EDGAROnline

ALASKA COMMUNICATIONS SYSTEMS
GROUP INC

FORM 10-K

(Annual Report)

Filed 03/16/15 for the Period Ending 12/31/14

Address 600 TELEPHONE AVENUE

ANCHORAGE, AK 99503
Telephone 9072973000
CIK 0001089511
Symbol ALSK
SIC Code 4813 - Telephone Communications, Except Radiotelephone
Industry Communications Services
Sector  Services
Fiscal Year 12/31

Powere 4 &y EDGAROnline

http://www.edgar-online.com
© Copyright 2015, EDGAR Online, Inc. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

Table of Contents

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, 2014

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) d¢fie Act:

Title of each clas Name of each exchange on which register
Common Stock, Par Value $.01 per Shar The NASDAQ Stock Market LLC

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 405cdb#turities 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 € filed all reports required to be filed by Seeti@ 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 lasmstted electronically and posted on its corpo¥alb site, if any, every Interactive De



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). Yé&d No O
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excluded. Such exclusion is not intended, nor sha# deemed, to be an admission that such peesereffiliates of the registrant.
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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#tedein by reference include
forward-looking statements within the meaning oftis 27A of the Securities Act of 1933, as amendad Section 21E of the Securities
Exchange Act of 1934, as amended. We intend forhaking statements to be covered by the safe hanmwisions 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 anesliture opportunities, business prospects, gfi@tdternatives, business strategies, regul;
and competitive outlook, investment and expendiplaas, financing needs and availability and o#ietilar 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 forwardtit@pstatements are subject to certain risks amgnainties that could cause actual results
to differ materially from our historical experienagd our present expectations or projections. Fahwaoking statements by us are based on
estimates, projections, beliefs and assumptiomsasfagement and are not guarantees of future peafa®en Forward- looking statements may
be contained in this Form 10-K under “ltem 1A ,Risctors” and “Item 7, Management’s Discussion Andlysis of Financial Condition and
Results of Operations” and elsewhere. Actual fupadormance, outcomes, and results may differ riaditefrom those expressed in forward-

looking statements made by us as a result of a auoflimportant factors. Examples of these factociide (without limitation):

. governmental and public policy changes, inalgddingoing changes in our revenues or obligations weasgume to recei
these revenues, resulting from regulatory actidfexing inter-carrier compensation, Universal Segvunding (“USF”Yor
high cost support, and -going support for programs such as lifeline sewimeour customel

. our debt, a portion of which matures in OctoP@15, and which requires us to dedicate a signifiportion of our cash flow
from operating activities to make debt paymentsragires us to comply with restrictive covenamtd ather terms
contained in our Senior Credit Facil

. the cost and availability of future financirad,the terms, and subject to the conditions necgssaupport our business and
pursue growth opportunitie

. our ability to realize synergies that we haanrgyéted following the sale of our wireless operaicAchieving these synergies
is key to generating cash flow from operating atiéis. If we are delayed in achieving these syre=gor the synergies we
achieve is less than targeted, our financial caoditvill be impactec

. our size because we are a smaller sized cotopitithe markets we serve and we compete agairget competitors with
substantially greater resourc

. recent reductions in the benchmark price adwaht crude oil, which, if sustained is expectetdwee a significant impact on
both the level of spending by the State of Alagka imvestment in resource development projects ajpnexploration
companies in Alaska. Both outcomes will impactélsenomy in the markets we serve and impact ourdutnancial
performance

. disruptions or failures in the physical infrasture or operating systems that support our lessies and customers, or cyber
attacks or security breaches of the networks, systa devices that our customers use to accegwoducts and servict

. our ability to keep pace with rapid technol@jidevelopments and changing standards in theai@lewnications industry,
including or-going capital expenditures needed to upgrade dwrank to industry competitive spee

. our ability to continue to develop attractiegrated products and services to evolving imgustandards, and meet the
pressure from competition to offer these serviddsveer prices

3
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. unanticipated damage to one or more of our tesdefiber optic cables resulting from constructiorigging mishaps,
fishing boats or other reaso

. changes in general industry and market conitiand structural declines for voice and otheadggservices within the
telecommunications indust

. a maintenance or other failure of our network dadznter:

. a failure of bac-office information technology*IT”) systems

. a third party claim that the Company is infringimgon their intellectual property, resulting indiition or licensing expensi
or the loss of our ability to sell or support cartaroducts including certain wireless devi

. unanticipated costs required to fund our petitement benefit plans, or contingent liabilitessociated with our
participation in a mul-employer pension plza

. the success or failure of any future acquisitionstber major transactiot

. geologic or other natural disturbances relevatii¢docation of our operatiol

. the ability to attract, recruit, retain and develbp workforce necessary for implementing our bessplar

. the matters described unc“ltem 1A, Risk Facto”

In light of these risks, uncertainties and assuomsti you should not place undue reliance on anweafai-looking statements. Additional risks
that we may currently deem immaterial or that areaurrently known to us could also cause the fodaAlaoking events discussed in this Form
10-K or our other reports not to occur as descriBeatept as otherwise required by applicable stéesiiaws, we undertake no obligation to
publicly update or revise any forward-looking staénts, whether as a result of new information,reievents, changed circumstances or any
other reason after the date of this Form 10K.

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
OVERVIEW

We provide leading integrated communications ses/io business and consumer customers substaitidllgska. Our communications
network extends throughout the major populatiortersnin Alaska connecting customers to our netwatich provides broadband, managed
information technology (“IT Managed Services”), @®iand other services to these customers and tmttiguous states through our own
terrestrial network which includes our two divetselersea fiber optic cable systems. Our netwoakriieng the most expansive in Alaska and
forms the foundation of service to our customerns: @imary focus is: (i) growing retail service emwue with our business, wholesale and
consumer customers primarily by providing high baitth speeds and IT Managed service offerings ®n@ss customers, and higher
bandwidth speeds without data cap pricing for corexs, (i) working with state and federal regulgtagencies to provide an appropriate level
of high cost support funding relative to the cosptovide broadband services in our service tereisoand (iii) following the sale of our wirele
operations on February 2, 2015, completing ourgaliibns pursuant to a transition services agree(fie8A”) with the buyer, and winding
down our wireless retail operations to achieveateisynergy targets by the end of 2015.

The sale of our wireless operations (the “Wirelgake”), which closed on February 2, 2015, incluttetisale of both our one-third interest in
the Alaska Wireless Network (“AWN”) and our wiretesustomer contracts, but excluded the wireleskHzad contracts that we entered into
after the formation of AWN. This transaction allaives to exit a line of business facing increasevgls of competition at an attractive price.
AWN was a wireless wholesale joint venture we fadnme2013, (“AWN Formation”) where both ACS and @ead Communications (“GCI”)
combined their wireless networks. ACS was a onegttivner of AWN, while GCI owned the remaining tahords. AWN owned spectrum
licenses, cell
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sites, backhaul facility usage rights, and otheetsnecessary for AWN to operate as a wirelesasimficture company, and operated a
statewide wholesale wireless network. GCI and A@fependently sold retail wireless services to trespective retail customers while paying
AWN a wholesale charge as compensation for thaipemy owning and operating the network.

Our parent company, Alaska Communications Systerosi; Inc., was incorporated in 1998 under the lafube state of Delaware. Our
principal executive offices are located at 600 pktme Avenue, Anchorage, Alaska 99503-6091. Oaptalne number is (907) 297-3000 and
our investor internet address is www.alsk.cobur customer internet address is AlaskaCommunoitatom.

Markets, Services and Products

We operate our business under a single reportaglaent. Prior to the Wireless Sale we providedlreieeless services and generated certain
revenue streams related to our ownership in AWrRo the AWN formation, we also generated foreigaming revenue from national
wireless carriers whose customers traveled in Ala€ker the past several years our areas of fazsisliifted to the following customer
categories, and following the Wireless Sale, oaufois exclusively on these categories:

. Business and Wholesal
. Consumer

. Other Services (including access services and highst support services receiving federal support fuing)

The brand pillars supporting our products and sesvare reliability, customer service, trustwortissand local presence. These are repres
by the following promise we make to our custom&rsiu can always expect to get the service as predis you by an Alaska
Communications’ representative. If you are notséiatil, we will work with you to provide a solutidinat meets your satisfaction.”

Our services and products are described below! 8em 7, Management'’s Discussion and Analysis oaéml Condition and Results of
Operations,” for a summary of service and product revenuerggted by each of these customer groups.

Business and Wholesale

Providing services to Business and Wholesale custem our highest priority. We are the only Alaskesed carrier that is Carrier Ethernet 2.(
Certified. This certification means that we med¢inational standards for the quality of our braattbservices. We believe our network
differentiates us in the markets we serve, becasprefer not to compete on price; but on the ¢yaieliability and the overall value of our
solutions. Accordingly, we have significant cappdit “sell into” the network we operate and do so at what we beliewattractive incremen
gross margins.

