeds thiefalue, an impairment loss is recognized inaim@unt of that excess. An entity also has the
option to bypass the qualitative assessment prduigeASU 2012-02 for any indefinitésed intangible asset in any period and proceeectly

to performing the quantitative impairment test. éhtity will be able to resume performing the qulite assessment in any subsequent perio
ASU 2012-02 is effective for annual and interim aiyment tests performed for fiscal years beginrifigr September 15, 2012, or the
Company'’s 2013 fiscal year. Early adoption is péiedi The Company elected to adopt ASU 2012-0Bérfourth quarter of 2012 in
conjunction with its annual assessment of indeditiited intangible assets other than goodwill.

Recently | ssued Accounting Pronouncements

As of December 31, 2012, there were no recentlyeidsiccounting standards the future adoption ofhwisi expected to have a material effect
on the Company'’s future financial condition andufessof operations.

2.  ACCUMULATED OTHER COMPREHENSIVE LOSS
The following table provides the components of acclated other comprehensive loss at December 3P, 20d 2011:

2012 2011
Minimum pension liability adjustment $(3,49)) $(3,325)
Interest rate sway (5,749 (4,999
Accumulated other comprehensive i $(9,239) $(8,319)

3. EQUITY METHOD INVESTMENT

On August 31, 2010, the Company completed the mseelf a 49% interest in TekMate for a price 006@, The Company’s investment in
TekMate is accounted for under the equity methdek firice paid to acquire the Company’s share oh#tassets of TekMate differs from the
underlying book value of such net assets. This prenof $1,641 is accounted for as equity methoddgolb and is included within the “Equity
method investment” on the “Consolidated Balanceeg&h&The investment represents the Company’s maximaxposure to loss as a result of
the Company’s ownership interest. The purchasesaggat included a preferred distribution to theesslbf $698 payable from future earnings
after which the Company would commence recordiggliiare of TekMate’s earnings. The preferred bistion was completed during 2012
and the Company recorded $115 of equity earnin@pierating revenues in 2012. As of December 312 20&kMate had made cash
distributions to the Company totaling $147, inchgl32 representing distributions in excess ofGbmpany’s cumulative share of TekMate’s
earnings. This excess distribution was recordetirasurn of capital in the “Consolidated Statenafrifash Flows.” At December 31, 2012,
undistributed earnings of TekMate were zero.
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3. EQUITY METHOD INVESTMENT (Continued)

The following table provides the Company’s ownepshierest and investment in TekMate at DecembeRB12 and 2011:

Ownership Intere 2012 2011
TekMate, LLC 49% $2,02¢ 2,06(

4. FAIR VALUE MEASUREMENTS

The Company has developed valuation techniquesihgsm observable and unobservable inputs to edtethe fair value of non-current
monetary assets and liabilities. Observable inpftect market data obtained from independent ssuand unobservable inputs reflect interna
market assumptions. These two types of inputs eithat following fair value hierarchy:

» Level 1- Quoted prices for identical instruments in activarkets.

» Level 2-Quoted prices for similar instruments in active ke&s, quoted prices for identical or similar ingtents in markets that a
not active, and moc-derived valuations whose inputs are observablehmse significant value drivers are observa

» Level Z- Significant inputs to the valuation model are urestable.

The fair values of cash and cash equivalents,ictsdrcash, short-term investments, net accountivable, and payable, other short-term
monetary assets and liabilities and capital leappsoximate their carrying values due to their ratlihe fair value of the Company’s 2010
Senior Credit Facility, convertible notes and otloeig-term obligations of $492,738 at December2®,2, were estimated based on dealer
quoted prices (Level 1). The carrying values osthkabilities were $555,400 at December 31, 2012.

Fair Value Measurements on a Recurring Basis

Financial assets and liabilities are classifiethmfair value hierarchy in their entirety basedtomlowest level of input that is significant teet
fair value measurements. The Company’s assessrmt significance of a particular input to therfaalue measurements requires judgment
and may affect the valuation of the assets anditiab being measured, as well as their level mitihe fair value hierarchy.

The following table presents the liabilities measlat fair value on a recurring basis as of Decer@be2012 and 2011 at each hierarchical
level. There were no significant transfers intaot of Levels 1 and 2 during 2012.

December 31, 201, December 31, 201
Total Level 1 Level 2 Level & Total Level 1 Level 2 Level 2
Liabilities:
Other lon¢-term liabilities:
Interest rate sway $(9,819) $—  $9819 $—  $B8479) $—  $B847) $—

Fair Value Measurements on a Non-recurring Basis

During the fourth quarter of 2010, the Company rded an impairment charge of $2,285 associatedanifindoned assets. No impairment of
long-lived assets was recognized during 2012 aid 20

Derivative Financial | nstruments

The Company uses forward floating-to-fixed intemrasé swaps to manage variable interest rate Tis&.notional amounts of these swaps are
$192,500, $115,500 and $77,000 with interest raft€s463%, 6.470% and 6.475%, respectively, ingkisif a 4.0% LIBOR spread. The swi
began on June 30, 2012 and expire on Septemb2036,

The outstanding amount of the swaps as of a penddare reported on the balance sheet at fair viapeesented by the estimated amount the
Company would receive or pay to terminate the swapy are
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4. FAIR VALUE MEASUREMENTS (Continued)

valued using models based on readily observableehparameters for all substantial terms of theremts and are classified within Level 2 of
the fair value hierarchy. The swaps are includetDitner long-term liabilities” on the “Consolidat&hlance Sheet” at December 31, 2012 an(
2011.

On November 1, 2012, the effective date of the aimemnt to the Company’s Senior Credit Facility, asd result of the potential incremental
$65,000 principal payment on the term loan requingthis amendment in the event the AWN Transad@gsndefined in “Note 16 —
Commitments and Contingencies”) is completed, & determined that the swap in the notional amotifit82,500 no longer met the hedge
effectiveness criteria under Accounting StandaragifiCation (“ASC”) Topic 815Derivatives and HedgingAccordingly, hedge accounting
treatment was discontinued prospectively on thigpeffective November 1, 2012, and subsequent @sainghe fair value will be recognized
as interest expense. Amounts recorded to accurdutditer comprehensive loss from the date of theo®aaception through October 31, 2012
will be amortized to interest expense over theqeedf the originally designated hedged variable materest payments.

The following table presents information about filvevard floating-to-fixed interest rate swap in tihaional amount of $192,500 as of and for
the year ending December 31, 2012:

Reclassified from accumulated other comprehensise to interest expen $ 29z
Change in fair value credited to interest expe $ (23])
Estimated amount of accumulated other comprehetssgeto be reclassified to

interest expense within the next twelve mor $1,74¢

5.  ACCOUNTS RECEIVABLE
Accounts receivable — trade consists of the follmnat December 31, 2012 and 2011:

2012 2011
Customers $27,68¢ $25,63(
Connecting carrier 4,76¢ 4,43¢
Other 13,49: 12,71(
45,94: 42,77¢

Less: allowance for doubtful accoul (6,237) (5,78%)
Accounts receivab—trade, ne $39,71¢ $36,98¢

The allowance for doubtful accounts consists offthlewing at December 31, 2012, 2011 and 2010.

2012 2011 2010
Balance, December 31, 2011 $ 5,78¢ $ 6,61¢ $ 6,06¢
Provision for uncollectible accour 2,58¢ 2,33¢ 2,86:
Charged to other accour (@D} () (57)
Deductions (2,149 (3,159 (2,256
Balance, December 31, 20 $ 6,231 $ 5,78¢ $ 6,61¢
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6. PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment consist of the foillgrat December 31, 2012 and 2011:

Useful
2012 2011 Lives
Land, buildings and support assets* $ 256,55( $ 252,71¢ 2-4C
Central office switching and transmissi 375,00¢ 367,87! 3-12
Outside plant cable and wire faciliti 690,92: 682,43 15-50
Wireless switching and transmissi 86,90( 81,95¢ 3-3¢
Other 2,971 2,71¢ 2-5
Construction work in progre: 50,96¢ 40,89
1,463,32 1,428,59
Less: accumulated depreciation and amortize (1,052,45) (1,023,361)
Property, plant and equipment, | $ 410,86: $ 405,23

* No depreciation charges are recorded for I

The following is a summary of property held undepital leases included in the above property, atequipment at December 31, 2012
2011:

2012 2011

Land, buildings and support assets $ 23,07« $21,61¢
Less: accumulated depreciation and amortize (11,309 (9,375
Property held under capital leases, $11,77: $12,24:

Amortization of assets under capital leases inaudalepreciation expense for the years ended DieeeB1, 2012, 2011, and 2010 was
$1,934, $1,662 and $1,211, respectively. Futuréemmim payments, including interest, under theseeleéar the next five years and thereafter
are as follows:

2013 $1,87(C
2014 1,387
2015 92¢
2016 94t
2017 58t
Thereaftel 1,90¢
7,62¢

Interest (1,899
$5,73C

The Company leases various land, buildings, rigitrays and personal property under operating legseements. Rental expense under
operating leases for the years ended Decembei032, 2011 and 2010 was $9,997, $9,756 and $9,62pectively.
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6. PROPERTY PLANT AND EQUIPMENT (Continued)

Future minimum payments under these leases fardkefive years and thereafter are as follows:

2013 $ 9,85¢
2014 9,25:
2015 8,71¢
2016 7,64(
2017 5,91¢
Thereaftel 41,81(
$83,19:

7. ASSET RETIREMENT OBLIGATIONS

The Company’s asset retirement obligation is inetlioh “Other long-term liabilities” on the “Consdtited Balance Sheet” and represents the
estimated obligation related to the removal ofaiartell sites at the end of their operating ldas@ and disposal of certain property and
equipment (including batteries) in both leased @awded properties.

The following table outlines the changes in theuatglated retirement obligation liability:

Balance, December 31, 20 $5,83¢
Asset retirement obligatic 48¢
Accretion expens 412
Settlement of lease obligatio (159

Balance, December 31, 20 $6,58¢
Asset retirement obligatic 13z
Accretion expens 40t
Settlement of lease obligatio (180

Balance, December 31, 20 $6,94:

8. GOODWILL AND OTHER INTANGIBLE ASSETS

As a result of the Compars/teorganization of its reporting structure intsiregle reportable segment and single reportingiarte first quarte
of 2012, goodwill was reassigned to this singleorépg unit. In conjunction with this reorganization the first quarter and its annual
assessment of goodwill in the fourth quarter of2Qhe Company conducted qualitative assessmeiits gdodwill. These assessments
indicated that it was not more-likely-than-not tHze carrying value of its single reporting unitegded its fair value. Accordingly, the
Company concluded that its goodwill was not impaias of these assessment dates.

The Company’s wireless spectrum licenses have acirtierms of ten years, but are renewable indefinthrough a routine process involving a
nominal fee. These fees are expensed as incurhedCdmpany has determined that no legal, regulatomntractual, competitive, economic or
other factors currently exist that limit the usdfté of its Cellular, PCS and AWS licenses. Then@pany has concluded that these licenses
indefinite lives and, therefore, are not amortizadaccordance with the provisions of ASU 201240Bich was adopted in 2012, the Company
conducted a qualitative assessment of its wirapsstrum licenses. Based on this assessment, thpady determined it was not more-likely-
than-not that the carrying values of its spectriomrises exceed their fair value.
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8. GOODWILL AND OTHER INTANGIBLE ASSETS (Continued)

The original carrying value and accumulated impaimtof the Company’s goodwill and other indefiriteed intangible assets at December
2012, 2011 and 2010 was as follows:

Goodwill Other
Original carrying value $ 38,40 $24,11¢
Accumulated impairmer (29,557 —
Balance $ 8,85( $24,11¢

9. CURRENT LIABILITIES
Accounts payable, accrued and other current ligdsliconsist of the following at December 31, 2ah? 2011:

2012 2011
Accrued payroll, benefits, and related liabilities $16,98¢ $14,48t
Accounts payab—trade 24,75( 22,33.
Other 14,63¢ 12,09:

$56,37¢ $48,91¢

Advance billings and customer deposits consisheffbllowing at December 31, 2012 and 2011:

2012 2011
Advance billings $8,30¢ $8,481
Customer deposit 665 737

$8,97( $9,21¢

10. LONG-TERM OBLIGATIONS
Long-term obligations consist of the following a¢@mber 31, 2012 and 2011:

2012 2011

2010 senior credit facility term loan due 2016 $431,20( $435,60(
Debt discour—2010 senior credit facility term loan due 2( (2,796 (3,529
6.25% convertible notes due 20 120,00( 120,00(
Debt discour—6.25% convertible notes due 2C (11,609 (13,349
5.75% convertible notes due 2C 12,98( 26,66(
Debt discour—5.75% convertible notes due 2C (119 (1,529
Capital leases and other lc-term obligations 5,73: 5,694

555,40( 569,55«
Less current portio (21,629 (30,930
Long-term obligations, net of current porti $533,77. $538,62:
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10. LONG-TERM OBLIGATIONS (Continued)

The aggregate maturities of long-term obligatiasrsefach of the next five years and thereafter,etenber 31, 2012, are as follows:

2013 $ 21,74
2014 14,25¢
2015 15,36:¢
2016 396,73:
2017 424
Thereaftel 121,39:

$569,91:

6.25% Convertible Notes due 2018

On May 10, 2011, the Company closed the sale 0 ®0D aggregate principal amount of its 6.25% Cdihle Notes due 2018 (“6.25%
Note¢") to certain initial purchasers in a private plaant. The Company received net proceeds from tleeing of $115,636 after underwriter
fees and other associated costs. The Company ysadi@n of the proceeds to repurchase $98,34@ipahamount of its 5.75% Convertible
Notes due 2013'5.75% Notes”) at a premium of $6,874. In connattigth the repurchase, the Company recognizedsadnextinguishment
of debt of $13,445 for the difference between teeaarrying amount of the notes and the repurchasaint.