Business services have experienced significant rewd we believe the incremental economics ofrfass services are attractive. Given the
demand from our customers for more bandwidth ahdratervices, we expect revenue growth from thesemers to continue for the
foreseeable future. We provide services such aewvand broadband, and IT Managed services inclugimgte network monitoring and
support service, managed IT security and IT pradess services, and long distance services primarikr our own terrestrial network. Our
business customers include small and medium bus@sekarger enterprises, and government custonfechinclude municipal, local, state
and federal government entities, school distridtsaries and rural health care hospitals.

Our acquisition of TekMate, discussed iltém 7, Management’s Discussion and Analysis oéféial Condition and Results of Operations”
under the headin@ther Initiatives, is an example of our strategy to provide increg$gvels of IT Managed services to business custem
which we believe provides a differentiated valuepmsition vis a vis our competitors.

Our wholesale customers are statewide, nationalrdathational telecommunications carriers who @yus to provide connectivity for
broadband and other needs to access their custoversur Alaskan network. The wholesale markehiracterized by larger transactions
can create variability in our operating performantie have a dedicated sales team that sells irg@tistomer segment, and we expect
wholesale revenue to grow for the foreseeable éutur
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Consumer

We also provide voice and broadband services tdeesal customers. Given that our primary competitas extensive quad play capabilities
(video, voice, wireless and broadband) we are geéein how we offer products and services to thistomer segment, to maintain our returns
We expect revenue from these customers to be stableprimary focus is to offer higher bandwidtlesgds to these customers, leveraging the
capabilities of our existing network. Our primagnepetitive advantage is that we offer bandwidtthaitt data caps, while our competitor
charges customers or throttles customers’ speedxé@eding certain levels of data usage.

Other Services Including Access Services and HighaSt Support

We provide voice and broadband origination and iteation services to inter and intrastate carrien® werve our retail customers. We are
compensated for these services, primarily by chartgrminating and originating per minute ratethese carriers. These revenue streams ha
been in decline and we expect them to continuetdirte.

We also assess monthly surcharges to our custoasersquired by various state and federal regylatgencies, and then remit these
surcharges to these agencies. These surchargeBamryear to year, and are recognized as reveangethe remittance as a cost of sale. We
expect these revenue streams to decline over time.

We also receive inter and intrastate high costensiad support funds and similar revenue streanms fitate and federal regulatory agencies the
allow us to partially recover our costs of proviglimniversal service in Alaska. As further discusseder “Regulation,as a result of substani
regulatory changes enacted by the Federal ComntionissCommission (“FCC”), certain of these revestreams are undergoing significant
reform and until this reform process is compleis difficult to predict the positive or negativeogvth in these revenue streams in the future
the extent of obligations we will need to undertakerder to qualify for future funding.

Wireless and AWN Related

Prior to the Wireless Sale, we provided wireless&and broadband services, and other value-addetess products and services, such as
wireless devices, across Alaska with roaming cayevailable in the contiguous states, Hawaii aada@a by utilizing the AWN network.
Prior to the AWN formation, we provided these seesi utilizing our own network and generated foreiggming revenue from national
wireless carriers whose customers traveled in Aask

Following the AWN Formation, and prior to the Wiges Sale, we reported certain revenues based awoership position in AWN as
follows:

Because our network provides access to the retaitetplace, and as a result of the cost of progidervice to high cost areas, we generated
Competitive Eligible Telecommunications Carrier ECC”) revenues established by either state or #ddegulatory agencies. As part of the
AWN formation, we agreed to pay a service charg&WN for an amount equal to our CETC Revenue, &edefore CETC Revenue had no
impact on our net (loss) income or EBITDA calcudas.

Prior to the AWN formation, we also provided badkhservices to other wireless carriers. Backhanlises are broadband connections
between a wireless carrier’s cell site, their caraffice switch and connectivity to the Interngpon the AWN formation, all existing backhaul
contracts were transferred to AWN, which resulteun loss of revenue. However, we were not exclddsd providing backhaul services in
the future, and now compete for these serviceshilve since added wireless backhaul contracts, meteto continue to grow these reven

Following the Wireless Sale, we began to wind deunretail wireless operations (“Retail Wind DownPowever, we are required to provide
TSA services to GCI, which involve maintaining eémtaspects of these retail wireless operations aadhe operation of our retail stores,
maintaining wireless retail customer support fumasiin our contact center and providing certaimpguphain management, billing and
collection and treasury management functions feergod of up to six months following the Wirelessé&s We believe the duration of the TSA
will be approximately two to three months, and indmagely
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thereafter we will accelerate the Retail Wind Do®nuring 2015, these events will result in signifitemployee reductions across many
functional areas in the company, and we will incertain costs associated with severance, reteatidrother employee obligations, store lease
buyouts, and other non recurring costs during #red. Upon completion of the Retail Wind Down, @xpect to have generated significant
synergies, which, will result in our generating $6456 million of annual run rate Adjusted EBIT2& we exit 2015.

Network and Technology

There are two extensive facilities based wirelgledcommunications networks in Alaska. We operateafithese networks and GCI operates
the other. We provide switched and dedicated varckbroadband services as well as a host of otlieeadded services such as network

bandwidth speeds, increased levels of securityaaditional value added services to our customeuns.n®tworks are monitored for
performance around the clock in redundant monitpcenters to provide a high level of reliabilitydgmerformance. Our fiber network, which
serves as the backbone of our network, is extemgithén Alaska’'s urban areas and connects our Ergerkets, including Anchorage,
Fairbanks and Juneau with each other and the cantystates. It offers us the opportunity to prevadr customers with a high level of
network reliability and speed for voice and broaubapplications. We also own and operate one ofriist expansive Internet Protocol (“IP”)
networks in Alaska using multi-protocol label swiittg (“MPLS"), Metro Ethernet technology and VirtiRrivate LAN Service (VPLS). Our
MPLS network provides the long-haul framework far detro Ethernet service, which we market to besses and government customers.
Metro Ethernet offers our customers scalable, Isiggeed broadband and customized IT products anitesyas well as Internet connectivity.
VPLS allows customers to connect their dispersedtions with the ease of use and control offeretbyro Ethernet and the quality and
reliability of our MPLS services. We are one of tees Metro Ethernet Forum certified carriers in tiaion, providing the highest degree of
assurance to our customers regarding the qualibyiohetwork and services.

We also own and operate an undersea fiber optie sgstem that connects our Alaskan network tofacitities in Oregon and Washington.
These facilities provide the most survivable senti@ and from Alaska, with key monitoring and disasecovery capabilities for our
customers. Most recently, we acquired certain dapan another provider's network providing us witiverse connectivity into Juneau, thus
eliminating what was previously a single point afdre.

Our network in Oregon and Washington includes &ria transport components linking Nedonna Be&regon to a Network Operations
Control Center in Hillsboro, Oregon and collocatfanilities in Portland, Oregon and Seattle, Wagton. 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 offeets of the world.

Competition

We face strong competition in our markets from éargpmpetitors with substantial resources. Foritiadhl voice and broadband services, we
compete with GCl and AT&T on a statewide basis, smdller providers such as Matanuska Telephonedisan, Inc. (“MTA”) on a more
localized basis.

As the largest facilities based operator in Alagk&) is the dominant statewide provider of broadhamice and video services, and has up to
80% market share in the customer segments it seB@kcontinues to expand its voice and data ndtwaften taking advantage of subsidized
government programs which create a monopoly foriees in certain markets. AT&T’s primary focus dskie the provider of voice and
broadband services to its national customers. AT&s to use its existing broadband network toestirgse customers or it leases capacity
from GCI or ACS to augment its existing network.
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For wireless services, and prior to the Wirelede,S@e competed with AT&T, GCI, with Verizon fortedl services. AT&T’s strong market
position in Alaska is in wireless, and we estimatet AT&T had over 50% market share. The competitaindscape changed dramatically
when Verizon turned up its wireless network in ti@or urban centers in Alaska in 2013. AT&T andi¥en, in particular, have significant
competitive advantages associated with device abititl, content and a nationwide footprint thahdze packaged with their wireless offerir
These dynamics were key drivers in our Wireless 8atision.

Overall competitive dynamics are significant, amd operating performance is impacted accordingty.rore information associated with the
risks of our competitive environment see “ltem Risk Factors.”

Marketing

Our marketing strategy relies on our history of erstinding the Alaskan customer. We increasingligrtaur products and services based on
understanding our customers’ needs, location, yoel of service they desire. For business customersundle our products and provide value
added IT Managed services using our local servitigelty model and highly reliable network. For comeer customers we focus on offering
flat rate pricing for broadband services differatitig ourselves from GCI who charges for excesa dsage.

Sales and Distribution Channels

Our sales strategy combines primarily direct andesndirect distribution channels to retain curreuttomers and drive sales growth. We t
also traditionally operated retail stores througtbe state, however, we expect most if not alb¢hstores will be closed as part of our Retall
Wind Down. Our focus in 2015 is to leverage ouedirsales channels serving Business and Wholesstiercers, and our web and contact
center channels for consumer customers for cordisustained performance throughout the year.