The 6.25% Notes are fully and unconditionally gunéead (“Note Guarantees”), on a joint and sevanakaured basis, by all of the Company’s
existing, majority owned subsidiaries, other tharicense subsidiaries, and certain of the Comjganjyure domestic subsidiaries
(“Guarantors”). The 6.25% Notes will pay interestrs-annually on May 1 and November 1 at a rate. 26% per year and will mature on

May 1, 2018.

The 6.25% Notes will be convertible at an initiahgersion rate of 97.2668 shares of common stoc&p©00 principal amount of the 6.25%
Notes, which is equivalent to an initial converspite of approximately $10.28 per share of comstock. The Company may not redeem
6.25% Notes prior to maturity.

Beginning on February 1, 2018, the 6.25% Noteslélconvertible by the holder at any time untillb@m., New York City time, on the
second scheduled trading-day immediately precetiegtated maturity date.

Prior to February 1, 2018, holder may convert t125% Notes:

» During any fiscal quarter beginning after JuneZm,1 following any previous fiscal quarter in whitte trading price of the
Company’s common stock equals or exceeds 130%eafdhversion price of the 6.25% Notes for at |@8@stradingdays during thi
last 30 tradin-days of the previous fiscal quart

» During any five business day period following aiweftrading-day period in which the trading pridetee 6.25% Notes is less than
98% of parity value on each day of that five trg-day period; an

» Upon the occurrence of certain significant corpatatnsactions, holders who convert their 6.25%ebldh connection with a
change of control, may be entitled to a make-wipoéanium in the form of an increase in the conversaie. In addition, upon a
change in control, liquidation, dissolution or délig, the holders of the 6.25% Notes may reqhieeGompany to repurchase for
cash all or any portion of their 6.25% Notes fo@%0of the principal amount plus accrued and unpatest.

As of December 31, 2012, none of the conditior®ndfig holders of the 6.25% Notes to convert, ounéag the Company to repurchase the
6.25% Notes, had been met.

Additionally, the 6.25% Notes contain events ofadeff which, if they occur, entitle the holders b&16.25% Notes to declare them to be
immediately due and payable. Those events of dafallide: (i) payment defaults on either the ndtesnselves or other large obligations;
(i) failure to comply with the terms of the notesid (iii) most bankruptcy proceedings.

The 6.25% Notes are unsecured obligations, subatetinn right of payment to the Compasigbligations under its 2010 Senior Credit Fac
as well as certain hedging agreements within thenimng of the
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Company’s 2010 Senior Credit Facility. The 6.25%dsalso rank equally in right of payment withaflthe Company’s other existing and
future senior indebtedness and are senior in gfpaiyment to all of the Company’s future subortédeaobligations. The Note Guarantees are
subordinated in right of payment to the Guarantobdigations under the Company’s 2010 Senior Creddility as well as certain hedging
agreements within the meaning of the Company’s Z&diior Credit Facility.

Convertible debt instruments that may be settlethsh upon conversion, including partial cashesgigiht, must be accounted for by bifurca
the liability and equity components of the instruntsein a manner that reflects the entity’s non-@stisle debt borrowing rate when interest
cost is recognized in subsequent periods. The Coyngaplied this rate to the $120,000 6.25% Noté#srdating the notes into the liability
portion and the equity portion attributable to tdomversion feature of the notes. In doing so, tam@any used the discounted cash flow
approach to value the debt portion of the notes. @sh flow stream from the coupon interest paysnamdl the final principal payment were
discounted at 8.61% to arrive at the valuationg Thmpany used 8.61% as the appropriate discotnafi@r examining the interest rates for
similar instruments issued in the same time fraonesiimilar companies without the conversion featilitee equity component of the 6.25%
Notes was $8,500, net of a tax benefit of $5,

Further, while it is the Company’s intent to settle principal portion of this debt in cash, untter provisions of ASC 26&arnings per Share
(“ASC 260"), the Company must use the “if convettadbthod in calculating the diluted earnings pearsheffect of the assumed conversion of
the contingently convertible debt. Under the “ihwerted” method, the after tax effect of interegiense related to the convertible securities is
added back to net income and the convertible dedsssumed to have been converted into common atdbk earlier of the debt issuance date
or the beginning of the period. The Company’s cotilvle debt was anti-dilutive for the twelve mongériods ended December 31, 2012, 2011
and 2010.

The following table includes selected data regaydire 6.25% Notes as of December 31, 2012 and 2011:

2012 2011
Net carrying amount of the equity compon $ 8,191 $ 8,191
Principal amount of the convertible no $ 120,00( $ 120,00(
Unamortized debt discou $ 11,60: $ 13,34
Amortization period remainin 64 month 76 month
Net carrying amount of the convertible no $ 108,39t $ 106,65

The following table details the interest componaftthe 6.25% Notes contained in the Company’s ‘Sidated Statements of
Comprehensive Income (Loss)” for the year endecebBder 31, 2012 and 2011:

2012 2011
Coupon interest expense $7,507 $4,81¢
Amortization of the debt discou 1,741 1,08¢
Total included in interest expen $9,24¢ $5,90¢

2010 Senior Secured Credit Facility

In the fourth quarter of 2010, the Company completéransaction whereby it entered into its $470,@010 Senior Credit Facility and used
$440,000 of term loan borrowings under that fagilibgether with available cash on hand, to repdyli and redeem the $425,889 of
outstanding principal under the Company’s 2005@erriedit facility, together with interest accrubéreon, to unwind three interest rate swap
agreements associated with the 2005 senior ciediity at a cost of $11,145 and pay underwritéistounts and transaction fees and expens
associated with the refinancing transaction. Thengany recorded a $13,339 loss on the extinguishofedebt in 2010.

The 2010 Senior Credit Facility was amended effeciovember 1, 2012. As discussed below, certamg@f the amendment were effective
immediately and certain terms are effective upamaomation of the AWN Transaction.
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The $440,000 term loan outstanding under the S&nedit Facility was recorded net of a 1.0% dis¢pan$4,400, of the debt issuance.
Quarterly principal payments equal to 0.25% ofdhginal principal balance, or $1,100, were dueileigg in the first quarter of 2011.
Quatrterly principal payments increase to $1,8253@3 and $3,675 in the quarters beginning Janua2913, 2014 and 2015, respectively, anc
decrease to $3,300 in the quarter beginning Jariy#916.

The Senior Credit Facility also includes a $30,88lving credit agreement, which was undrawn a@edember 31, 2012. Outstanding let
of credit totaling $2.1 million were committed agsti this amount as of December 31, 2012.

The term loan and revolving credit agreement, éoextent drawn, bear interest at a rate of LIBQR @l.0% with a LIBOR floor of 1.5%.
Upon consummation of the AWN Transaction, the idérate of both the term loan and revolving cradieement increase to LIBOR plus
4.75% with a LIBOR floor of 1.5%. In the event th&/N Transaction is not consummated by March 3132@e existing interest rates of
LIBOR plus 4.0% will increase 25 basis points begig March 31, 2013, and every other month theeeaiintil LIBOR plus 4.75% is achiev
(or if earlier, the date the AWN Transaction is s@mmated). The interest rate of the term loan axdlving credit facility will be reduced to
LIBOR plus 4.50% when the Company’s Total LeverRgdio, as defined, reaches 4.00 to 1.00 or loweth& extent the revolving credit
facility is not drawn, the Company will pay an aahaommitment fee of 0.625% of the average dailgrawn principal amount over its term.

The term loan matures on October 21, 2016 andeth@ving credit agreement matures on October 2152Mless accelerated pursuant to an
event of default or as described below. The Revdheeility shall be available on a revolving basising the period commencing on
October 21, 2010 and ending five (5) years afterdbsing date, unless otherwise agreed by thereztjuenders and as described below.

The credit facilities also provide for events ofaiét customary for credit facilities of this typgacluding non-payment, defaults on other debt,
misrepresentation, breach of covenants, represemadnd warranties, and insolvency and bankrupttter the occurrence of an event of
default and for so long as it continues, the Adstnaitive Agent or the Requisite Lenders, as defindgtle Credit Agreement, may increase the
interest rate then in effect on all outstandinggailons by 2.0%. Upon an event of default relatimgnsolvency, bankruptcy or receivership,
the amounts outstanding under the credit faciliwiésbecome immediately due and payable and thdde commitments will be automatically
terminated. Upon the occurrence and continuatieamgfother event of default, the Administrative Agand/or the Requisite Lenders may
accelerate payment of all obligations and termitta¢éelenders’ commitments under the credit faetiti

In connection with the Senior Credit Facility, tBempany entered into forward floating-to-fixed st rate swaps and a buy back of the 1.59
LIBOR floor, as a component of its cash flow hedgatrategy. The notional amounts of the swaps 882 $00, $115,500 and $77,000 with
interest rates of 6.463%, 6.470% and 6.475%, reéispdg inclusive of a 4.0% LIBOR spread. The swapgan on June 30, 2012 and continue
through September 30, 2015. Payments on these skapsirrently expected to be approximately $95parter during this period. To
protect against movements in LIBOR prior to thetstthe swaps, the Company acquired an inteetstaap at a cost of $119 for the period
between December 31, 2010 and June 30, 2012, gpp[B®OR at 3.0% on a notional principal amount 88%,000.

The Senior Credit Facility contains a number ofrieve covenants and events of default, includiogenants limiting capital expenditures,
incurrence of debt and payment of cash dividendgntent of cash dividends is not permitted untilstime that the Company’s Total
Leverage Ratio as defined is not more than 3.8006. As of December 31, 2012, the Company’s Tiotgkrage Ratio was 4.42 to 1.00. The
Senior Credit Facility also requires that the Comypachieve certain financial ratios quarterly.

Substantially all of the Company’s assets, inclgdimse of its subsidiaries, have been pledgedl&gearal for the Senior Credit Facility.

5.75% Convertible Notes due 2013

On April 8, 2008 the Company closed the sale of5§1@0 aggregate principal 5.75% Notes due Mar@913. The 5.75% Notes were sold
private placement pursuant to Rule 144A under #muBties Act of 1933. The Company received neteeals from the offering of $110,053
after underwriter fees, the convertible note heggeceeds from the warrant and other associatdd.obs discussed above, in May 2011, the
Company utilized proceeds from the sale of its G 28otes to repurchase $98,340 principal amourtt@bt75% Notes. The balance of the
outstanding 5.75% Notes at December 31, 2012 w293Q.
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The 5.75% Notes are unsecured obligations of thregamy, subordinate to its obligations under its®8&nior Credit Facility, pay interest
semi-annually in arrears on March 1 and Septemloéreach year and will be convertible upon satiéfacof certain conditions. Upon
conversion, holders will receive an amount in ca$lares of the Company’s common stock or a conibmaft both. The 5.75% Notes are
guaranteed by substantially all of the Comparggisting subsidiaries. Holders of the 5.75% Nat#ishave the right to require the Company
repurchase all or some of their notes at 100%eif fhrincipal, plus any accrued interest, uponabeurrence of certain events.

Concurrent with the issuance of the 5.75% Notes(bmpany entered into convertible note hedge actimns with an affiliate of one of the
initial purchasers and certain other financialitnibns for the purpose of reducing the poterdiition to common stockholders. If the
Company is required to issue shares of its comrtak sipon conversion of the 5.75% Notes, the Compas the option of receiving up to
9,266 shares of its common stock when the pribetween $12.90 and $16.42 per share upon conveidienCompany entered into warrant
transactions with the same counterparties wheted¥inancial institutions have the option of re@egvup to the same number of shares of the
Company’s common stock when the price exceeds 84 share upon conversion. The convertible netlgé had a cost of $20,431 and has
been accounted for as an equity transaction inrdaoce with ASC Topic 815-4Derivatives and Hedging — Contracts in Entity’s Oiuity
(“ASC 815-40"). Tax benefits of $1,056 were recatder the year ended December 31, 2008, as antdffske hedge. All future tax benefits
from the deduction related to the purchase of #lleoption, as part of the convertible note hedgegaction, will be recorded to additional paic
in capital over the term of the hedge transacfidgve Company received proceeds of $9,852 relatéitetsale of the warrants, which has been
classified as equity because they meet all of thuty classification criteria within ASC 815-40.

The call options purchased and warrants sold cqmeameously with the sale of the 5.75% Notes augtyqontracts that meet the paragraph
15(74) scope exception of ASC Topic 815-10, ancthato not need to be marked-to-market through egsnin addition, since the call option
and warrant transactions are accounted for asyegaitsactions, the payment associated with thehase of the call options and the proceeds
received from the issuance of the warrants wererded in Additional paid in capital in stockholdezguity as separate equity transactions.

Each $1,000 principal of the 5.75% Notes are cdiblerinto 77.5014 shares of the Company’s comntoaks which is the equivalent of
$12.90 per share, subject to adjustment upon tberemnce of specified events set forth under thragef the note. Upon conversion, subjec
certain covenants under its existing credit fagilihe Company intends to pay the holders the eakle of the applicable number of shares of
its common stock, up to the principal amount ofribée. Amounts in excess of the principal balaneg btre paid in cash or in stock at the
Company’s option. Holders may convert their nogegheir option, at any time prior to the closéasiness on the business day immediately
preceding the maturity date for the notes undefdahewing circumstances:

» during any fiscal quarter after the fiscal quageded June 30, 2008 (and only during any suchlfigeater), if the last reported s
price of the Company’s common stock for at leastra@ing-days in the period of 30 consecutive trgetlays ending on the last
trading-day of the immediately preceding fiscal jesais equal to or more than 130.0% of the corigarprice of the notes on the
applicable tradin-day;

» during the five scheduled trading-day period aftey five consecutive trading-day period (the “meamsent period”) in which the
trading price per $1,000 principal amount of théesdor each day of the measurement period wasHassthe 98.0% of the prodi
of the last reported sale price of the Com|'s common stock and the conversion rate of the rwtesach such day;

» upon the occurrence of specified corporate trarmatescribed in the indenture governing the ni

In addition, holders may also convert their notée common stock of the Company at their optioargt time beginning on November 1, 2012
and ending at the close of business on the seatradisled trading-day immediately preceding the nitgttdate for the notes, without regard to
the foregoing circumstances. The Notes cannot bedcor cash payment prior to their maturity dateMarch 1, 2013.

F-24



Table of Contents

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2012, 2011 and 2010

(In Thousands, Except Per Share Amounts)

10. LONG-TERM OBLIGATIONS (Continued)

Holders who convert their notes in connection witthange of control may be entitled to a make-wpadenium in the form of an increase in
the conversion rate. In addition, upon a changmirtrol, liquidation, dissolution or delisting, thelders of the notes may require the Compan
to repurchase for cash all or any portion of theites for 100% of the principal amount plus accraied unpaid interest. As of December 31,
2012, none of the conditions allowing holders @&f tiotes to convert, or requiring the Company tarepase the notes, had been met. The
Company may not redeem the 5.75% Notes prior tairitat

While it is the Company’s intent to settle the pipal portion of this debt in cash, under the psamns of ASC 260, the Company must use the
“if converted” method in calculating the dilutedreimgs per share effect of the assumed converditmedCompany’s contingently convertible
debt. Under the “if converted” method, the after éffect of interest expense related to the coitersecurities is added back to net income
and the convertible debt is assumed to have bemreded into common stock at the earlier of thet dgtuance date or the beginning of the
period. The Company’s convertible debt was antidlie for the twelve month periods ended Decemiie£812, 2011 and 2010.

Also in accordance with ASC 260, the warrants solconnection with the hedge transaction will haeempact on earnings per share until the
Company'’s share price exceeds $16.42. Prior tacesesrthe Company will include the effect of adufithl shares that may be issued using the
“treasury stock” method. The call options purchaaegart of the hedging transaction were dittitive as of December 31, 2012 and, there
had no effect on earnings per share.

As a convertible debt instrument that may be sikttiecash upon conversion, including partial casttlesment, the Company bifurcated the
liability and equity portions of the 5.75% Notesngsthe discounted cash flow approach to valued#i# portion. The cash flow stream from
the coupon interest payments and the final prin@pgment were discounted at 11% to arrive at #ilaations. The Company used 11% as the
appropriate discount rate after examining the egerates for similar instruments issued in theesime frame for similar companies without
the conversion feature.

The following table includes selected data regaydime 5.75% Notes as of December 31, 2012 and 2011:

2012 2011
Net carrying amount of the equity compon $ 1,46 $ 3,00z
Principal amount of the convertible no $ 12,98( $ 26,66(
Unamortized debt discou $ 114 $ 1,52¢
Amortization period remainin 2 month: 14 month
Net carrying amount of the convertible na $ 12,86¢ $ 25,13

The following table details the interest componaftthe 5.75% Notes contained in the Company’s ‘idated Statements of
Comprehensive Income (Loss)” for the years endezkBer 31, 2012 and 2011, respectively:

2012 2011
Coupon interest expense $1,25¢ $3,54¢
Amortization of the debt discou 1,06( 2,66
Total included in interest expen $2,31¢ $6,20¢

Capital Leases and Other Long-term Obligations

The Company is a lessee under various capitaldemsa other financing agreements totaling $5,782%694 with a weighted average
interest rate of 8.25% and 8.86% at December 312 20id 2011, respectively.

Debt | ssuance Costs

The Company capitalized $3,167 in debt issuances @osurred in connection with the amendment t&#gior Credit Facility in 2012. In 201
the Company capitalized $4,364 in debt issuances dosurred in the sale of its
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6.25% Notes. The Company also capitalized $84 &2i7$ in debt issuance costs incurred in obtaiit;18010 Senior Credit Facility in 2011
and 2010, respectively. Amortization of debt issigacosts, included in “Interest expense” in theri€uidated Statements of Comprehensive
Income (Loss)” and reported in the “Consolidateat&nents of Cash Flows” for 2012, 2011 and 2018, $13961, $3,073 (inclusive of a write
off of $1,019 in debt issuance costs on the re@setof its 5.75% Notes) and $4,651 (inclusive wfite off of $2,182 in debt issuance costs
the 2005 Senior Secured Credit Facility), respebfiv

Debt Discounts

Accretion of debt discounts in the “Consolidatedt&tents of Cash Flows” for 2012, 2011 and 2010¢#8,811, $9,834 (inclusive of a write
off of $5,352 in debt discounts on the 5.75% Nogag) $5,023, respectively.

11. INCOME TAXES

The Company accounts for income taxes under thet-ability method. Deferred income taxes refléw net tax effects of temporary
differences between the carrying amounts of assetdiabilities for financial reporting purposesiaghe amounts used for income tax purpa
Significant components of the Company’s deferredassets and liabilities as of December 31, 20122811, respectively, are as follows:

2012 2011
Deferred tax asset
Net operating loss carry forwar $ 81,03¢ $ 67,60¢
Property, plant and equipme — 13,911
Reserves and accrus 10,86: 7,787
Intangibles and goodwi 2,031 6,332
Fair value on interest rate swe 4,01( 3,48¢
Pension liability 3,33¢ 3,46¢
Allowance for doubtful accoun 2,561 2,37¢
Alternative minimum tax carry forwai 2,261 2,261
Other 614 2,23:
Total deferred tax asse 106,71 109,46¢
Valuation allowanct (1,900 (5,500
Deferred tax assets after valuation allowa 104,81. 103,96¢
Deferred tax liabilities
Debt issuance cos (4,657) (5,89¢)
Crest outside tax basis differer (18,66() (18,660)
Property, plant and equipme (4,157 —
Total deferred tax liabilitie (27,469 (24,559
Net deferred tax ass $ 77,35( $ 79,41(

In the years ended December 31, 2012, 2011 and #E.Company generated taxable losses which vitset by tax benefits related to net
operating losses (“NOLs"). Offsetting the losség, €Company recorded tax benefits related to NObeigaed in both years. Additionally, as
discussed below, during the second quarter of 20d Company recorded a $29,678 deferred tax exmaiseg from the IRS audit of Crest's
income tax returns for 2006 through 2008.

The Company files consolidated income tax returitls all if its subsidiaries for U.S. Federal purpesaaind with the States of Alaska, Oregon
and Idaho. The Company filed returns in Califorama Texas for its subsidiary ACS Internet, Inc. Twmmpany also filed returns in Maryland,
Massachusetts, Missouri, New Jersey and Virginiatosubsidiary ACS Cable Systems, Inc. The IR@@leted its audit of the Company’s
2008 and
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2009 returns in 2012. The IRS disallowed $862 ipréeiation and amortization on assets acquired foest based on the same arguments th
IRS used in the Crest audit discussed below. Exaepescribed below, the Company is not awareytantroversial or unsupported positic
taken on its tax returns that have not either iesalved in prior audits, by amending prior retuon®y adjusting NOL carry forwards to rec
its filings. The Company is no longer subject tamination for years prior to 2009. The Compangtirrent income tax receivable was zero
$24 at December 31, 2012 and 2011, respectively.ddmpany’s long term income tax receivable wag&Rat both December 31, 2012 and
2011.

The following table provides a reconciliation oétfederal statutory tax at 35% to the recordeddarense) benefit for the years ended
December 31, 2012, 2011 and 2010, respectively:

2012 2011 2010
Computed federal income taxes at the statutory rate $(8,117) $ (4,24) $ 292
(Expense) benefit in tax resulting fro

State income taxes (net of federal ben: (864) (2,109 (4,937
Other 167 (58¢) (515)
Rate chang — — (29)
Stoclk-based compensatic (35 (32 (52
Valuation allowanct 3,06¢ (4,689 —
Federal portion of uncertain tax positi — — (24,617

Total income tax expen: $(5,78%) $(11,64¢) $(29,857)

The income tax provision for the years ended Deeer8i, 2012, 2011 and 2010 was comprised of thewolg charges:

2012 2011 2010
Current:
Federal income ta $ — $ — $ 2,74
State income ta (12 — 38
Total current benefi (12 — 2,781
Deferred:
Federal income ta (7,2272) (4,247 (27,327
State income ta (2,149 (1,899 (5,310
Change in valuation allowan 3,60( (5,500 —
Total deferred expens (5,77)) (11,646 (32,637
Total income tax expen: $(5,78%) $(11,64¢) $(29,857)

The Company accounts for income tax uncertaintsésgua threshold of “more-likely-than-nati accordance with the provisions of ASC Tc¢
740,Income Taxe§'ASC 740"). The Company has reviewed all of its fdings and positions taken on its returns and hat identified any
material current or future effect on its consol@thtesults of operations, cash flows or financtaifpon, other than the Crest audit issue
described below.

In 2008, the Company acquired Crest. In June 20@9IRS commenced an audit of Crest’s tax retusnghie years ended December 31,
2006, December 31, 2007 and October 30, 2008. hi &pd November of 2010, the IRS issued NoticeBmiposed Adjustment (“NOPAS”)
with respect to the 2006, 2007 and 2008 taxablesy&faCrest. The NOPAs assess the Company foriaddittaxable income on cancellatior
debt and related attribute reduction, for accuratgted penalties and for adjustments to the &attnent of optical cables, fibers and related
conduit. The Company has responded to the IRS alielbs it is more-likely-than-not that it will prail on factual errors included in the
NOPAs; however it is unable to conclude it is n-likely-than-not it will prevail on the underlyingdebt versus equity issue. Therefore, in
accordance with the guidance in ASC 740 in thersgcmarter of 2010, the Company recorded $29,6a8lditional income tax expense and
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$2,781 receivable pending resolution of the mafthe Company did not recognize any interest or jesaon the deferred tax liability. See
Note 16— Commitments and Contingencies for more infornrmatithe eventual outcome of the audit is unknownyener the Crest purchase
agreement provides for an indemnification of thenpany by the previous owners which could mitigateitmpact of adjustments, if any,
resulting from the audits.

In connection with the provisions of ASC Topic 7C&mpensation — Stock Compensatitime Company elected to calculate the pool of &
tax benefits under the modified retrospective methmt only to prior interim periods in the yeariwitial adoption. Future tax benefits
increased $1,263 and decreased $1,337 in 20120drld &spectively.

The Company has available at December 31, 201Zeadhacquired and operating loss carry forward261 868 for federal tax purposes and
$194,514 for state tax purposes that may be apatiathst future taxable income as shown below:

Total Unused Operating
Loss Carry forwards

Year of Expiration Federal State
2019 $ 2,20¢ $ —
2021 34,03¢ 30,71¢
2022 17,98: 17,49¢
2023 628 7,40z
2024 48,70: 48,20t
2025 24,34« 23,41«
2026 1,44¢ 1,22¢
2027 1,201 13€
2028 4,56t 3,68
2029 7,52¢ 7,23(
2030 10,44: 10,24:
2031 31,97¢ 29,48
2032 16,811 15,27¢

$201,86¢ $194,51-

In 2011, the Company determined that a portionsofiéferred tax assets may expire unutilized. Tova@any recorded a valuation allowanc
2011 of $5,500. In 2011, the Company charged $5td@@ferred tax expense, charged $0 to other atsoand deducted $0 from the
allowance. On December 31, 2012, the Company ressdehe valuation allowance and determined thatlawance of $1,900 was required.
Accordingly, the valuation allowance was reduce®B)y600 through a benefit to deferred income tgpeage with $0 charged to other
accounts. The Company did not have a valuatiomalhze in 2010.

Acquired unused operating loss carry forwards aaset with the Company’s acquisition of Interneagka, Inc. in June 2000 and Crest in
October of 2008 are limited by Section 382 of thieinal Revenue Code. Internet Alaska, Inc. istéohito $216 and Crest is limited to $2,227
per year. To the extent that these limits are setiithey can be carried forward to subsequent yiearsby effectively increasing that year’s
limitation.

Section 382 of the Internal Revenue Code imposesianal limit on the ability of loss corporatiohst undergo an “ownership change”. This
limitation restricts the amount of operating lostded can be used to reduce its future taxableniec®n December 7, 2005, the Company
underwent an ownership change thereby subjectitogtite Section 382 loss limitation rules. The eoted overall annual limitation at date of
ownership change was $14,874 per year annuallgased by unrealized built-in gains of $10,794. iflcesase in limitation was in effect
through the year 2010. The taxable loss generat2d05 after the change in ownership from Deceriib2005 through the end of 2005 was
$1,489 and has no limitations.
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12. EARNINGS PER SHARE

Earnings per share are based on weighted averagieenwf shares of common stock and dilutive poté¢ctmmon shares equivalents
outstanding. Basic earnings per share includesiatiath and is computed by dividing net income @sg available to common shareholders by
the weighted average number of common shares adistafor the period. Diluted earnings per shaflecethe potential dilution of securities
that could share in the earnings of the Compang. Gbmpany includes dilutive stock options basetheritreasury stock method.” Excluded
from the calculation were options and SSARs totgBtl and 317 which were out-of-the-money and tbezeanti-dilutive at December 31,
2012 and 2011, respectively. Due to the Compargpsnted net loss for the year ended December 3D, Z)563 potential common share
equivalents outstanding, respectively, which cdadisf options, restricted stock and SSARs gratdesinployees, and deferred shares grante
to directors, were anti-dilutive and excluded frtita calculation. Also excluded from the calculatieere shares related to the Company’s
5.75% Notes which were anti-dilutive for the twelmenth periods ended December 31, 2012, 2011 ah@, 20id shares related to the
Company’s 6.25% Notes which were anti-dilutive thee twelve month periods ended December 31, 20d2ah1.