Customer Base

We generate our revenue through a diverse statewistemer base and there is no reliance on a stoglemer or small group of customers.
Business and wholesale customers are our primansfand they make up 34.9% of our total revenueluging wireless and AWN related
revenue, which is no longer a revenue stream fafigthe Wireless Sale, business and wholesale mestomake up 51% of our total revenue
for the year ended December 31, 2014. In priors/ear had significant reliance on roaming revenamfi/erizon which accounted for 11.5%
and 16.4% of our revenue in 2013 and 2012, respdgtiThe AWN formation was a risk mitigation stgy because with Verizon operating
their own Alaskan network in 2013, we believed tigigenue stream would begin to decline.

Seasonality

We believe our revenue is impacted by seasona&acthis is due to Alaska’s northern latitude #melresulting wide swing in available
daylight and weather conditions between summenmgnter months. These conditions, unique to Alasitect business, tourism and calling
patterns in the state. Our spending patterns aceimpacted by seasonality as we incur more cagiahding and operating spending during
summer and early fall periods of the year reflegtime heightened economic activity from the summenths and our own construction
activities during this time period.

Employees

As of December 31, 2014, we employed 807 regultifne employees, 35 regular part-time employeass & temporary employees.
Approximately 60% 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 November 2014, go/the terms and conditions of
employment for all IBEW represented employees wagkbr us in the state of Alaska through Decemlie2816. Management considers
employee relations to be generally good.
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Regulation

The following summary of the regulatory environmanivhich our business operates does not descllipeegsent and proposed federal, state
and local legislation and regulations affecting tdlecommunications industry in Alaska. Some legish and regulations are currently the
subject of judicial review, legislative hearingglaadministrative proposals, which could changenta@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 areestibp extensive federal, state and local reguiafithese regulations govern, in part, our
rates and the way we conduct our business, induitlie requirement to offer telecommunications s@wipursuant to nondiscriminatory rates,
terms, and conditions, the obligation comply wit®FL rules, the Communications Assistance for LafioEeement Act (“CALEA"), the
obligation to safeguard the confidentiality of @mer proprietary network information (“CPNI"), aglvas our obligation to maintain
specialized records and file reports with the F@Q@ state regulators. These requirements are subjéetquent change. Compliance is costly,
and limits our ability to respond to the demandswfincreasingly competitive service markets.

We generate revenues from regulated and marketwhgeges to our customers, access charges toaathr@rs, and federal and state support
mechanisms for telecommunications and broadbamnitssr These revenues are recorded throughoutustoroer categories. Prior to the sale
of our interest in AWN to GCI, an amount equal two GETC revenue was remitted to AWN, and had neadlimpact to our net (loss) income,

cash flow from operations or adjusted EBITDA. Aftke sale, we ceased to receive CETC Revenue.

Our local exchange carrier (“LEC”) subsidiaries srgulated common carriers subject to rate-of-retagulation for intrastate services we
offer in Alaska, and price-cap regulation for istate services regulated by the FCC; however, Isecdney face competition, most of our LEC
subsidiaries may not be able to realize their adldwates of return even where they are rate ofiretgulated.

In this section, “Regulation”, we refer to our LEGbsidiaries individually as follows:
. ACS of Anchorage, LLC*ACSA");

. ACS of Alaska, LLC “ACSAK");

. ACS of Fairbanks, LLC*ACSF"); and

. ACS of the Northland, LLC*ACSN").

In establishing their costs of regulated servioes,LEC subsidiaries have determined their aggesgasts, allocated those costs between
regulated and non-regulated services, then sepaitase costs between state and federal jurisdgtad finally among inter- and intra-state
services. This process has been governed printaritie FCC and the Regulatory Commission of Alg8R&LA”) rules and regulations. The
FCC is considering whether to modify or elimindte turrent jurisdictional separations process. @ki@sion could indirectly increase or
reduce earnings of carriers subject to jurisdi@l@eparations rules by affecting the way regulatesis 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 currently regutagain broadband Internet access service:
that are known as information services althoughRGE has recently opened a proceeding to addresNélgrality concerns through the
regulatory process, and the FCC Chairman reporteayproposed that the FCC adopt rules to clabsifgdband Internet access service as a
common carrier “telecommunications service” subfeatommon carrier pricing and other requirementg&ned in the Communications Act
of 1934 (“Communications Act”) that have historigadpplied only to traditional telephone service tiis time, we are unable to assess the
extent to which these regulatory changes may impaicbusiness.

The RCA generally exercises jurisdiction over sgggiand facilities used to provide, originate omieate communications between points in
Alaska. In addition, pursuant to the local comartitprovisions of the Communications Act , fedemadl state regulators share responsibility
implementing and enforcing certain pro-competifpadicies.
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Local governments often regulate the public righftsvay necessary to install and operate networkese local governments may require
communication service providers to obtain licensefsanchises regulating their use of public rigbtavay and generally require carriers to
obtain construction permits and abide by buildind &nd use codes.

Federal Regulation

We must comply with the Communications Act and tatjons promulgated thereunder, which require, agnather things, that we offer
regulated interstate services upon request atrgespnable and nadiscriminatory rates and terms. The Communicatietsalso requires us
offer competing carriers interconnection and naedminatory access to certain facilities and smwidesignated as essential for local
competition, and permits the FCC to deregulatesunarkets become more competitive. Under the Conwations Act we are eligible for
support revenues to help defray the cost of pragidiervices to rural, high cost areas, low-incooresamers, schools and libraries, and rural
health care providers. Many of these regulationsmy have been modified by the FCC and otherstersubject of on-going FCC rule
makings that are expected to result in further gkanin both cases, the changes are intended &mdxpe support mechanisms to include
broadband Internet access services, and promoteoaddl deployment of equipment, facilities, andgt®ms necessary to support such service:

I nterconnection with Local Telephone Companies and Access to Other Facilities

The Communications Act imposes a number of requérgson LECs. Generally, a LEC must: not prohibitiareasonably restrict the resale
its services; provide for telephone number poriighilo customers may keep the same telephone nufrthey switch service providers; ensi
that customers are able to route their calls ®cteshmunications 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 trartpg the call (see the Interstate Access disondselow).

All of our LEC subsidiaries are considered incuntbefCs (“ILECs”) and have additional obligationsdem the Communications Act: to
negotiate in good faith with any carrier requestimgrconnection; to provide interconnection fog transmission and routing of
telecommunications at any technically feasible pwirour ILEC network on just, reasonable and natiiminatory rates, terms and
conditions; to provide access to unbundled netveteknents (“UNES”), such as local loops at non-disicratory, cost-based rates to competing
carriers that would be “impaired” without them;dffer retail local telephone services to reselirdiscounted wholesale rates; to provide
notice of changes in information needed for anotiaerier to transmit and route services usingatslities; and to provide, at rates, terms and
conditions that are just, reasonable, and nonidigtatory; physical collocation, which allows a cpetitive LEC (“CLEC”) to install and
maintain its network termination equipment in ak@’s central office, or to obtain functionally egaient forms of interconnection.

Our ACSN ILEC subsidiary enjoys a statutory exempts a rural telephone company from the requirésrirposed 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, apprtv@rovide local exchange telephone service eGlacier State study area and Sitka
exchange of ACSN on its own facilities. Other thiaa City of Sitka, all other exchanges in the Sikady area remain unserved by any CLEC
at this time.

On December 28, 2006, the FCC conditionally antigdhr granted 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 camiaily negotiated rates, or if there is no comnadragreement, at the rates for these
UNEs in Fairbanks. As a result of this decisionMerch 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.

10



Table of Contents

I nterstate Access Charges

The FCC regulates the prices that ILECs chargéhuse of their local telephone facilities in arating or terminating interstate calls. For the
years ended December 31, 2014, 2013 and 201 2stiateiaccess charges represented approximately 900886 and 11.2%, respectively,
our total Service and Other revenues.

Rates for interstate telecommunications servicised by our ILEC subsidiaries are determined ugitice cap regulation, under which the
rates vary from year to year based on mathemdtiaalulae, and not based on changes to our costading both inter-carrier rates and retalil
end user rates. Since 2010, ACSA, ACSF, and ACSaketad the right under the FCC'’s Phase | and Rhpseing flexibility rules to offer
flexible pricing arrangements such as volume ana @iscounts free from FCC rate structure and peage rules for qualifying services,
dedicated transport and special access servidbe idinchorage, Juneau and Fairbanks areas. ThehBE€ince ceased making any new grant
of pricing flexibility, and is seeking data on tskate of competition in the special access matketvaluate possible changes. We expect to fil
data responsive to the FCC’s request on or beffiereltie date, February 27, 2015. In addition, becthespricing flexibility currently granted

to three of the ACS ILECs could be affected by fatchanges to the FCC's pricing flexibility rulesy reforms that the FCC adopts could
affect ACS’s revenues in ways we cannot curremntidjzt.