The following table sets forth the computation abic and diluted earnings per share for the yeadesdDecember 31, 2012, 2011 and 2010:

2012 2011 2010
Basic earnings per shal
Net income (loss) applicable to common shi $17,40¢ $ 472 $(30,68¢)
Weighted average common shares outstan 45,55 45,10: 44,58¢
Net income (loss) per she $ 0.3¢ $ 0.01 $ (0.69
Diluted earnings per shar
Dilutive shares
Weighted average shares outstant 45,55! 45,10: 44,58¢
Restricted stock, options and deferred sh 32¢ 314 —
Weighted average diluted shares outstan 45,87¢ 45,41 44,58¢
Net income (loss) per shz $ 0.3¢ $ 0.01 $ (0.69

13. STOCK INCENTIVE PLANS

Under the Compang’stock incentive plan, ACS, through the Compeasaiind Personnel Committee of its Board of Dires;toray grant stoc
options, restricted stock, stock appreciation sgirtd other awards to officers, employees, conssltand non-employee directors. Upon the
effective date of the Alaska Communications Syst&@raup, Inc. 2011 Incentive Award Plan (“2011 Intbem Award Plan”), the Alaska
Communications Systems Group, Inc. 1999 Stock fineilan and the ACS Group, Inc. 1999 Non-Emplo@ector Stock Compensation
Plan, (together the “Prior Plans”) were retired.fature awards will be granted from the 2011 InoenAward Plan. References to “stock
incentive plans” include, as applicable, the 20idehtive Award Plan, the 1999 Employee Stock Puwelftdan and the Prior Plans. An
aggregate of 14,710 shares of the Company’s constomk have been authorized for issuance undetoitk sncentive plans.

2011 I ncentive Award Plan

On June 10, 2011, ACS shareholders approved thk I2@&ntive Award Plan which terminates in 2021lldwaing termination, all shares
granted under this plan, prior to termination, wdhtinue to vest under the
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13. STOCK INCENTIVE PLANS (Continued)

terms of the grant when awarded. All remaining wuembered shares of common stock previously alldcat¢he Prior Plans were transferred
to the 2011 Incentive Award Plan. In addition,lie £xtent that any outstanding awards under tloe Plans are forfeited or expire or such
awards are settled in cash, such shares will dgaavailable for future grants under the 2011 ItigerAward Plan. The Company grants
Restricted Stock Units and Performance Stock Uastthe primary equity based incentive for execudive non-union represented employees.

Stock-Settled Stock Appreciation Rights and Stqxtlo@s

SSARs were issued to certain former named execaffieers in 2008 and 2009. The SSARs vested ratiddobugh April 2011 and have a term
of five years. There have been no SSARs issue@ £009. Stock options were granted to employeesigir 2005.

The following table summarizes the SSAR and stqatioa activity for the year ended December 31, 201zre were no proceeds from the
exercise of stock options for the year ended Deeerdb, 2012. Participants surrendered shares tGdhgany for SSAR and stock option
exercises.

Weightec Weighted
Average Average Aggregate
Number of Exercise Remaining Intrinsic
Shares Price Life Value
Outstanding, December 31, 2011 317 $ 8.64
Grantec — —
Exercisec — —
Canceled or expire (O] 8.0C
Outstanding at December 31, 2( 311 8.6€ 1.04 $ —
Exercisable at December 31, 2( 311 $ 8.64 1.04 —

Restricted Stock Units, Lo-term Incentive Awards and Non-employee DirectocStCompensation

Restricted Stock Units (“RSU”) issued prior to Ded®er 31, 2010 vest ratably over three, four or figars, RSUs issued in 2011 vest ratably
over three years, and RSUs granted in 2012 veastenyear or ratably over five years. Long-term moe awards (“LTIP”) were granted to
executive management annually through 2010. Th&laWwards cliff vest in five years with acceleratedting in three years if cumulative
three year profitability criteria are met. Sincaudary 2008, the Company has maintained a policghvhequires that non-employee directors
receive a portion of their annual retainer in thierf of ACS stock. Nommployee director stock compensation vests whemggaThe directo
make an annual election on whether to have thé $$saed or to have it deferred.

The following table summarizes the RSU, LTIP and-employee director stock compensation activitytfia year ended December 31, 2012;

Weighted
Average

Number of Fair

Shares Value
Nonvested at December 31, 2(C 1,072 $ 7.3t
Grantec 652 2.6z
Vested (283) 6.2¢
Canceled or expire (149 5.7¢
Nonvested at December 31, 2(C 1,29 $ 5.3¢
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13. STOCK INCENTIVE PLANS (Continued)

Performance Based Uni

PSUs vest ratably over three years, subject taice@ompany financial targets being met and approfvihe Compensation and Personnel
Committee of the Board of Directors.

The following table summarizes PSU activity for shear ended December 31, 2012:

Weighted
Number of Average

Fair

Shares Value
Nonvested at December 31, 2(C 29C $ 7.6¢€
Grantec 65€ 2.6¢
Vested (96) 6.51
Canceled or expire (86) 2.7C
Nonvested at December 31, 2(C 764 $ 4.0¢

Valuation Assumptions
Assumptions used for valuation of equity instrurseaarded during the twelve months ended Decenthe2® 2, 2011 and 2010:

2012 2011 2010
Restricted stock
Risk free rate 0.18%- 0.42% 0% - 8.48% 0%- 0.25%
Quarterly dividenc $ 0.00- $0.0¢ $0.05- $0.21! $ 0.21¢
Expected, per annum, forfeiture ri 9.00% 0% - 9.00% 0%- 6.47%

Selected Information on Equity Instruments and &lgased Compensation

Selected information on equity instruments andesbased compensation under the plan for the yeaedebdcember 31, 2012, 2011 and =
follows:

2012 2011 2010
Total compensation cost for share-based payments $3,55( $3,88¢ $3,98¢
Weighted average gre-date fair value of equity instruments gran $ 2.65 $ 7.5¢ $ 7.4z
Total fair value of shares vested during the pe $2,60¢ $4,33( $1,71¢
Total intrinsic value of options exercis $ — $1,93( $ 60z
Weighted average period in years to be recognigezkpensi 1.2¢ 2.7C 3.0C
Unamortized sha-based paymen $1,95¢ $3,88¢ $5,37¢

The Company purchases, from shares authorized timel@011 Incentive Award Plan, sufficient vestedres to cover employee payroll tax
withholding requirements upon the vesting of resd stock. From time to time the Company also Ipases sufficient vested shares to cover
employee payroll tax withholding requirements & dggregate exercise price upon exercise of optidrs Company expects to repurchase
approximately 380 shares in 2013. This amountsethaipon an estimation of the number of sharesstficted stock awards expected to vest
and options expected to be exercised during 2013.

Alaska Communications Systems Group, I nc. 2012 Employee Stock Purchase Plan

The Alaska Communications Systems Group, Inc. Zbployee Stock Purchase Plan (“2012 ESPP”) wasoapprby the Company’s
shareholders in June 2012 and replaced the Alaskantinications Systems Group, Inc. 1999 EmployeekStairchase Plan, as amended
(“1999 ESPP"). The 2012 ESPP will terminate upanehrlier of (i) the last exercise date prior te thnth anniversary of the adoption date,
unless sooner terminated in accordance with th@ HHRPP; or (ii) the date on which all purchasetsgie exercised in connection with a
change in ownership of the Company. The terms@®R812 ESPP are similar to those of the 1999 EBRéer the terms of the 2012 ESPP, all
ACS employees and all employees of designated
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13. STOCK INCENTIVE PLANS (Continued)

subsidiaries generally will be eligible to partiaip in the 2012 ESPP, other than employees whatemary employment is not more than 20
hours per week and five months in a calendar ygaxho are ineligible to participate due to resioics under the Internal Revenue Code. A
participant in the 2012 ESPP will be granted a pase right to acquire shares of common stock ahsith intervals on an ongoing basis,
subject to the continuing availability of shareslenthe 2012 ESPP. Each participant may authoggredgtic payroll deductions in any multiple
of 1% (up to a maximum of 15%) of eligible compeiwato be applied to the acquisition of commorcktat semiannual intervals. The 2012
ESPP imposes certain limitations upon a participarghts to acquire common stock, including (iyghase rights granted to a participant may
not permit the individual to purchase more than %@%th of common stock for each calendar year ifctvthose purchase rights are
outstanding at any time; (ii) purchase rights maybe granted to any individual if the individuabuwid, immediately after the grant, own or
hold outstanding options or other rights to purehasock possessing 5% or more of the total consbioging power or value of all classes of
stock of the Company or any of its subsidiariest @) no participant may purchase more than 1frek of common stock during any six
month offering period. The offering dates are Jaypdaand July 1 and the purchase dates are JuaaBDecember 31. The initial purchase
date under the 2012 ESPP is December 31, 2012e$her purchased on the open market or issuedautimorized but unissued shares on
behalf of the participant on the purchase datepatticipant will have any shareholder rights wiglspect to the shares covered by their
purchase rights until the shares are actually @seth on the participant’s behalf. No adjustmenlisb@imade for dividends, distributions or
other rights for which the record date is priothie date of the actual purchase.

The Company reserved 1,500 shares of its commaR &0 issuance under the 2012 ESPP, which wereaalailable for issuance for the
January 1, 2012 through June 30, 2012 offeringpparnder the 1999 ESPP. Any shares issued to esgsap respect to the January 1, 2012
through June 30, 2012 offering period under the91@8PP reduced (on a one for one basis) the aggregmber of shares available for
issuance thereafter under the 2012 ESPP. Sinceiadlab the 1999 ESPP, an aggregate of 1,050 slofiesmmon stock were reserved for
issuance under the 1999 ESPP, and 1,117 sharessaeee. The 67 shares issued in excess of th® sles reserved under the 1999 ESPP
will reduce the aggregate number of shares availabtier the 2012 ESPP by 67. The fair value of pacthase right under the 2012 ESPP
1999 ESPP is charged to compensation expenselweffering period to which the right pertains, éndeflected in total compensation cost
for share-based payments in the above table.

14. RETIREMENT PLANS
Multi-employer Defined Benefit Plan

Pension benefits for substantially all of the Comps Alaska-based employees are provided throughithska Electrical Pension Fund
(“AEPF"). The Company pays a contractual hourly anmtdased on employee classification or base cosgtiem. As a multemployer define
benefit plan, the accumulated benefits and plaetasse not determined for, or allocated separ&telhe individual employer.
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14. RETIREMENT PLANS (Continued)

The following table provides additional informatiabout the AEPF multi-employer pension plan.

Plan name Alaska Electrical Pension Pl

Employer Identification Numbe 92-6005171

Pension plan numb 001

Pension Protection Act zone status at the’s yea-end:

December 31, 201 Green
December 31, 201 Green

Plan subject to funding improvement p No

Plan subject to rehabilitation pl No

Employer subject to contribution surcha No

Greater than 5¢
of Total
Contributions tc
the Plar
Company contributions to the plan for the year én

December 31, 201 $9,56¢ Yes

December 31, 201 $9,06¢ Yes

December 31, 201 $9,64: Yes
Name and expiration date of collective bargainiggeaments requiring contributions to the pl
Collective Bargaining Agreement Between Alaska Camitations Systems and Local Union 1547 B December 31, 201
Outside Agreement Alaska Electrical Constructiotwieen Local Union 1547 IBEW and Alaska Chapter btz

Electrical Contractors Association Ir September 30, 20:
Inside Agreement Alaska Electrical Constructionamatn Local Union 1547 IBEW and Alaska Chapter Nwlo
Electrical Contractors Association Ir October 31, 201

Special Agreement Providing for the Coverage ot&@emor-bargaining Unit Employee December 31, 201

The Company can not accurately project any chamgjeei plan status in future years given the unicgytaf economic conditions or the effect
of actuarial valuations versus actual performandbeé market. Minimum required future contributidaghe AEPF are subject to the numbe
employees in each classification and/or base cosgtiem of employees in future years.

Defined Contribution Plan

The Company provides a 401(k) retirement savinge pbvering substantially all of its employees. Plan allows for discretionary
contributions as determined by the Board of Dires;teubject to Internal Revenue Code limitatiorf'e TCompany made a $123, $128 and §
matching contribution for 2012, 2011 and 2010 retpely.

Defined Benefit Plan

The Company has a separate defined benefit plarcdars certain employees previously employed byt@ry Telephone Enterprise, Inc.
(“CenturyTel Plan”). This plan was transferredtte Company in connection with the acquisition ohtDeyTel's Alaska properties, whereby
assets and liabilities of the CenturyTel Plan wimasferred to the ACS Retirement Plan (“Plaoi)September 1, 1999. Accrued benefits u
the Plan were
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14. RETIREMENT PLANS (Continued)

determined in accordance with the provisions ofGeaturyTel Plan and upon completion of the transfevered employees ceased to accrue
benefits under the CenturyTel Plan. On Novemb&000, the Plan was amended to conform early reéintmeduction factors and various
other terms to those provided by the AEPF. As alres this amendment, prior service cost of $1,98 recorded and has been amortized
over the expected service life of the plan partinig at the date of the amendment. The Companythisésaditional unit credit method for the
determination of pension cost for financial repagtand funding purposes and complies with the fugpndéquirements under the Employee
Retirement Income Security Act of 1974, as amer(tieERISA”"). The Company uses a December 31 measurement daie flBlan. The Plan
not adequately funded under ERISA at December @12.2The Company contributed $469 to the Plan 22dhd did not contribute to the
Plan in 2011 and 2010. The Company plans to cart&ibpproximately $767 to the Plan in 2013 and memeent is also estimating what
additional contributions the Company may be reguicemake in subsequent years in the event the\adlthe Plan’s assets remains volatile o
continue to decline.