Under a 2011 FCC order (the “Transformation Ordestiy ILEC interstate and intrastate switched ascates and reciprocal compensation
rates (“ICC rates”) are capped and declining tovzaea, in pursuit of the FCC’s goal that carrier kgcover their costs from their end-users
and, in some cases, universal service support macha.

The transition is unfolding over a six year permainning July 1, 2012, as follows:

. intrastate terminating switched end-office saiatrastate terminating switched transport rét@¢he extent they are above the
ILEC’s interstate rates) and reciprocal compengatibes were reduced in two equal steps to paitty imterstate rates effective
July 1, 2012 and July 1, 2013; transport ratesnaithain at this leve

. intrastate and interstate terminating switcbrd-office rates and reciprocal compensation natié®e reduced in three equal steps
to $0.0007 effective July 1, 2014, July 1, 2015] auly 1, 2016

. all terminating switched er-office rates and reciprocal compensation ratesheilieduced to zero on July 1, 2017;

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

The Transformation Order provides for a certain ami@f compensation for lost revenue through twiiooygl programs: (i) an access recover)
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, limitatiomsirket 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 universal support in several formsh{@h cost support received by its LEC
subsidiaries in 2014 for its wireline business urtbe Connect America Fund; (2) high cost suppmovided to the Company in 2014 for its
wireless business as CETC Revenue; (3) supposeiwices that the Company provides to schools ianaries, provided through the federal
schools and libraries universal service supporthaeism (“E-Rate”); (4) support from the federal Budealth Care (“RHC”) support
mechanism, which supports telemedicine and ruraltheare communications; and (5) low-income suppoder the FCC'’s Lifeline program,
which subsidizes telephone service for low-incomestimers.
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For the year ended December 31, 2014, the Compaognized $19.6 million in wireless CETC Revenuhi¢lv we remitted to AWN) and
$23.2 million in high cost support for its LECs.@bined, these amounts represent approximately 18f6%r total revenues for the twelve
month period ended December 31, 2014. For thegmded December 31, 2013, the corresponding amauanes$21.0 million and $18.8
million, respectively. With the closing of the Wiees Sale, we will not be receiving CETC Revenuagéorward.

Historically, the level of high cost support reaivby the Company’s LEC subsidiaries was baseti@ndsts those subsidiaries incurred in
providing telecommunications services, althouglodipn of the support was frozen at the time ouClLsubsidiaries converted to federal price
cap regulation and, for ACSA, based on the residléscost model. The recent Transformation Ordestereanumber of changes, including:

. Replacing legacy high cost support mechanisms théhConnect America Fun“CAF") mechanism, discussed below; ¢

. Establishing a separate mobility fund to suppaobile voice and broadband services in unsermeichigh cost areas while freezing
and phasing out the identical support rule for CETiGcluding ACSW and our competitors. The Compdogs not anticipate
receiving any mobility fund suppo!

The FCC is implementing CAF in two primary phaseAF Phase I, currently in effect, froze our LE@gjh cost support, beginning in 2012
the 2011 level, and requires us to use that supp@rovide broadband fixed services in high cosha served by our price-cap LEC
subsidiaries. Priceap ILECs, such as ours, must use this frozen C&pport to deploy and operate modern communicatietworks capab
of supporting broadband and voice services, and towe must target areas that are substantiallgnwesl by any unsupported competitor
providing such services. “Broadband” for purpose€AF Phase | support programs is defined as defigeactual speeds of at least 4 Mbps
downstream and 1 Mbps upstream, with latency sigitfaip real-time services such as VolP, and musiffered at prices reasonably
comparable to those in urban areas.

The Transformation Order set the ACS ILECs’ CAF $thbsupport at a level of $19.7 million annualty2014, we were required to spend
two-thirds of this total to build and operate brbadd-capable networks used to offer our own retahdband service in areas substantially
unserved by an unsubsidized competitor. On Apr8(8,3, we filed a request for the FCC to waiveaiartestrictions on the use of this portion
of our frozen CAF Phase | support in order to permsito use this support more effectively to achithe purposes of the rule. The FCC denie
the Company'’s petition but granted some limiteéefeb all carriers in an order issued October AL 3.

In 2015, we are currently required to spend 10@qrgrof our CAF | frozen support in this mannerd amy need to seek additional waiver
relief from this rule. However, the FCC also ini¢id the transition to CAF Phase Il, discussed bgbmsnwof January 1, 2015. While the FCC has
not yet adopted all of the rules that will goverAFCPhase I, we expect this transition to be cotepefore the end of 2015, with the use of at
least a portion of our 2015 high cost support gogdrby those rules, rather than the rules appkcabCAF Phase I.

In 2012 and 2013, and in conjunction with CAF PhHaslee FCC made additional CAF Phase | Incremeditgiport available to certain price-
cap carriers serving the highest-cost wire centensditioned on the carriers deploying additiorraldalband service to unserved locations ovel
the three-year period following the award of supplor2012 (“Round 1 Incremental Support”), a prieg ILEC accepting this support was
required to deploy broadband service delivering@ctpeeds of at least 4 Mbps downstream and 1 Mpgtseam within three years to at least
one unserved location for every $775.00 of supipatcepts. The FCC offered us approximately $4ilkom of this support in 2012, which we
accepted.

In September 2012, we filed a request for waivehwhie FCC; seeking greater flexibility to use thigpport in ways that we believe will
increase the benefits of this support to our sulbsrs. That petition remains pending at the FCCully 2013, we informed the FCC that, undel
the conditions governing use of Round 1 Increme®tgiport, we would be able to deploy broadbandisete 2,291 locations, utilizing
roughly $1.8 million of the Round 1 Incremental Sap that we originally accepted. If we are unabléeploy service to additional locations,
and do not receive a waiver, we may be requiredttan a portion of our Round 1 Incremental Suppamtl may face additional penalties.
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In 2013, the FCC offered price cap ILECs additid@aF Phase | Incremental Support (“Round 2 Incretale®upport”), and an additional
alternative to use the support in areas serveddsdband, but that do not receive actual speedslefst 3 Mbps/768 kbps. A price cap ILEC
accepting Round 2 Incremental Support for use @ sweas must agree to deploy broadband delivadhgl speeds of at least 4 Mbps
downstream and 1 Mbps upstream to one locatioedoh $550.00 it accepts. In 2013, ACS acceptedian in Round 2 Incremental
Support to serve 320 locations at $550.00 per imcat

The FCC is currently implementing a transition fr@AF Phase | frozen support to CAF Phase Il. Fupdimder the new programs will
generally require recipients to provide broadbagrdise to unserved locations throughout the desgghaoverage area by the end of a spec
build-out period, and meet interim milestone build-obligations.

On April 22, 2013, the FCC adopted a model platftimat will be used to establish the geographic arehsupport levels to be offered under
CAF Phase IlI, which will serve to replace CAF Phiasepport to price-cap carriers operating in tBecdntiguous states. Those price cap
ILECs, if they accept CAF Phase Il support in aegistate, will be required to make a statewide citment to offer voice service and
broadband delivering actual speeds of at least hps\lownstream and 1 Mbps upstream to a numberstdmer locations prescribed by the
FCC in that state within the geographic area calbseCAF Phase II.

In part as a result of our advocacy, the FCC's WieeCompetition Bureau has acknowledged short-agsiin the nationwide CAF Phase II
cost model as a means to set CAF Phase Il univegsaice support levels and broadband deploymdigatlons in areas outside the lower 48
contiguous states, and, in particular, that theehddes not accurately reflect broadband costdaska. As a result, the FCC has offered us
(and other price cap carriers serving areas outeEl®wer 48 contiguous states) the alternatii@®ngo continue to receive universal service
support at current, CAF Phase | frozen level, exdtef based on the results of the nationwide castehh We have notified the FCC that we \
not be able to accept support determined accotditize CAF Phase Il cost model, and would elecbtatinue to receive support at the CAF
Phase | frozen level (CAF Phase Il Frozen SuppgiftiYwere linked to achievable broadband depleptand service commitments.