The following is a calculation of the funded statfishe ACS Retirement Plan using beginning andrenbalances for 2012 and 2011 for the
projected benefit obligation and the plan assets:

2012 2011
Change in benefit obligatiol
Benefit obligation at beginning of ye $15,17¢ $14,97¢
Interest cos 71t 742
Actuarial loss 1,62¢ 401
Benefits paic (914 (940
Benefit obligation at end of ye 16,60¢ 15,17¢
Change in plan asse
Fair value of plan assets at beginning of \ 10,241 11,09:
Actual return on plan asse 1,29¢ 96
Employer contributior 46¢ —
Benefits paic (914 (940
Fair value of plan assets at end of y 11,10: 10,24
Funded statu $(5,509) $(4,937)

The Plan’s projected benefit obligation equalaidsumulated benefit obligation. The 2012 and 2@dHility balance of $5,508 and $4,932
respectively, is recorded on the “Consolidated Be¢aSheets” in “Other long-term liabilities.”

The following table presents the net periodic pem&xpense for the Plan for 2012, 2011 and 2010:

2012 2011 2010
Interest cost $ 71E $ 742 $ 80€
Expected return on plan ass (699 (852 (827)
Amortization of loss 797 68€ 637
Amortization of prior service co: — — 12¢
Net periodic pension expen $ 81¢ $ 57€ $ 745
In 2013, the Company expects amortization of natggand losses of $814.
2012 2011
Components of accumulated other comprehensive
Net loss $5,92¢ $5,701
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14. RETIREMENT PLANS (Continued)

The assumptions used to account for the Plan Beoémber 31, 2012 and 2011 are as follows:

2012 2011
Discount rate for benefit obligation 3.97% 4.86%
Discount rate for pension exper 4.86% 5.1€%
Expected lon-term rate of return on asst 6.55% 6.87%
Rate of compensation incree 0.0(% 0.0(%

The discount rate for December 31, 2012 and 20Kloakulated using a proprietary yield curve basedbove median AA rated corporate
bonds. The expected long-term rate-of-return ontasste is the best estimate of future expectedréor the asset pool, given the expected
returns and allocation targets for the varioussgasf assets.

Based on risk and return history for capital magladbng with asset allocation risk and return pigas, the following asset allocation
guidelines were developed for the Plan:

Asset Categor Minimum Maximum

Equity securities 40% 10C%
Fixed income 2C% 60%
Cash equivalent 0% 10%

The Plan’s asset allocations at December 31, 20d2811 by asset category are as follows:

Asset Categor 2012 2011

Equity securities* 61% 5%
Debt securities 3% 41%
Other/Cast 0% 0%

* May include mutual funds comprised of both stoakd bonds

The fundamental investment objective of the Plao igenerate a consistent total investment retufficeent to pay Plan benefits to retired
employees while minimizing the long-term cost te @ompany. The long-term (10 years and beyond) &aat growth objective is to achieve
a rate of return that exceeds the actuarial intagsumption after fees and expenses.

Because of the Company’s long-term investment obes, the Plan administrator is directed to res@éhg reactive to short-term capital
market developments and to maintain an asset rabigtcontinuously rebalanced to adhere to the ipha@stment mix guidelines. The Plan’s
investment goal is to protect the assets’ long-teancthasing power. The Plan’s assets are managechamner that emphasizes a higher
exposure to equity markets versus other assetslakiss expected that such a strategy will prexachigher probability of meeting the plan’s
actuarial rate of return assumption over time.
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14. RETIREMENT PLANS (Continued)

The following table presents major categories ahmssets as of December 31, 2012, and inputsedmnaltion techniques used to measure the
fair value of plan assets regarding the ACS Retn@nlan:

Fair Value Measurement at Reporting Date Usin¢
Quoted Price:

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Asset Categor Total Level 1 Level 2 Level 3
Money market $ 6 $ 6 $ — $ —
Equity Securities (Investment Fund:
International Growtt 1,621 1,621 — —
U.S. Small CAF 58( 58C — —
U.S. Large CAF 4,53t 4,53t — —
Debt Securities (Investment Fund:
PIMCO Total Return Fun 4,35¢ 4,35¢ — —
$11,10: $ 11,10 $ — T —

The benefits expected to be paid in each of thefivexyears and in the aggregate for the fivedisears thereafter are as follows:

2013 $ 93¢
2014 95:¢
2015 1,00¢
2016 981
2017 1,04:
201¢-2022 5,36:

Post-retirement Health Benefit Plan

The Company has a separate executive post-retitedmeaith benefit plan. The Alaska Communicationst&ys Executive Retiree Health
Benefit Plan (“The ACS Health Plan”) was adoptedtrsy Company in November 2001 and amended in Oc. The ACS Health Plan
covers a select group of former management empsogee provides a graded subsidy for medical, demtélvision coverage. The
Compensation and Personnel Committee of the Bdabirectors decided to terminate The ACS HealtmRtaJanuary 2004. Three people
qualified under the plan are eligible for futurenbéts.

The Company uses the projected unit credit methothe determination of post-retirement health éoisfinancial reporting and funding
purposes and complies with the funding requirementer ERISA. No contribution was made to The AG&lth Plan for 2012, 2011 or 2010,
and no contribution is expected in 2013. The Corypees a December 31 measurement date for the plan.

The fundamental investment objective of the plato ialize an annual total investment return iast with the conservative risk tolerance
plan dictated by the Company. The investment pafflthe plan emphasizes liquidity and income, soapstal stock investment and some
fluctuation of investment return. It is anticipat@t the investment manager will achieve this dibje by investing the account’s assets in
mutual funds. The portfolio may hold common stdoked income securities, money market instruments@.S. Treasury obligations. On
December 31, 2012, the plan was underfunded by $th9lan assets of $185. The net periodic posterent income / (cost) for 2012 was
$5.
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15. BUSINESS SEGMENTS

The Company operates its business under a singbetable segment. Effective in the first quarte012, the Company changed its operati
focus from a products-based business to a custéonased business. The Company reassessed andmgedjids management and internal
reporting structures and realigned its externalrfaial reporting to support this change. The Comisachief operating decision maker assesse
the financial performance of the business as fdlaiy revenues are managed on the basis of speciftomers and customer groups; (ii) cost:
are managed and assessed by function and gersupfhprt the organization across all customer groupsvenue streams; (iii) profitability is
assessed at the consolidated level; and (iv) imest decisions and the assessment of existingseasebased on the support they provide 1
revenue streams. Prior to 2012, the Company ogkitstbusiness under two reportable segments —iMérand Wireless. As a result of the
Company’s reorganization of its reporting structweodwill, assets other than goodwill and liakebtwere reassigned to a single reporting
unit.

The following table presents service and produetmnees from external customers for the years eBeéegmber 31, 2012, 2011 and 2010:

2012 2011 2010
Business and wholesa
Retail service revent
Voice $ 23,84 $ 25,61 $ 27,15¢
Broadbanc 33,97: 30,65¢ 26,39:
Equipment sale 2,85¢ 1,26t 1,83(
Wholesale and othe 47,79( 42 ,87¢ 43,56¢
Total business and wholesale reve 108,45¢ 100,41! 98,94
Consumer
Retail service revent
Voice 18,96¢ 21,00: 23,93:
Broadbanc 18,39¢ 17,01 14,73¢
Equipment sale 16€ 19z 26¢
Other 1,38¢ 1,062 97¢
Total consumer revent 38,91¢ 39,26 39,91¢
Wireless:
Retail service revent
Voice 49,43 53,55: 69,64:
Broadbanc 24,41 20,92¢ 8,27¢
Equipment sale 6,01¢t 5,66¢ 6,78(
Foreign roaming 55,10t 38,93« 26,52¢
Other 4,281 4,257 3,70(
Total wireless revent 139,24t 123,33 114,92¢
Access and CETC
CETC 20,73: 26,87: 25,67¢
High cost suppol 20,22 21,10: 25,05:
Switched, special and other acc 40,25( 38,32 37,01«
Total access and CET 81,20¢ 86,29¢ 87,74
Total operating revenut $367,82! $349,31« $341,52«
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15. BUSINESS SEGMENTS (Continued)

Verizon, the Company’s primary roaming partner mg®f Alaska and a customer for which it provideaming services in Alaska, accounted
for 16.4% and 12.4%. of consolidated revenues k?2dhd 2011, respectively. No single customer aaeaifor 10% or more of consolidated
revenues in 2010.

The Company’s revenues are derived entirely frotereal customers in the United States and its lowggh assets are held entirely in the
United States.

16. COMMITMENTS AND CONTINGENCIES

The Company enters into purchase commitments wettdors in the ordinary course of business, inclydirmimum purchase agreements with
certain suppliers of devices. The Company alsddragsterm purchase contracts with vendors to supheron-going needs of its business.
These purchase commitments and contracts havengaltims and in certain cases may require the Coymeabuy goods and services in the
future at predetermined volumes and at fixed prices

The Company is involved in various claims, legaiats and regulatory proceedings arising in thenangy course of business and has recorde
litigation reserves of $775 at December 31, 201&reg certain current claims and legal actions. Chmpany believes that the disposition of
these matters will not have a material adverseceffie the Company’s consolidated financial positmemprehensive income or cash flows. It
is the Company’s policy to expense costs assocuithdoss contingencies, including any relatecaléges, as they are incurred.

Alaska Wireless Network Transacti

On June 4, 2012, the Company entered into an Aagehase and Contribution Agreement with Generah@anication, Inc., (“*GCI"), ACS
Wireless, Inc., a wholly owned subsidiary of ACBe(tACS Member”), GCI Wireless Holdings, LLC, a wiyoowned subsidiary of GCI (the
“GCIl Member”) and The Alaska Wireless Network, LL&wholly owned subsidiary of GCI (“AWN?"), for theurpose of combining their
wireless networks into AWN as described below (#W&¢/N Transaction”). ACS will own one-third of AWNral GCI will own two-thirds of
AWN.

Pursuant to the Asset Purchase and Contributioe&xgent, ACS will cause one or more of its affikatie sell to the GCl Member certain
assets used primarily in ACS’s wireless operatiins “Purchased Assets”) for a cash payment of 00 Both the ACS Member and the
GCI Member will contribute to AWN all the assetedgrimarily in each of ACS’s and GCI's respectivieeless operations, including, in the
case of the GCI Member, the Purchased Assets. §8&sato be contributed include spectrum licersbksites and backhaul facilities,
switching systems and certain other assets negessaperate the combined Alaska state-wide wisstetwork being contributed to AWN.
ACS and GCI will not contribute certain “Excludedgets”, which include cash, accounts receivablesabdcriber agreements. AWN will
assume from ACS and GCI pasbsing liabilities of ACS and GCI, and their resfiee affiliates, under contracts assumed by AWN eartair
other liabilities. All other liabilities will be tained by ACS or GClI, or their respective affilgite

Consummation of the transactions is subject toouarconditions, including the consent of the FQ&,dxpiration or termination of applicable
waiting periods under the Hart-Scott-Rodino Anstrimprovements Act of 1976, and other customangiol conditions. The parties to the
Contribution Agreement expect to consummate thestetions during the second quarter of 2013.

On October 1, 2012, the parties to the Asset Psechad Contribution Agreement amended the agreaimeartnong other things, extend the
date by which the agreement of ACS’s lenders woeled to be obtained to November 2, 2012, and exttendate by which consent of the
IBEW would need to be obtained to January 31, 2013.

On October 4, 2012, the CBA with the IBEW, as aneehtb reflect the waiver of the provisions refeeshabove, was ratified by the IBEW
membership.

On November 1, 2012, the Company entered into amdment of its Senior Credit Facility whereby tigeesement of its lenders was obtained

F-38



Table of Contents

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2012, 2011 and 2010

(In Thousands, Except Per Share Amounts)

16. COMMITMENTS AND CONTINGENCIES (Continued)

The Asset Purchase and Contribution Agreement centrtain termination rights for each of the jartin the event the Contribution
Agreement is terminated by ACS or GCI because @@lits affiliates (in the case of a termination&®S) or ACS and its affiliates (in the
case of a termination by GCI) fail to maintain aértmaterial non-regulatory consents, the non-teatinig party would be required to pay the
terminating party a termination fee of $5,000. &8 terminates to accept a superior proposal, AC3dnze required to pay GCI a $20,000
and if GCI terminates to accept a superior propds@l would be required to pay ACS a $40,000 fee.

Crest Internal Revenue Service Matter

On April 19, 2010, the IRS issued a NOPA with respe the 2006, 2007 and 2008 taxable years oftCrésch was acquired by the Company
on October 30, 2008. Crest had acquired certaitiesnbut of bankruptcy in 2002. The original maipstockholder of these entities, an
Australian insurance company, AMP, had made ceadirances to the entities. These entities entatedankruptcy in 2001 and the
bankruptcy court approved a plan which effectivaipordinated these advances to all other creditiggsn acquiring the entities in 2002, Cresit
characterized the advances as equity for tax pegdshe IRS is asserting that characterizatioh@ftMP advances as equity was incorrect
and that Crest had additional taxable income ddkeg@ancellation of debt.