The FCC has received industry comment on how itikhestablish broadband deployment obligationsshatild accompany such CAF Phase
Il Frozen Support in the absence of a working aoatlel. We continue to engage in ongoing and acli@®gue with the FCC and the Wireline
Competition Bureau staff on this subject, and cardito analyze the impact of these changes on Aldmk there remains substantial
uncertainty regarding the deployment and servidigations we may be required to meet in connectiith CAF Phase Il Frozen Support,
potential limitations on our use of such suppang the term of years during which such support béllavailable. While we expect the FCC to
require us to deploy new broadband service to atanbal number of locations within our serviceaarthe FCC has yet to determine the
number of new locations that we must serve, ordhge of geographic areas where deployment willtrmeeuniversal service obligation. If
are able to accept CAF Phase Il Frozen Suppoit, éha size, timing, and extent of these obligationay have a material effect on our future
cash flows, as we anticipate our future capitahdpeg will likely be higher to support these futimeadband build-out obligations. We expect
the FCC to issue additional rules in the near &utur

Lifeline Reform

We generated less than 2% of our total revenue fifefine customers for the twelve months endedddeioer 31, 2014 and 2013. Under
reforms adopted in the FCC’s January 2012 Lifednder, we are required to recertify each of oueliife customers (wireline and wireless)
annually to verify continued eligibility for Lifetie service. In part as a result of those efforis Lifeline enrollment decreased, in particularly
for wireless services where we lost approximatedp@ connections during 2013 and remained relatiftat during 2014. As with other
wireless issues, we do not expect Lifeline redeetfon rules to have an impact on our businedeviaghg the completion of the sale of our
wireless business to GCI, but we will face contilqucompliance obligations with respect to Lifelmestomers served by our LEC subsidiaries
There are a number of matters under consideratimncbuld increase the Company’s
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regulatory compliance obligations and customer a@strative responsibilities, and impact revenuesigad from regulatory funding sources.
the FNPRM, the FCC is considering whether to reduodederal Lifeline subsidy support. FollowingtWireless Sale, we no longer provide
lifeline services for wireless customers.

Wireless Services

Federal law preempts state and local regulatiche@gntry of, or the rates charged by, any provideommercial mobile radio services
(“CMRS"), which includes personal communicationsvgges and cellular services. The regulatory buraesociated with our wireless business
was removed with the closing of the Wireless Sale.

State Regulation

Telecommunication companies are required to olaitificates 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 andphnection with that authority, recently
opened a docket to consider the conversion of th8 ALECs from corporations to LLCs. In addition, R@pproval is required if an entity
acquires a controlling interest in any of our dexdited subsidiaries, acquires a controlling irgeie another intrastate utility or discontinues an
intrastate service. The RCA also regulates ratesig and conditions for local, intrastate accessi@nastate long distance services, supervise
the administration of the Alaska Universal Senkemd (“AUSF”) and decides on Eligible Telecommutiimas Carrier (“ETC") status for
purposes of qualifying for federal USF. The Comneations Act specifies that resale and UNE ratescabe negotiated among the parties
subject to the approval or arbitration of the RQAIr ILECs have entered into interconnection agregsneith a number of entities.

Alaska Universal Service Fund

The AUSF serves as a complement to the federal b@Fmust meet federal statutory criteria concegmionsistency with federal rules and
regulations. Revenue from the AUSF represented h8d4dl.8% of our revenue for the twelve month pyiended December 31, 2014 and
2013, 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 regulathmatditnit high cost switching support to
local companies with access lines of 20,000 or. [Ess change has eliminated the switching supthattour rural ILECs received.

The RCA'’s August 2010 access charge order addesvaOarrier Common Line (“CCL"3upport program to the AUSF as well as expande
AUSF to include support for carriers of last regt@OLRs"). The new AUSF support programs were implementedirl2Some of our ILEC
also receive COLR support from the AUSF-.

Other State Regulatory Matters

On July 8, 2014, HB169 was signed into law whidmiates the RCA's jurisdiction over telephone dtogies. The new law went into effect
on October 6, 2014. The effect of the legislatieduces ACS'’s costs for production and distributbwhite page directories.

On July 17, 2014 the Company’s local exchange didr#és filed a request with the RCA to waive regians that require them to maintain a
tariff and submit tariff filings in competitive sy areas that have no dominant carrier. On OctdBeR014, the RCA declined to grant the
requested waiver and, instead, commenced a nemailag to address tariff issues statewide. Theavo&cof this new rulemaking is uncert:

The RCA continues its inquiry into interexchanger@a of Last Resort issues via an ongoing rulemglgroceeding. Draft regulations have
been issued and are in the comment phase. Thenoaitobthis proceeding is unlikely to result in @ssuming additional responsibilities, but
could impact us if we are compelled to particigatéuture adjudicatory dockets.
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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 amendsn@rthose reports filed or furnished pursuargéction 13(a) or 15(d) of the Securities
Exchange Act of 1934. These reports are availabkoan as reasonably practicable after we electbyifile such material with, or furnish it
to, the SEC.

Code of Ethics

We post our code of business conduct and ethidttegritCode of Ethics”, on our corporate websitenaéw.alsk.com. Our code of business
conduct and ethics complies with Item 406 of SEQuWRation S-K and the rules of NASDAQ. We intendlisclose any changes to the code
that affect the provisions required by ltem 40&Refulation S-K and any waivers of the code of sthic our executive officers, senior
financial officers or directors, on our corporatebasite.

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 nobWn to us or that we currently deem immaterial mlap affect our business. If any of these
known or unknown risks or uncertainties actuallguws, our business, financial condition and reseflsperations could be seriously harmed.

Risks Relating to Our Industry
Competition

The telecommunications industry in Alaska is coitipet

New competitors make it more difficult for us taratt and retain customers, which will result iwér revenue, cash flow from operati
activities and Free Cash Flow.

Our principal facilities based competitor for voaed broadband services is GCI, who is also theirnkomh cable television provider in Alaska.
In the business and wholesale market, GCI holdsairthnt position through its extensive fiber optitcrowave and satellite based middle
mile network as well as its undersea fiber cablevaek, where it owns and operates two of the fousteng undersea fiber optic cables
connecting Alaska to the contiguous states. Irctdresumer market, GCI bundles its cable video seswtith voice, broadband and wireless
services. We do not offer video service and wirelasd thus, are unable to offer competing bundles.

GClI continues to expand its statewide reach, inafythrough its Terra Southwest project which isded with federal subsidies, consisting of
grants from the USDA Rural Utilities Service anddeal low-interest loans. This subsidy gives GGuhstantial competitive advantage in the
markets served by Terra Southwest, and GCI receiestantial additional funding for services ofteoer this facility from the federal E-
Rate and Rural Health Care universal service suppechanisms. GCI has indicated it intends to capdi this government subsidized model ir
other markets in Alaska, which will create monopblge conditions in these markets which are sultfeatinimal regulatory oversight.

With a long history of operating in Alaska, AT&T $a terrestrial long-haul network in Alaska whére focus is on serving certain national
customers. AT&T'’s primary focus in Alaska is prowid wireless services.

Realization of Synergies
The realization of synergies following the Wirel8sde, and the impact of the TSA on our Retail Viliagin
As part of our sale of our Wireless Sale, we resgtiproceeds of approximately $270 million, and phidin approximately $240.5 million in
our Senior Term Facility. Approximately $30 milliaf cash was retained to pay for transaction feelsexpenses, taxes, Retail Wind Down

costs, and taxes. While the debt pay down wasrafisignt move to reduce our overall debt levels,al@ plan to generate significant
synergies, targeted at $12 million on an annuakhbadurther drive down our overall leverage
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ratio (Net Debt/Adjusted EBITDA). We have commentgd plan, but the major elements of cost savizagsonly be achieved following the
completion of our TSA obligations to GCI, which waee targeting to last three months following tlamgactiors close on February 2, 2015,
under terms of the contract, could last up to sbaths. During this TSA period, we do not believewik generate Free Cash Flow, and in
some cases, including transaction related or nourreg costs related to the Retail Wind Down otge=Cash Flow will be negative. Our cash
balances are intentionally significant during thésiod. However, should the TSA take longer thaaehmonths, or following termination of t
TSA, should we not achieve our synergies targahair higher non-recurring amounts necessary lieae these synergies (such as employe
severance, retention and other obligations assatiaith our retail store locations), we could requgignificant cash to meet these obligations
which would impact our financial condition.

Technological Advancements and Changes in Telecommigations Standards

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

Our success will likely depend on our ability taptiand fund the rapid technological changes inrmustry. Our failure to adopt a new
technology or our choice of one technology overtl@omay have an adverse effect on our abilityotopete or meet the demands of our
customers. Technological changes could, among tihegs, reduce the barriers to entry facing oungetitors providing local service in our
service areas. The pace of technology change anabdity to deploy new technologies may be corised 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 teclyimdbdevelopments and our inability to keep paith these developments may reduce
attractiveness of our services. Some of our conguetimay have greater resources to respond to cigaterhnology than we do. If we fail to
adapt successfully to technological changes otdadbtain access to new technologies, we coule dostomers and be unable to attract new
customers and/or sell new services to our existirgjomers. We may be unable to successfully defigar products and services, and we may
not generate anticipated revenues from such predudervices.

To be competitive we need to maintain an on-gaivgstment program to continuously upgrade our aceesvork. We define the access
network as the connection from the end user looatieither a home or a business — to the firstexggggion point in the network. The
connection can be copper or fiber and the aggmgaidint is typically a central office or remotendeg node. The access network determines
the speeds we are able to deliver to our end custdie may not be able to maintain the level oéstment needed for long term
competitiveness in offering broadband speeds tsegjinents of our market.

Our limited access to middle mile infrastructumailis our ability to compete in certain geographitdecustomer segments in Alaska.