On November 2, 2010, the IRS reissued their orlgifdPA and issued four additional NOPAs which resdaheir original position on debt
versus equity and assessed the Company for accreiatgd penalties and for adjustments to thereatinent of optical cables, fibers and
related conduit. On May 31, 2011, the IRS issu8@-day letter and revenue agent’s report whichatedtthe IRS’s position in the NOPAs
while adding certain additional adjustments. Intthied quarter of 2011, the IRS sent a rebuttabtetb the Company’s responses to the NOPA
discussed above. The case was submitted to the KRgieals Office and the Company’s first hearinguoed on July 19, 2012. Resolution of
this matter may not occur for a year or more. Témecellation of indebtedness income at the amouwntsid in the above IRS documents could
result in a charge to income tax expense of apprataly $94,456, $54,966 of which would be a restitdditional taxes payable, including
accrued interest, and $39,490 of which would besalt of the reduction in recognized deferred tssets. For the Company’s 2008 and 2009
Federal tax returns the IRS proposed to disallo82$8 depreciation and amortization, consistenhhie above positions.

The Company believes there are errors within thesatients asserted by the IRS. If the IRS accépgtsdrrections the Company believes are
appropriate, but prevails on the underlying delbsus equity issue, the result is expected to leeaivable from the IRS for the overpayment o
alternative minimum tax of $2,781, a charge to medax expense of approximately $29,678, and aegeiction in recognized deferred tax
assets. The Company believes it is more-likely-thanthat it will prevail on factual errors includién the NOPAs; however, it is unable to
conclude it is more-likely-than-not it will prevaih the underlying debt versus equity issue. Tioeeein accordance with the guidance in ASC
Topic 740,Income Taxe§'ASC 740"), the Company recorded $29,678 in addisil income tax expense and a $2,781 receivatiteisecond
quarter of 2010, pending resolution with the IRS.

The additional income tax expense is made up ofdwvoponents: the first representing $11,018 fottdxeeffect of losing NOLs while the
remaining $18,660 represents a deferred tax ltglidr the difference in outside basis in certanes® subsidiaries. ASC 740 requires
recognition of a deferred tax liability for outsitlasis differences. An outside basis differenceasgnts the amount by which the book basis o
an investment in a domestic subsidiary for finah@porting purposes exceeds the tax basis in subkidiary. For certain Crest subsidiaries,
the cancellation of debt created a difference itside basis that the Company cannot recover in &ée@ manner and as such, a deferred tax
liability was established. Through enforcing indefication rights, preserving the corporate struetaf the Crest subsidiaries and other
proactive steps, it is possible to mitigate mostlbof the cash impact of the $18,660 deferreditbility for as long as the Company remains &
going concern.

The Stock Purchase Agreement (“SPA”) underlyingGlaenpany’s acquisition of Crest provides for indéfination for the Company by the
Selling Stockholders of Crest. The indemnificatians intended to mitigate the impact on the Comprmpotential exposure items such as
those raised by the NOPAs. The Company and thex§&tockholders intend to contest all issues daigethe NOPAs through various
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16. COMMITMENTS AND CONTINGENCIES (Continued)

avenues of appeal. However, should the appealegsdail to overturn the NOPAs, should the Compasnynable to preserve the corporate
structure of the Crest subsidiaries and shouldCth@pany prove unable to effectively enforce theemdification provisions in the SPA, this
could have a material adverse effect on the Conipamnsolidated financial position, comprehensiveime and cash flows.

The Company’s final purchase price for Crest ineli§4,169 of cash consideration placed in an esaomaunt to be used for the settlement o
any potential claims of misrepresentations, brexckarranties or covenants or for other indemntfaas. At December 31, 2012 $3,342
remained in the escrow account to be used foratilement of expenses related to the current IR discussed above. All other escrow
issues have been resolved.

17. SELECTED QUARTERLY FINANCIAL INFORMATION (Unaud ited)

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter
2012
Operating revenue $85,947 $90,01: $96,79¢ $95,07:
Operating incomi 12,06¢ 7,75¢ 24,63¢ 18,82¢
Net income (loss 1,12¢ (787) 8,24¢ 8,82:
Net income (loss) per shal
Basic 0.0z (0.02) 0.1¢ 0.1¢
Diluted 0.0z (0.02) 0.17 0.1¢
2011
Operating revenue $86,59: $84,94: $90,30¢ $87,47:
Operating incomi 15,45: 16,20¢ 17,99: 13,96¢
Net income (loss 2,69¢ (3,655 (81€) 2,24¢
Net income (loss) per shal
Basic 0.0¢ (0.0¢) (0.029) 0.0t
Diluted 0.0¢ (0.0¢) (0.02) 0.0t

F-40



February 12, 201 Exhibit 10.2¢

David Eisenberg
Sr. VP, Chief Revenue Officer

Dear David,

Please find here an overview of your compensator2®12 and 2013, and information on your eligibifor a Special Incentive.
1. For the performance year 2012
a. Base Payis the regular rate of pay you receive. Your basewas at the annual rate of $250,000

b. Cash Incentive:You are eligible for a $250,000.00 target annuahdacentive. Your actual incentive payment (a) walry based
on your and our company'’s performance, (b) is eherel paid only after completion of the year-emaficial audit, and (c) is paid
only to employees who continue to be regular,tiole employees at the time payment is made in &ae following the
performance yea

70% of your cash incentive is earned on the bdsismpany performance as below:

Min threshold for Max threshold for
Target Payout Ratio up to Payout ratio up to
Company Performance Goa Weight ($M) 50% payout 100% 200% payout 200%
EBITDA 50% $127.: 95% 1% range = 10% 105% 1% range = 20%
payout payout
Adjusted Revenue 50% $315. 90% 1% change = 5% 11(% 1% change =10¢
payout adjustme payout adjustme

Note: Cash incentive details are subject to changs the discretion of the company.
The remaining 30% of your cash incentive is eamethe basis of individual performance.

c. Equity Program: You received an award of 26,266 units comprising2Q Restricted Stock Units (RSUs) and 14,446 Paidoce
Stock Units (PSUs). This equity grant represent88% reduction in your target equity grant for ytear, reflecting the reduction in
shareholder value in 201
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The RSUs will vest in their entirety this year. TR8Us vest in three parts over three years, if wetroertain company financial
goals. The goal for vesting of the first third bése PSUs is based on Free Cash Flow performantieefgear 2012 as below.
Equity awards will generally only vest as long asl yemain employed here on the vesting date.

Target

Range for 100% Min threshold
Company Performance Goa Weight ($M) payout for payout Payout ratio for 80-90%
Free Cash Flow 10C%  $31.7 > 90% 80.1% 1% below target = 10% few

shares vestin

Prior year equity grants of RSUs and any perforraaaxcelerated RSUs will continue to vest accortintpe vesting schedules
established at the time of such grants. Vestingriai for prior year PSUs have not been approveidvah be posted on the stock
plan administration website when available.

You will receive more detailed notices from the Eg®rogram Administrator before March 31, 2013.

2. For the performance year 2013:
a. Base Payis the regular rate of pay you receive. Your basewill now be at the annual rate of $300,000

b. Cash Incentive:You are eligible for a $180,000.00 target annuahdacentive. Your actual incentive payment (a) walry based
on your and our company'’s performance, (b) is eherel paid only after completion of the year-emaficial audit, and (c) is paid
only to employees who continue to be regular,tfole employees at the time payment is made in ¢a& following the
performance yea

70% of your cash incentive is earned on the bdsismpany performance as below:

Min threshold for Max threshold for
Target Payout Ratio up to Payout ratio up to
Company Performance Goa Weight (M) 50% payout 100% 150% payout 150%
Adjusted EBITDA 50% $ 95 85% 1% range = 3.33¢ 105% 1% range = 10%
payout payout
Adjusted Wireline Revenue 50% $207.t 85% 1% change = 3.33 105% 1% change = 10'
payout adjustmer payout adjustme

Note: Cash incentive details are subject to changs the discretion of the company.
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The remaining 30% of your cash incentive is eamethe basis of individual performance.
c. Long Term Incentive Compensation:You are eligible to receive
i. An award of Restricted Stock Units (RSUs) equivaterb0% of your base salary ra
ii. A performance cash award equivalent to 50% of yase salar

The longterm incentive compensation vests over the neretlgears after granted. Equity awards will gengiailly vest as lon
as you remain employed here on the vesting date.

The performance cash award will vest if we meetageicompany financial goals. Performance cashwest in three equal
tranches in early 2014, 2015 and 2016 based onmpeahce for each prior year, respectively, asah in Exhibit A below:

You will receive more detailed notices from the Eg®Program Administrator before March 31, 2013.

Special Incentive:Additionally, you are eligible for a special longrin award in recognition of the de-levering enalidgdhe AWN
transaction. This grant is eligible to be the eglént of $131,250 of PSUs, which would vest in adaace with the terms of the grant
agreement. Vesting will generally be in three eduaaiches in early 2014, 2015 and 2016 based ocotmpany’s achievement of the
performance goal for each preceding year, respagtias set forth in Exhibit A below. Amounts eatrie excess of 100% of the target will be
paid out in cash.

This letter — all its contents and all related mfation — is competitive confidential company imf@tion which you should not disclose to
anyone except immediate family members.

David, we believe this compensation program redléice tremendous value you create for Alaska Conatians. Thank you for your
contribution to the Alaska Communications team. Mifgy as one unit we can look forward to a great ydeead!

Anand Vadapalli
Chief Executive Officer & Preside
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Exhibit A
Threshold Max Threshold
Company Min
Performance for 100% threshold for Payout ratio for for 200% Payout ratio for 100% to
Goal Weight Target payout 50% payout 94%-100% payout 106%
Performanc thle?nafésr F:etth—lglh ?1 1 basis pt lower than target =
10% Year 2013- 10C% 94% = 5.0 less egrlforr;aﬁc 106% = 4.5 performance cash equivalent of 3.:
' leverage pertor leverage up to 100% performance cash
4.8 cash equivalent equivalent
vesting q ’
Performanc thlabnafellsr F:atth—lglh (;r 1 basis pt lower than target =
Year End Total Leverage 10(% Year 2014: 100% 94% = 4.5 less e?forr_rlaﬁce 106%= 4.0« performance cash equivalent of 5.
9 0 ' 0 leverage pertor leverage up to 100% performance cash
4.3 cash equivalent equivalent
vesting q '
Performanc thle?nafésr F:etth—lg; g e
100% Year 2015- 10C% 94%= 4.0: less egrlforr;aﬁc 106%-= 3.5’ performance cash equivalent of 6.’
0 ' 0 leverage pertor leverage up to 100% performance cash
3.8 cash equivalent

vesting

equivalent.



February 12, 201 Exhibit 10.2¢

Wayne Graham
Chief Financial Officer

Dear Wayne,

Please find here an overview of your compensator2®12 and 2013, and information on your eligibifor a Special Incentive.

1. For the performance year 2012
a. Base Payis the regular rate of pay you receive. Your basewwas at the annual rate of $250,000

b.  Cash Incentive:You are eligible for a $250,000.00 target annuahdacentive. Your actual incentive payment (a) wary based
on your and our company'’s performance, (b) is eherel paid only after completion of the year-emaficial audit, and (c) is paid
only to employees who continue to be regular,tiole employees at the time payment is made in &ae following the

performance yea
70% of your cash incentive is earned on the bdsismpany performance as below:

Min threshold for Max threshold for
Target Payout Ratio up to Payout ratio up to
Company Performance Goa Weight ($M) 50% payout 100% 200% payout 200%
EBITDA 50% $127.: 95% 1% range = 10% 105% 1% range = 20%
payout payout
Adjusted Revenue 50% $315.. 90% 1% change = 5% 11(% 1% change =10¢
payout adjustme payout adjustme

Note: Cash incentive details are subject to changs the discretion of the company.
The remaining 30% of your cash incentive is eamethe basis of individual performance.

c. Equity Program: You received an award of 80,980 units comprisingt86 Restricted Stock Units (RSUs) and 44,539 Paidoce
Stock Units (PSUs). This equity grant represent88% reduction in your target equity grant for ytear, reflecting the reduction in

shareholder value in 201
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The RSUs will vest in their entirety this year. TR8Us vest in three parts over three years, if wetroertain company financial
goals. The goal for vesting of the first third bése PSUs is based on Free Cash Flow performantieefgear 2012 as below.
Equity awards will generally only vest as long asl yemain employed here on the vesting date.

Target

Range for Min threshold
100%
Company Performance Goa Weight (M) payout for payout Payout ratio for 80- 90%
Free Cash Flow 10%  $31.7 > 90% 80.1% 1% below target = 10% few

shares vestin

Prior year equity grants of RSUs and any perforraaaxcelerated RSUs will continue to vest accortintpe vesting schedules
established at the time of such grants. Vestingriai for prior year PSUs have not been approveidvah be posted on the stock
plan administration website when available.

You will receive more detailed notices from the Eg®rogram Administrator before March 31, 2013.

2. For the performance year 2013:
a. Base Payis the regular rate of pay you receive. Your basewill now be at the annual rate of $300,000

b. Cash Incentive:You are eligible for a $180,000.00 target annuahdacentive. Your actual incentive payment (a) walry based
on your and our company'’s performance, (b) is eherel paid only after completion of the year-emaficial audit, and (c) is paid
only to employees who continue to be regular,tfole employees at the time payment is made in ¢a& following the
performance yea

70% of your cash incentive is earned on the bdsismpany performance as below:

Min threshold for Max threshold for
Target Payout Ratio up to Payout ratio up to
Company Performance Goa Weight (M) 50% payout 100% 150% payout 150%
Adjusted EBITDA 50% $ 95 85% 1% range = 3.33¢ 105% 1% range = 10%
payout payout
Adjusted Wireline Revenue 50% $207.t 85% 1% change = 3.33 105%  1%change = 10¢
payout adjustmer payout adjustme

Note: Cash incentive details are subject to changs the discretion of the company.
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The remaining 30% of your cash incentive is eamethe basis of individual performance.
c. Long Term Incentive Compensation:You are eligible to receive
i. An award of Restricted Stock Units (RSUs) equivaterb0% of your base salary ra
ii. A performance cash award equivalent to 50% of yase salar

The longterm incentive compensation vests over the neretlgears after granted. Equity awards will gengiailly vest as lon
as you remain employed here on the vesting date.

The performance cash award will vest if we meetageicompany financial goals. Performance cashwest in three equal
tranches in early 2014, 2015 and 2016 based onmpeahce for each prior year, respectively, asah in Exhibit A below:

You will receive more detailed notices from the Eg®Program Administrator before March 31, 2013.

Special Incentive:Additionally, you are eligible for a special longrin award in recognition of the de-levering enalidgdhe AWN
transaction. This grant is eligible to be the eglént of $131,250 of PSUs, which would vest in adaace with the terms of the grant
agreement. Vesting will generally be in three eduaaiches in early 2014, 2015 and 2016 based ocotmpany’s achievement of the
performance goal for each preceding year, respagtias set forth in Exhibit A below. Amounts eatrie excess of 100% of the target will be
paid out in cash.

This letter — all its contents and all related mfation — is competitive confidential company imf@tion which you should not disclose to
anyone except immediate family members.

Wayne, we believe this compensation program refléw tremendous value you create for Alaska Conratians. Thank you for your
contribution to the Alaska Communications team. kifgy as one unit we can look forward to a great ydeead!

Anand Vadapalli
Chief Executive Officer & Preside
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Exhibit A
Threshold Max Threshold
Company Min
Performance for 100% threshold for Payout ratio for for 200% Payout ratio for 100% to
Goal Weight Target payout 50% payout 94%-100% payout 106%
Performanc thle?nafésr F:etth—lglh ?1 1 basis pt lower than target =
100% Year 2013: 10C% 94% = 5.0 less e?forr%aﬁcz 106% = 4.5 performance cash equivalent of 3..
' leverage pertor ‘| leverage up to 100% performance cash
4.8 cash equivalent equivalent
vesting q ’
Performanc thlabnafellsr F:atth—lglh (;r 1 basis pt lower than target =
Year End Total Levera¢ 10(% Year 2014: 100% 94% = 4.5 less e?forr_nar'lce 106%= 4.0« performance cash equivalent of 5.
: 0 ' 0 leverage pertor leverage up to 100% performance cash
4.3 cash equivalent equivalent
vesting q '
Performanc thle?nafésr F:etth—lg; g e
100% Year 2015: 10C% 94%= 4.0: less e?forr%aﬁcz 106%= 3.5 performance cash equivalent of 6.
0 ' 0 leverage pertor | leverage up to 100% performance cash
3.8 cash equivalent

vesting

equivalent.



February 12, 201 Exhibit 10.3(

James Johnsen
Sr. VP, Human Resources & Process Transformation

Dear Jim,

Please find here an overview of your compensator2®12 and 2013, and information on your eligibifor a Special Incentive.
1. For the performance year 2012
a. Base Payis the regular rate of pay you receive. Your basewas at the annual rate of $235,000

b. Cash Incentive:You are eligible for a $235,000.00 target annuahdacentive. Your actual incentive payment (a) walry based
on your and our company'’s performance, (b) is eherel paid only after completion of the year-emaficial audit, and (c) is paid
only to employees who continue to be regular,tiole employees at the time payment is made in &ae following the
performance yea

70% of your cash incentive is earned on the bdsismpany performance as below:

Payout Payout
Target Min threshold Ratio up Max threshold ratio up
Company Performance Goa Weight (3M) for 50% payout to 100% for 200% payout to 200%
EBITDA 50% $127.: 95% 1% range = 10% 105% 1% range = 20%
payout payout
Adjusted Revenue 50% $315.. 90% 1% change = 5% 11(% 1% change =10¢
payout adjustme payout adjustme

Note: Cash incentive details are subject to changs the discretion of the company.
The remaining 30% of your cash incentive is eamethe basis of individual performance.

c. Equity Program: You received an award of 76,121 units comprisin@34 Restricted Stock Units (RSUs) and 41,867 Paidoce
Stock Units (PSUs). This equity grant represent88% reduction in your target equity grant for ytear, reflecting the reduction in
shareholder value in 201
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The RSUs will vest in their entirety this year. TR8Us vest in three parts over three years, if wetroertain company financial
goals. The goal for vesting of the first third bése PSUs is based on Free Cash Flow performantieefgear 2012 as below.
Equity awards will generally only vest as long asl yemain employed here on the vesting date.

Target

Range for 100% Min threshold
Company Performance Goa Weight ($M) payout for payout Payout ratio for 80-90%
Free Cash Flow 10C%  $31.7 > 90% 80.1% 1% below target = 10% few

shares vestin

Prior year equity grants of RSUs and any perforraaaxcelerated RSUs will continue to vest accortintpe vesting schedules
established at the time of such grants. Vestingriai for prior year PSUs have not been approveidvah be posted on the stock
plan administration website when available.

You will receive more detailed notices from the Eg®rogram Administrator before March 31, 2013.

2. For the performance year 2013:
a. Base Payis the regular rate of pay you receive. Your basewill now be at the annual rate of $282,000

b. Cash Incentive:You are eligible for a $169,200.00 target annuahdacentive. Your actual incentive payment (a) walry based
on your and our company'’s performance, (b) is eherel paid only after completion of the year-emaficial audit, and (c) is paid
only to employees who continue to be regular,tfole employees at the time payment is made in ¢a& following the
performance yea

70% of your cash incentive is earned on the bdsismpany performance as below:

Min threshold for Max threshold for
Target Payout Ratio up to Payout ratio up to
Company Performance Goa Weight (M) 50% payout 100% 150% payout 150%
Adjusted EBITDA 50% $ 95 85% 1% range = 3.33¢ 105% 1% range = 10%
payout payout
Adjusted Wireline Revenue 50% $207.t 85% 1% change = 3.33 105%  1%change = 10¢
payout adjustmer payout adjustme

Note: Cash incentive details are subject to changs the discretion of the company.
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The remaining 30% of your cash incentive is eamethe basis of individual performance.
c. Long Term Incentive Compensation:You are eligible to receive
i. An award of Restricted Stock Units (RSUs) equivaterd2% of your base salary ra
ii. A performance cash award equivalent to 42% of yase salar

The longterm incentive compensation vests over the neretlgears after granted. Equity awards will gengiailly vest as lon
as you remain employed here on the vesting date.

The performance cash award will vest if we meetageicompany financial goals. Performance cashwest in three equal
tranches in early 2014, 2015 and 2016 based onmpeahce for each prior year, respectively, asah in Exhibit A below:

You will receive more detailed notices from the Eg®Program Administrator before March 31, 2013.

Special Incentive:Additionally, you are eligible for a special longrin award in recognition of the de-levering enalidgdhe AWN
transaction. This grant is eligible to be the eglént of $123,375 of PSUs, which would vest in adaace with the terms of the grant
agreement. Vesting will generally be in three eduaaiches in early 2014, 2015 and 2016 based ocotmpany’s achievement of the
performance goal for each preceding year, respagtias set forth in Exhibit A below. Amounts eatrie excess of 100% of the target will be
paid out in cash.

This letter — all its contents and all related mfation — is competitive confidential company imf@tion which you should not disclose to
anyone except immediate family members.

Jim, we believe this compensation program refldmstremendous value you create for Alaska Comnatinics. Thank you for your
contribution to the Alaska Communications team. Mifgy as one unit we can look forward to a great ydeead!

Anand Vadapalli
Chief Executive Officer & Preside
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Exhibit A
Threshold Min Max Threshold
Company threshold for
Performance for 100% Payout ratio for for 200%
Goal Weight Target payout 50% payout 94%-100% payout Payout ratio for 100% to 106%
1basis pt highel .
1 basis pt lower than target =
Performanc 94% = than target = 1.7' "
100% Year 2013 100% 509 less pe?formanc 106% = 4.5 performance cash equivalent of 3..
48 ' Ievéra e cash equivalent leverage up to 100% performance cash
' 9 vesqcing equivalent.
1basis pt higher . _
Performanc 94% = than @rget = 19 | 5600 4 0, performance cash equvalentof .
Year End Total Leverage 10(% Year 2014: 10(% 4.56 less performance | o= 4.1 100% fq h.
43 leverage cash equivalent everage up to 6 performance cas
' vesting equivalent.
1basis pt highel .
1 basis pt lower than target =
Performanc 94%-= than target = 2.2' R ; .
100% Year 2015. 100% 403  less pe?formanc 106%= 3.5" performance cash equivalent of 6.
38 leverage cash equivalen leverage up to 100% performance cash

vesting

equivalent.




February 12, 201 Exhibit 10.3:

Leonard Steinberg
Sr. VP, Legal, Regulatory & Government Affairs

Dear Leonard,

Please find here an overview of your compensator2®12 and 2013, and information on your eligibifor a Special Incentive.

1. For the performance year 2012
a. Base Payis the regular rate of pay you receive. Your basewwas at the annual rate of $240,000

b.  Cash Incentive:You are eligible for a $240,000.00 target annuahdacentive. Your actual incentive payment (a) wary based
on your and our company'’s performance, (b) is eherel paid only after completion of the year-emaficial audit, and (c) is paid
only to employees who continue to be regular,tiole employees at the time payment is made in &ae following the

performance yea
70% of your cash incentive is earned on the bdsismpany performance as below:

Min threshold for Max threshold for
Target Payout Ratio up to Payout ratio up to
Company Performance Goa Weight ($M) 50% payout 100% 200% payout 200%
EBITDA 50% $127.: 95% 1% range = 10% 105% 1% range = 20%
payout payout
Adjusted Revenue 50% $315.. 90% 1% change = 5% 11(% 1% change =10¢
payout adjustme payout adjustme

Note: Cash incentive details are subject to changs the discretion of the company.
The remaining 30% of your cash incentive is eamethe basis of individual performance.

c.  Equity Program: You received an award of 77,741 units comprisin®83 Restricted Stock Units (RSUs) and 42,758 Paidioce
Stock Units (PSUs). This equity grant represent88% reduction in your target equity grant for ytear, reflecting the reduction in

shareholder value in 201
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The RSUs will vest in their entirety this year. TR8Us vest in three parts over three years, if wetroertain company financial
goals. The goal for vesting of the first third bése PSUs is based on Free Cash Flow performantieefgear 2012 as below.
Equity awards will generally only vest as long asl yemain employed here on the vesting date.

Target Range for 100% Min threshold
Company Performance Goa Weight ($M) payout for payout Payout ratio for 80-90%
Free Cash Flow 10%  $31.7 > 90% 80.1% 1% below target = 10% fewer she

vesting

Prior year equity grants of RSUs and any perforraaacelerated RSUs will continue to vest accorthntpe vesting schedules
established at the time of such grants. Vestingriai for prior year PSUs have not been approveidvah be posted on the stock
plan administration website when available.

You will receive more detailed notices from the Eg®rogram Administrator before March 31, 2013.
2.  For the performance year 2013
a. Base Payiis the regular rate of pay you receive. Your basewill now be at the annual rate of $288,000

b.  Cash Incentive:You are eligible for a $172,800.00 target annuahdacentive. Your actual incentive payment (a) wary based
on your and our company’s performance, (b) is eharal paid only after completion of the year-emaficial audit, and (c) is paid
only to employees who continue to be regular,tfole employees at the time payment is made in ¢a following the
performance yea

70% of your cash incentive is earned on the bdsismpany performance as below:

Min threshold for Max threshold for
Target Payout Ratio up to Payout ratio up to
Company Performance Goa Weight (M) 50% payout 100% 150% payout 150%
Adjusted EBITDA 50% $ 95 85% 1% range = 3.33¢ 105% 1% range = 10%
payout payout
Adjusted Wireline Revenue 50% $207.t 85% 1% change = 3.33 105%  1%change = 10¢
payout adjustmer payout adjustme

Note: Cash incentive details are subject to changs the discretion of the company.
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The remaining 30% of your cash incentive is eamethe basis of individual performance.
c. Long Term Incentive Compensation:You are eligible to receive
i. An award of Restricted Stock Units (RSUs) equivaterb0% of your base salary ra
ii. A performance cash award equivalent to 50% of yase salar

The longterm incentive compensation vests over the neretlgears after granted. Equity awards will gengiailly vest as lon
as you remain employed here on the vesting date.

The performance cash award will vest if we meetageicompany financial goals. Performance cashwest in three equal
tranches in early 2014, 2015 and 2016 based onmpeahce for each prior year, respectively, asah in Exhibit A below:

You will receive more detailed notices from the Eg®Program Administrator before March 31, 2013.

Special Incentive:Additionally, you are eligible for a special longrin award in recognition of the de-levering enalidgdhe AWN
transaction. This grant is eligible to be the eglént of $126,000 of PSUs, which would vest in adaace with the terms of the grant
agreement. Vesting will generally be in three eduaaiches in early 2014, 2015 and 2016 based ocotmpany’s achievement of the
performance goal for each preceding year, respagtias set forth in Exhibit A below. Amounts eatrie excess of 100% of the target will be
paid out in cash.