We define middle mile as the connection betweeritheaggregation point into a local community ahd interconnection point to the internet
or switch which connects the community to the algsivorld. These are typically high capacity conioest and can span hundreds of miles in
the case of Alaska. It is unlikely that we will leathe capital needed for middle mile investmemnid, @CI controls significant elements of the
middle mile network in Alaska, and through its gmwraent funded programs is creating monopoly coogiin certain areas of the state. This
limits our ability to compete in certain markets.

Risks Relating to Our Debt

Our Debt, Near Dated Maturity, Refinancing Activities and the Impact of Planned Synergies from the Sabf our Wireless
Operations

Our debt could adversely affect our financial hbaftnancing options and liquidity position and aalility to service debt is based on
achieving synergies associated with the Wirele$s. Sa

Since 2012 we have been aggressively reducingnioiat of our outstanding debt. As of December 8142 we had total debt of $436.4
million, inclusive of $2.4 million in liabilities &éld-for-sale, net of debt
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discounts. The Wireless Sale resulted in $240.5amibf debt reductions, after which we have a 28gillion Senior Loan Facility, $114.0
million of Convertible Notes and $7.9 million offtal lease obligations.

Although the Wireless Sale resulted in significdebt reductions, prior to this transaction we gatesf significant Adjusted EBITDA from our
AWN dividend, and as result of the Wireless SaleAdjusted EBITDA will be lower. The benefit frorhé Wireless Sale is we will be a
smaller, better focused company, and as a resultilvbenefit from a lower cost structure througite tachievement of certain synergies as par
of the Retail Wind Down. These synergies are tadj& be $12 million on an annual basis, and uphiegsing these amounts, our run rate
EBITDA (on an annual basis) is anticipated to bé &5$56 million by the end of 2015. While any delia the Retail Wind Down associated
with the TSA (discussed above) can impact our tegifloperations and free cash flow, we also coetito have certain debt obligations that
require us to do the following:

. Maintain a fixed amortization schedule of paymeatour Senior Loan Facility of $14,700 in 20

. Perform against financial covenants under @ni@ Loan Facility that contemplate the realizato$ the targeted synergies
by the end of 201t

Our Senior Loan Facility matures in October 201@] aur revolving loan facility, which is undrawnatares in October 2015. We are focused
on refinancing both of these facilities in 2015 boidentified potential challenges in the credérkets that limit our ability to do so could he

a material adverse impact on our future finanadmdition. Additionally, our Convertible notes aret rallable, and therefore limit our

flexibility with strategic acquisitions and may lasome impact on any cost and terms associatedheittefinancing of our Senior Loan
Facility

Our debt also exposes us to adverse changes fashtates; however, we entered into floating-kedi interest rate swaps to hedge our
exposure to interest rate changes. In conjunctitim eur Senior Credit Facility we hold floating-foced interest rate swaps that fixed the
interest rates on $192.5 million of notional tewwan value at 7.22% for the period June 2012 thr@&egtember 2015.

We are also subject to credit risk related to aumterparties on the swaps and the interest ratama to interest rate fluctuations on interest
generated by our debt in excess of the notional teans referenced above. For more specific inftionaelated to our exposure to changes ir
interest rates and our use of floating-to-fixeeiatt rate swaps, please see “ltem 7A, QuantitatideQualitative Disclosures About Market
Risk.”

Risks Related to our Business

Access and High Cost Support Revenue
Revenues from access charges will continue tortealnd revenue from high cost loop support is suitbgerule changes at the FC

We received approximately 18.6% and 16.0% of o@rating revenues for the years ended Decembelr034, &nd 2013, respectively, from
interstate and intrastate access charges. The ambravenue that we receive from these accesgebas calculated 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 and we eifgisdtend to continue due to declines in voicegesand migration to VolP services which do
not generate access revenue for us.

Furthermore, the FCC has actively reviewed new raeisims for inter-carrier compensation that wiliéhiate certain access charges entirely.
Elimination of access charges would have a matadaérse effect on our revenue and earnings. Slyithe RCA has adopted regulations
modifying intrastate access charges that may reduceevenue.

As discussed in “Regulations” substantial change®apected to be enacted by the FCC regardinfutune high cost loop support funding
and obligations thereunder. It is difficult to pieidhe positive or negative growth in this souofeevenue streams in the future as well as the
future obligations that we will be required to guicéhat are tied to this funding.
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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 imposenamfunded mandates on us. Such
mandates have included those related to emergenatidn, emergency “E-911" calling providing accesiearing-impaired customers, law
enforcement assistance and local number portakiagh of these government mandates has imposedeggivements for capital that we
could not have predicted with any precision. Alavith these obligations, the FCC has imposed deesllior compliance with these mandates.
We may not be able to provide services that comyillly these or other regulatory mandates. Furthercannot predict whether other mandate:
from the FCC or other regulatory authorities, witicur in the future or the demands they may placeus capital expenditures. For more
information on our regulatory environment and tis&s it presents to us, see “ltem 1, Business -uRé&gn”.

There is a risk that FCC Orders will materially iagt our revenue.

The 2011 Transformation Order establishes a nemveiveork for high cost universal service support tieptaced existing support mechanisms
that provide support to carriers, like us, thavedrigh-cost areas with new “Connect America FUi@AF") support mechanisms and service
obligations that are focused on broadband Intexcetss services. Though the future rules remaileanave do not expect them to be as
favorable to the Company as the prior rules an@éxyeect conditions attached to future high cost etip require significant new increases in
capital spending to meet broadband deployment andce targets. We recognized $23.2 million and.$8illion in federal high cost
universal service payment revenues to support aeline operations in high cost areas in the twehanths ended December 31, 2014 and
2013, respectively. The FCC is currently considgrimat broadband deployment and service obligaitondl require us to meet in connecti
with future federal high cost CAF support, alonghathe duration and other terms of support. Thaltieg uncertainty prevents us from
accurately measuring the amount of our future laiggt support, or the capital investment the Compeitiyoe required to make in connection
with this support or the duration of the suppoltaBe see the heading “Regulation,” above, for rdetailed information.

In addition, the FCC has imposed strict new cormgkarequirements governing enrollment of low-incaubscribers in the FCC's Lifeline
program, which provides carriers like us with USipport to reduce the cost of wireline and wirekesswices to lonincome consumers. For t
twelve months ended December 31, 2014, we recogmizeline and wireless lifeline revenue of $0.4liom and $3.2 million, respectively.
Over the same period the number of Lifeline custsmee served shifted from 2,151 wireline and 7, drgless lifeline customers to 1,828
wireline and 7,232 wireless Lifeline customers.léwing the February 2015 completion of the salewfwireless business, we no longer serv
any wireless Lifeline customers. We expect the amhoii Lifeline USF support we receive in connectiith our wireline customers to
continue to decrease, because we expect thal bhevihore difficult for low-income consumers to tifyafor Lifeline, and to remain enrolled in
Lifeline, than it was under the former rules.

Economic Conditions

The successful operation and growth of our busegdgpends 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 industriadiqularly oil production and prices of crude «
. the strength of the Alaska tourism indus
. the level of government and military spending;

. the continued growth of service industri
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The population of Alaska is approximately 730,0dthvAnchorage, Fairbanks and Juneau serving agrttrary population and economic
centers in the state.

It is estimated that one-third of Alaska’s econamgependent on federal spending, one-third onrakttesources, in particular the production
of crude oil and the remaining one-third on driveush as tourism, mining, timber, seafood, inteomat air cargo and miscellaneous support
services.

Alaska’s economy is dependent on investment bgaitpanies, and state tax revenues correlate watpribe of oil as the State assesses a ta
based on the retail price of oil that transitsgieline from the North Slope. During 2014, thecprof crude oil dropped substantially, which is
primarily impacting the state in two ways:

1. Resource based companies have indicated, thatigh Alaska is a strategic area of investmeuly tire reducing their level
of spending in the state, and in particular thethl& ope, through reducing their operating codtsflfght” development
projects are continuing, however, should the poiceil remain at its current levels, spending otufa development is
expected to be lowe

2. The State of Alaska is expected to incur budeétits, requiring reduction in state spendingoasrmultiple programs. The
State of Alaska is not immune to volatility to @riof oil, and has established multi-year budgetesgrves that mitigate the
impact of short term price declines. The Statexfgeeting to reduce spending in its current fisesry but the amount of
reduction is mitigated by the significant levelreterves on hand. Reduced spending by the Staxpésted to have a
dampening effect on overall economic activity ie Btate

While economist have inconsistent outlooks forithpact of these events, several are forecastingMlaska is expected to experience
moderate declining population growth and a weaddergnvironment in certain employment sectors &salt of these dynamics.

In the near term, we do not expect to be impadtguficantly as we do not have a terrestrial netaserving the North Slope, but overall ma
impacts from a sustained lower price of crudeibihaintained over time, will ultimately impact ogrowth in the future.

The tourism industry maintains steady progresfi@®verall national economy stabilizes. Visitorurak was down 2% year over year,
decreasing from 1,693,800 in the summer of 20113669,600 in the summer of 2014.