This letter — all its contents and all related mfation — is competitive confidential company imf@tion which you should not disclose to
anyone except immediate family members.

Leonard, we believe this compensation programctflthe tremendous value you create for Alaska Conications. Thank you for your
contribution to the Alaska Communications team. kifgy as one unit we can look forward to a great ydeead!

Anand Vadapalli
Chief Executive Officer & Preside
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Exhibit A
Threshold Max Threshold
Company Min
Performance for 100% threshold for Payout ratio for for 200% Payout ratio for 100% to
Goal Weight Target payout 50% payout 94%-100% payout 106%
Performanc thle?nafésr F:etth—lglh ?1 1 basis pt lower than target =
100% Year 2013: 10C% 94% = 5.0 less e?forr%aﬁcz 106% = 4.5 performance cash equivalent of 3..
' leverage pertor ‘| leverage up to 100% performance cash
4.8 cash equivalent equivalent
vesting q ’
Performanc thlabnafellsr F:atth—lglh (;r 1 basis pt lower than target =
Year End Total Levera¢ 10(% Year 2014: 100% 94% = 4.5 less e?forr_nar'lce 106%= 4.0« performance cash equivalent of 5.
: 0 ' 0 leverage pertor leverage up to 100% performance cash
4.3 cash equivalent equivalent
vesting q '
Performanc thle?nafésr F:etth—lg; g e
100% Year 2015: 10C% 94%= 4.0: less e?forr%aﬁcz 106%= 3.5 performance cash equivalent of 6.
0 ' 0 leverage pertor | leverage up to 100% performance cash
3.8 cash equivalent

vesting

equivalent.



February 12, 201 Exhibit 10.3:

Michael Todd
Sr. VP, Engineering & Operations

Dear Mike,

Please find here an overview of your compensator2®12 and 2013, and information on your eligibifor a Special Incentive.
1. For the performance year 2012
a. Base Payis the regular rate of pay you receive. Your basewwas at the annual rate of $220,000

b. Cash Incentive:You are eligible for a $220,000.00 target annuahdacentive. Your actual incentive payment (a) walry based
on your and our company'’s performance, (b) is eherel paid only after completion of the year-emaficial audit, and (c) is paid
only to employees who continue to be regular,tiole employees at the time payment is made in &ae following the
performance yea

70% of your cash incentive is earned on the bdsismpany performance as below:

Min threshold for Max threshold for 200%
Target Payout Ratio up to Payout ratio up to
Company Performance Goa Weight ($M) 50% payout 100% payout 200%
EBITDA 50%  $127.: 95% 1% range = 10Y 105% 1% range = 20%
payout payout
Adjusted Revenue 50%  $315. 90% 1% change = 5% 11(% 1% change =10¢
payout adjustme payout adjustme

Note: Cash incentive details are subject to changs the discretion of the company.
The remaining 30% of your cash incentive is eamethe basis of individual performance.

c. Equity Program: You received an award of 47,508 units comprising2d Restricted Stock Units (RSUs) and 26,129 Paidoce
Stock Units (PSUs). This equity grant represent88% reduction in your target equity grant for ytear, reflecting the reduction in
shareholder value in 201
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The RSUs will vest in their entirety this year. TR8Us vest in three parts over three years, if wetroertain company financial
goals. The goal for vesting of the first third bése PSUs is based on Free Cash Flow performantieefgear 2012 as below.
Equity awards will generally only vest as long asl yemain employed here on the vesting date.

Target

Range for 100% Min threshold
Company Performance Goa Weight ($M) payout for payout Payout ratio for 80-90%
Free Cash Flow 10C%  $31.7 > 90% 80.1% 1% below target = 10% few

shares vestin

Prior year equity grants of RSUs and any perforraaaxcelerated RSUs will continue to vest accortintpe vesting schedules
established at the time of such grants. Vestingriai for prior year PSUs have not been approveidvah be posted on the stock
plan administration website when available.

You will receive more detailed notices from the Eg®rogram Administrator before March 31, 2013.

2. For the performance year 2013:
a. Base Payis the regular rate of pay you receive. Your basewill now be at the annual rate of $264,000

b. Cash Incentive:You are eligible for a $158,400.00 target annuahdacentive. Your actual incentive payment (a) walry based
on your and our company'’s performance, (b) is eherel paid only after completion of the year-emaficial audit, and (c) is paid
only to employees who continue to be regular,tfole employees at the time payment is made in ¢a& following the
performance yea

70% of your cash incentive is earned on the bdsismpany performance as below:

Min threshold for Max threshold for
Target Payout Ratio up to Payout ratio up to
Company Performance Goa Weight (M) 50% payout 100% 150% payout 150%
Adjusted EBITDA 50% $ 95 85% 1% range = 3.33¢ 105% 1% range = 10%
payout payout
Adjusted Wireline Revenue 50% $207.t 85% 1% change = 3.33 105%  1%change = 10¢
payout adjustmer payout adjustme

Note: Cash incentive details are subject to changs the discretion of the company.
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The remaining 30% of your cash incentive is eamethe basis of individual performance.
c. Long Term Incentive Compensation:You are eligible to receive
i. An award of Restricted Stock Units (RSUs) equivaterd2% of your base salary ra
ii. A performance cash award equivalent to 42% of yase salar

The longterm incentive compensation vests over the neretlgears after granted. Equity awards will gengiailly vest as lon
as you remain employed here on the vesting date.

The performance cash award will vest if we meetageicompany financial goals. Performance cashwest in three equal
tranches in early 2014, 2015 and 2016 based onmpeahce for each prior year, respectively, asah in Exhibit A below:

You will receive more detailed notices from the Eg®Program Administrator before March 31, 2013.

Special Incentive:Additionally, you are eligible for a special longrin award in recognition of the de-levering enalidgdhe AWN
transaction. This grant is eligible to be the eglént of $77,000 of PSUs, which would vest in adeoce with the terms of the grant
agreement. Vesting will generally be in three eduaaiches in early 2014, 2015 and 2016 based ocotmpany’s achievement of the
performance goal for each preceding year, respagtias set forth in Exhibit A below. Amounts eatrie excess of 100% of the target will be
paid out in cash.

This letter — all its contents and all related mfation — is competitive confidential company imf@tion which you should not disclose to
anyone except immediate family members.

Mike, we believe this compensation program refl¢ieestremendous value you create for Alaska Comaatiioins. Thank you for your
contribution to the Alaska Communications team. kifgy as one unit we can look forward to a great ydeead!

Anand Vadapalli
Chief Executive Officer & Preside



Page 4 of
February 12, 201

Exhibit A
Threshold Min Max Threshold
Company threshold for
Performance for 100% Payout ratio for for 200%
Goal Weight Target payout 50% payout 94%-100% payout Payout ratio for 100% to 106%
1basis pt highel . _
Performanc 94% = thantarget=1.7" [ 106% = e rfé r%aas rli: g tcgg\(]eg tﬁ?\?a}zl;%eotfé ‘
10(% Year2013: 10(% 509 less performanc | 451 P d '
" up to 100% performance cash
4.8 leverage cash equivaleni | leverage )
" equivalent.
vesting
1basis pt higher . _
Performanc 94% = than rget = L9' | 10600 4 0. performance cash equvalont of 5.
Year End Total Leverage 10(% Year 2014: 10C%  4.56 less performance 0=4.U P d ‘
. leverage up to 100% performance cash
4.3 leverage cash equivalent .
. equivalent.
vesting
1basis pt highel .
1 basis pt lower than target =
0= = K |
10C% Performang SAD= UL g = 22 106%-= 3.5 performance cash equivalent of 6.
b Year 2015: 10C%  4.03 less performanc
" leverage up to 100% performance cash
3.8 leverage cash equivalent

vesting

equivalent.



Subsidiary
Alaska Communications Systems Holdings,

Alaska Communications LL!

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, Inc.

ACS of Alaska License Sub, Inc.
ACS of the Northland License Sub, Inc
ACS of Fairbanks License Sub, Inc
ACS of Anchorage License Sub, Inc
ACS Wireless License Sub, Inc

ACS Long Distance License Sub, Inc
ACS Service, Inc

Crest Communications Corporati
WCI Cable, Inc

Alaska Northstar Communications, LL
Northstar License Corporatic

W(CIC Hillsboro, LLC.

W(CI Lightpoint, LLC.

Northern Lights Holding, Inc
WorldNet Communications, In
Alaska Fiber Star, LLC

Alaska Fiber Star License Corporati
Alaska Fiber Star Corporatic

Subsidiaries of the Company

DBA
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC
Alaska Communications, AC

Exhibit 21.1

Jurisdiction of
Incorporation or

Organization
Delaware
Alaska
Alaska
Alaska
Alaska
Delaware
Alaska
Alaska
Delaware
Alaska
Alaska
Delaware
Alaska
Alaska
Alaska
Alaska
Alaska
Alaska
Alaska
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Alaska
Delaware
Delaware

In addition to the wholly owned subsidiaries listdzbve, the Company has a 49% interest in TekM4i@, an Alaska Limited Liability

Company.

* Effective January 1, 2013, the indicated entitieserconverted to limited liability companies undpplicable state lav



Exhibit 23.1
Consent of Independent Registered Public Accourking

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

We consent to the incorporation by reference irrégéstration statement (No. 333-181660) on Fortid@-Alaska Communication Systems
Group, Inc. of our reports dated March 1, 2013hwétspect to the consolidated balance sheets skal&@ommunications Systems Group, Inc.
as of December 31, 2012 and 2011, and the relaesbtidated statements of comprehensive incoms)(letockholders’ equity (deficit), and
cash flows for each of the years in the three-pesiod ended December 31, 2012, and the effectsgeokinternal control over financial
reporting as of December 31, 2012, which reporteapin the December 31, 2012, annual report omHAd-K of Alaska Communications
Systems Group, Inc.

KPMe LIP

Anchorage, Alaska
March 1, 2013



Exhibit 31.1
Sarbanes-Oxley Section 302(a) Certification
I, Anand Vadapalli, certify that:
1. I have reviewed this annual report on Form 16fKlaska Communications Systems Group, Inc.;

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dméttate a material fact necessary to mak
the statements made, in light of the circumstanoger which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, theégos presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as definet
Exchange Act Rules 13a-15(e) and 15d-15(¢e)) ardriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and
15d-15(f) for the registrant and have:

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedoifas designed under our supervision, tc
ensure that material information relating to thgistant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtis report is being prepared;

b) Designed such internal control over financiglating, or caused such internal control over fahreporting to be designed under our
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

d) Disclosed in this report any change in the tegig’s internal control over financial reportirttat occurred during the registranthost recer
fiscal quarter (the registrant’s fourth fiscal geeaiin the case of an annual report) that has madlieaffected, or is reasonably likely to
materially affect, the registrant’s internal comeer financial reporting; and

5. The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimiernal control over financial reporting,
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal costngiich are reasonably likely to adversely
affect the registrant’s ability to record, procesanmarize and report financial information; and

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrant’s internal
controls over financial reporting.

Date: March 1, 201 /s/ Anand Vadapalli
Anand Vadapall
President and Chief Executive Offic
Alaska Communications Systems Group,




Exhibit 31.2
Sarbanes-Oxley Section 302(a) Certification
I, Wayne Graham, certify that:
1. I have reviewed this annual report on Form 16fKlaska Communications Systems Group, Inc.;

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dméttate a material fact necessary to mak
the statements made, in light of the circumstanoger which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, theégos presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as definet
Exchange Act Rules 13a-15(e) and 15d-15(¢e)) ardriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and
15d-15(f) for the registrant and have:

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedoifas designed under our supervision, tc
ensure that material information relating to thgistant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtis report is being prepared;

b) Designed such internal control over financiglating, or caused such internal control over fahreporting to be designed under our
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

d) Disclosed in this report any change in the tegig’s internal control over financial reportirttat occurred during the registranthost recer
fiscal quarter (the registrant’s fourth fiscal geeaiin the case of an annual report) that has madlieaffected, or is reasonably likely to
materially affect, the registrant’s internal comeer financial reporting; and

5. The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimiernal control over financial reporting,
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal costngiich are reasonably likely to adversely
affect the registrant’s ability to record, procesanmarize and report financial information; and

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrant’s internal
controls over financial reporting.

Date: March 1, 201 /sl Wayne Graham
Wayne Grahar
Chief Financial Office
Alaska Communications Systems Group,




Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350SADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Alaska Coumications Systems Group, Inc. (the “Company”) omfir 10K for the fiscal year endir
December 31, 2012 (the “Report”), I, Anand VadapRitesident and Chief Executive Officer of the Quamy, certify, pursuant to 18 U.S.C. 8.
1350, as created by § 906 of the Sarbanes-Oxlep#2M02, that:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d), as applicable, of teeuities Exchange Act of 1934 as amen
and

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and result of operations of the
Company.

Date: March 1, 2013 /s/ Anand Vadapalli
Anand Vadapall
President and Chief Executive Offic
Alaska Communications Systems Group,




Exhibit 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350SADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Alaska Coumications Systems Group, Inc. (the “Company”) omfr 10-K for the period ending
December 31, 2012 (the “Report”), I, Wayne Grah@mgef Financial Officer of the Company, certify,rpuant to 18 U.S.C. § 1350, created b
8. 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d), as applicable, of teeuities Exchange Act of 1934, as
amended; and

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and result of operations of the
Company.

Date: March 1, 2013 /s/ Wayne Graham
Wayne Grahan
Chief Financial Office
Alaska Communications Systems Group,