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 \aridedata services over access lines. We have erped net access line loss over the past
few years and the rate of loss with consumersaitiqular, has been accelerating. During the yaded December 31, 2014 and 2013 our
business access line erosion was 648 and 1,03&atésely, while over the same period our consuateess line erosion was 5,524 and 6,52¢€
respectively. We expect to continue to experiereteancess line loss in our markets, affecting euenues, earnings and cash flow from
operating activities.

Network / E-911 Failure

A failure of our network could cause significantages or interruptions of service, which could causeto lose customet

To be successful, we will need to continue to pilevdur customers reliable service over our netwOrk. network and infrastructure are
constantly at risk of physical damage as a resliuman, natural or other factors. These factorg imelude pandemics, acts of terrorism,
sabotage, natural disasters, power surges or atsgfware 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 dandag@rther, we may not have adequate insurancea@ag&ewhich would result in unexpec
expense. Notably, similar to other undersea filpticacable operators, we do not carry insuranceviioalld cover the cost of repair of our
undersea cables and, thus, we would bear thedsilaf any necessary repairs.
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A failure of enhanced emergency calling servica®eisited with our network may harm our busin

We provide E-911 service to our customers wheré secvice is available. We also contract from timé&me with municipalities to upgrade
their dispatch capabilities such that those faesibecome capable of receiving our transmissian Qi1 caller’s location information and
telephone number. If the emergency call centen&ble to process such information, the caller évigied only basic 911 services. In these
instances, the emergency caller may be requirgdrually advise the operator of such caller’s lamratt the time of the call. Any inability of
the dispatchers to automatically recognize theecallocation or telephone number, whether or hotcurs as a result of our network
operations, may cause us to incur liability or @aosr reputation or financial results to suffer.

Wireless Devices

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

Media reports have suggested that, and studiesbere undertaken to determine whether, certaio fagijuency emissions from wireless
devices and cell sites may be linked to varioustheancerns, including cancer. Further, radio fiecy emissions may interfere with various
electronic medical devices, including hearing @dd pacemakers. We could be subject to claimsgrgiior to the Wireless Sale.

Employees
We depend on the availability of personnel withrdguisite level of technical expertise in the ¢elamunications industry.

Our ability to develop and maintain our networksd @xecute our business plan is dependent on thikalilisy of technical engineering, IT,
service delivery and monitoring, product developmeales, management, finance and other key pessurithin our geographic location

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

Labor costs are a significant component of our egps and, as of December 31, 2014, approximatéty&Gur workforce is represented by
the IBEW. We believe our labor costs are highen thar competitors who employ a non-unionized warkéobecause we are required by the
CBA to contribute to the IBEW Health and Welfarai3irand the Alaska Electrical Pension Fund for fitpmgrams, including defined bene
pension plans and health benefit plans, that areeflective of the competitive marketplace. Furthere, work rules under the existing
agreement limit our ability to efficiently manageravorkforce and make the incremental cost of waekformed outside normal work hours
high. In addition, we may make strategic and opemat decisions that require the consent of theiBRIthough the IBEW generally has
provided necessary consents, the IBEW may not geosbnsent when we need it, or it may require adit wages, benefits or other
consideration be paid in return for its consent

Our current CBA with the IBEW that is in effect iidecember 31, 2016, includes provisions thatvalis to be more cost competitive in
certain areas. The IBEW has entered into severakatents with us over the last year which haveigealfor isolated cost savings; however,
we are facing resistance to changes that are édsentour future success. Should we not reaclke@gent with the IBEW on these matters; ou
ability to be competitive will be impacted as vallir future financial results.

In addition, the IBEW has brought unfair labor giee complaints and may continue to bring grievartoebinding arbitration. The IBEW may
also bring court actions and may seek to comp& esigage in the bargaining processes where weveelie have no such obligation. If
successful, there is a risk these administratis@icjal or arbitral avenues could create additiausts that we 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
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We depend on a limited number of suppliers and @entbr equipment and services for our network @erthin customer services. If suppliers
of our equipment or providers of services on whighrely experience financial difficulties, serviaebilling interruptions, patent litigation or
other problems, subscriber growth and our operatsglts could suffer.

Suppliers that use proprietary technology, effedivock us into one or a few suppliers for keywatk components. Other suppliers require u:
to maintain exclusive relationships under a contras a result, we have become reliant upon adichitumber of suppliers of network
equipment. In the event it becomes necessary toatmnative suppliers and vendors, we may be lertatobtain satisfactory replacement
suppliers or vendors on economically attractiventeon a timely basis, or at all, which could inseaosts and may cause disruption in ser

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 upgradur 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 ekg@nificant amounts of capital. In many casespwst rely on outside vendors whose
performance and costs may not be sufficiently withir control.

Information Technology Systems

A failure of bac-office IT systems could adversely affect the Cayigaesults 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 datanmunications, 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 arilo 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 heweaterial adverse effect on our business, operatisults, margins and financial
condition.

Cyber-attacks may damage our networks or breactoousr and other proprietary data, leading to seevitisruption, harm to reputation, loss
of customers, and litigation over privacy violatn

All industries that rely on technology in custon@eractions are increasingly at risk for cyberekss. A cyber-attack could be levied against
our network, causing disruption of operations agwise, requiring implementation of greater netwsekurity measures, and resulting in lost
revenue due to lost service. A cyber-attack coldd be targeted to infiltrate customer proprietang other data, breaching customer privacy,
resulting in misuse of customer information anceotttata, and possibly leading to litigation ovevacy breaches and causing harm to the
Company’s reputation. We rely on a variety of pohaes to guard against cyber-attacks, but theofatareats from these attacks is growing
globally and the risk to us is also growing.

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&lpagtion of our traffic to and from the contigudawer 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 businesaial position, results of operations or liquidity
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Intellectual Property

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

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 tedtpg 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 businessitiqes. The complexity of the technology involvediahe 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 ftg businesses. The Company cannot ensure thessdiwiill 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.

Security Breaches

A failure in or breach of our operational or sedyrsystems or infrastructure, or those of third s, could disrupt our businesses, resu
the disclosure of confidential information or damamur reputation. Any such failure also could havggnificant adverse effect on our
reputation, cash flows, financial condition, andués of operations.

Our operations rely on the secure processing,gosad transmission of confidential and other imfation in our computer systems and
networks. Although we take protective measuresamutbavor to modify them as circumstances warrhatsécurity of our computer systems,
software and networks may be vulnerable to breach®suthorized access, misuse, computer virusether malicious code and other events
that could have a security impact. Additionallyeéches of security may occur through intentionalrdntentional acts by those having
authorized or unauthorized access to confidentiattwer information. If one or more such eventsuncthis potentially could jeopardize our
information or our customers’ information processed stored in, and transmitted through, our coemmitstems and networks. We may be
required to expend significant additional resoutoasiodify our protective measures or to investgaid remediate vulnerabilities or other
exposures arising from operational and securigsriand we may be subject to litigation and finahldsses that are either not insured against
or not fully covered through any insurance mairgdiby us.

With regard to the physical infrastructure thatsons our operations, we have taken measures teingmt backup systems and other
safeguards, but our ability to conduct business beagidversely affected by any disruption to thiastructure. Such disruptions could involve
electrical, communications, internet, transportatio other services used by us or third partieh witom we conduct business. The costs
associated with such disruptions, including anyg lasbusiness, could have a significant adversetin our results of operations or financial
condition.

Any of these operational and security risks coahitllto significant and negative consequences,ditgiueputational harm as well as loss of
customers and business opportunities, which ind¢ouid have a significant adverse effect on ouiasses, financial condition and results of
operations. In 2014 a laptop of one of our empleyeas infected with a virus, which then transmitiath to an unknown third party site. We
do not know what data was transmitted, but afteestigation, we identified information on this mawhthat included names, social security
numbers and addresses of former and current emggoyée do not know if this information was transedf but we have taken additional
security measures to prevent this type of incidethe future.

Pension Plans

We may incur substantial and unexpected liabiliigsing out of our pension plans.
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Our pension plans could result in substantial ligéé on our balance sheet. These plans and Betviave and will generate substantial cash
requirements for us and these requirements magaserbeyond our expectations in future years b@setianging market conditions. The
difference between plan obligations and assettheofunded status of the plans, is a significactdiain determining the net periodic benefit
costs of our pension plans and the ongoing fundéggirements of those plans. Changes in interéss renortality rates, health care costs, earl
retirement rates, investment returns and the mawat of plan assets can affect the funded sti#taar defined benefit pension and cause
volatility in the net periodic benefit cost anddte funding requirements of the plans. In the feituve may be required to make additional
contributions to our defined benefit plan. Plamiliies may impair our liquidity, have an unfavbta impact on our ability to obtain financing
and place us at a competitive disadvantage comparsaine of our competitors who do not have suadbilities and cash requirements.

Our most significant pension plan is the AlaskacEleal Pension Fund (the “AEPF”) in which we peaitiate on behalf of substantially all of
our employees. The AEPF is a multi-employer penpian to which we make fixed, per employee contidns through our collective
bargaining agreement with the IBEW, which coversIBEW represented workforce, and a special agre¢meénich covers most of our non-
represented workforce. Because our contributionirements are fixed, we cannot easily adjust onuahplan contributions to address our
own financial circumstances. Currently, this plamot fully funded, which means we may be subjedb¢reased contribution obligations,
penalties, and ultimately we could incur a contimtgeithdrawal liability should we choose to withdrérom the AEPF for economic reasons.
Our contingent withdrawal liability is an amountsiea on our praata share among AEPF patrticipants of the valuaefunding shortfall. Thi
contingent liability becomes due and payable bif we terminate our participation in the AEPF. Mover, if another participant in the AEPF
goes bankrupt, we would become liable for a pra-shtare of the bankrupt participant’s vested, bpeid, liability for accrued benefits for that
participant’'s employees. This could result in astabtial unexpected contribution requirement andlingasuch a contribution could have a
material adverse effect on our cash position ahdrdinancial results. These sources of poterithility are difficult to predict.

Given the complexity of pension-related mattersmay not, in every instance, be in full compliandgthvapplicable 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 managenae technical personnel. There is competitiorgfaalified personnel in our industry and
may not be able to attract and retain the persamerdssary for the development of our businessrémuote location also presents a challenge
to us in attracting new talent. If we lose one arenof our key employees, our ability to succe$gfinhplement our business plan could be
materially adversely affected. We do not maintaip &ey person” insurance on any of our personnel.

Future Acquisitions
Future acquisitions could result in operating amtahcial 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 stnatéVe would also face operational risks, suchadm§ to assimilate the operations and
personnel of the acquired businesses, disruptieig tmgoing businesses, increasing the complexXiguo business, and impairing managemen
resources and managemsnelationships with employees and customers asudtrof changes in their ownership and managerfenther, the

evaluation and negotiation of potential acquisitiocas well as the integration of an acquired bgsinmay divert management time and other
resources. Some acquisitions may not be successfuiheir performance may result in the impairntértheir carrying value.

Volatility Risks Related to our Common Stock

Continued volatility in the price of our commondtavould negatively affect us and our stockholders.
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The trading price of our common stock has been atgubby the limited number of shares outstanding,lay a significant number of
transactions such as the AWN Formation and the lééiseSale. Additional factors, many of which argdsal our control, include actual or
anticipated variations in quarterly financial resputhanges in financial expectations by securéiesdysts and announcements by our current
and future competitors of significant acquisitiossategic partnerships, joint ventures or cagitghmitments. In addition, our financial results
in the future may be below the expectations of sges analysts and investors. Broad market andstrgt factors could also negatively affec
the price of our common stock regardless of ouratpey performance. Future volatility in our stqulice could materially adversely affect the
trading market and prices for our common stock el &s our ability to issue additional securitiesamsecure additional financing.

Declines in our Market Capitalization or Share Prie
Declines in our market capitalization or share grimay affect our ability to access the capital ness}

Our ability to issue convertible notes is, in parfunction of our share price and market capiilin, as is our ability to be listed on a national
stock exchange. To the extent either declines anhatly, our ability to access the capital markatsy be impaired.

Location Specific Risk
We operate in remote areas subject to geologi@abikty and other natural events which could negely impact our operations.
Many of our operations are located in areas th@paone to earthquakes, fires, and other natustliiance. Many of these areas have limited
emergency response assets and may be difficuithrin 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.

Iltem 1B. Unresolved Staff Comments

None

Item 2. Properties

Our principal properties do not lend themselvesitaple description by character and location. Tévgonents of our gross investment in
property, plant and equipment consisted of thefalhg as of December 31, 2014 and 2013:

(in thousands 2014 2013

Land, buildings and support assets $ 209,34¢ $ 222,21!
Central office switching and transmissi 385,01t 374,50!
Outside plant, cable and wire faciliti 674,91 699,71¢
Other 3,60¢ 3,145
Construction work in progre: 60,24 45,36¢

$1,333,13. $1,344,94

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

Land, buildings and support assets consist of l@md} improvements, central office and certain adstiative office buildings as well as
general purpose computers, office equipment, vebsighd other general support equipment. Centrigkaffvitching and transmission and
wireless switching and transmission consist pritpari switches, routers and transmission electr®ifiic our regulated and wireless entities,
respectively. Outside plant and cable and wirdifees include primarily conduit and cable. We osubstantially all of our telecommunicatic
equipment required for our business. However, waedecertain facilities and equipment under vargaystal and operating lease arrangement:
when the leasing arrangements are more favorahis tiban purchasing the assets.

We own and lease office facilities and related pongnt for our headquarters, retail stores, cenffade buildings and operations in locations
throughout Alaska and Oregon. Our principal exeeuéind
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administrative offices are located in Anchorageaska. We believe we have appropriate easemertissHidrway and other arrangements for
the accommodation of our pole lines, undergrounttlads, aerial, underground and undersea cablésyans. However, these properties do
not lend themselves to simple description by charand location.

In addition to land and structures, our propertysists of equipment necessary for the provisiocoofimunication services. This includes
central and IP office equipment, customer premgsgspment and connections, towers, pole lines, tetesminals, aerial, underground and
undersea cable and fiber optic and copper wirditiasi vehicles, furniture and fixtures, computarsl other equipment. We also own certain
other communications equipment held as inventong#de or lease. Substantially all of our commuiiices equipment and other network
equipment are located in buildings that we ownrotamd within our local service coverage 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 typicadiofilar operators in our industry and with repugainisurance 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, primauto liability and primary employment practicesbility subject to stop-loss insurance with
insurance carriers that caps our liability at sfiegilimits. We believe our insurance coveragedisquate; 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 arigitite ordinary course of business,
including various legal proceedings involving reggaly matters described under “Item 1, BusinessuRéign”. We have recorded litigation
reserves of $0.6 million as of December 31, 20gdijrest certain current claims and legal actions.b&eve 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 wih tontingencies, including any related legal,fasshey are incurred.

Item 4. Mine Safety Disclosures

Not applicable

PART Il
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 Globaé8&eMarket under the symbol ‘ALSK’. The followinglile presents, for the periods
indicated, the high and low sales prices of ourmam stock as reported by NASDAQ.

2014 Quarters High Low 2013 Quarters High Low

4th $2.05  $1.1¢ 4t $2.82 $1.8¢
3 $1.9C $157 3d $3.9C  $1.67
2nd $2.0¢  $1.6€ 2nd $1.97 $1.6C
1st $2.7C $1.8¢ 1t $2.07  $1.5¢
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As of February 13, 2015, there were 49.8 millioarsls of our common stock issued and outstandingpprbximately 456 record holders of
our common stock. Because brokers and other itistitihold many of our shares of existing commalsbn behalf of stockholders, we are
unable to estimate the total number of stockholdegpsesented by these record holders.

Dividends

In the fourth quarter of 2012, our Board of Diregsteuspended the quarterly dividend paid to shadels For the first, second and third
quarter of 2012, the company paid a dividend 05%6€r share of common stock. The dividend suspengas required in connection with the
amendment to our Senior Credit Facility as pathefAWN transaction. Further payment of cash dingtteon our common stock is not
permitted until such time that the Company’s Taierage Ratio is not more than 3.50 to 1.00. &een"7, Management'’s Discussion and
Analysis of Financial Condition and Results of Gytems.”

Our Total Leverage Ratio is expected to be beld®®X28.upon the achievement of our targeted synemgssciated with the Retail Wind Down,
however our ability to re-institute dividend payrteim the future will depend on future competitimarket and economic conditions, the
financial covenants in any future Senior Creditiltgcand on financial, business, regulatory arideo factors, many of which are beyond our
control.

Additional factors that may affect our future digrdl policy include:

. we are a holding company and rely on divideimigrest and other payments, advances and traoisfiends from our
subsidiaries to meet our debt service and pay elidd, if any

. reductions in the availability of cash due b@oges in our operating earnings, working capé@quirements and anticipated
cash need:

. nothing requires us to declare or pay dividel

. the decision to make any future distributiordividends (subject to compliance with the termswf debt agreements) will
remain, at all times, entirely at the discretioroaf Board of Directors

. the amount of dividends that we may distributehia future is subject to restrictions under Delawavwe and

. our stockholders have no contractual or other laght to dividends

See “Item 1A, Risk Factors—Volatility Risks Relat'dour 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 Isseunder Equity Compensation Plans” is incorpdraerein 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
2014 Annual Meeting of Stockholders.
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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.

(in thousands, except per share amot 2014 2013
Operating Data:
Operating revenue $314,86: $348,92:
Net income (loss (2,780 158,47:
Income (loss) per sha- basic $ (0.0¢) $ 3.37
Income (loss) per sha- diluted $ (0.0¢) $ 2.7¢
Cash dividends declared per sh $ — $ —
Balance Sheet Data (end of period
Total asset $808,94: $747,32(
Long-term debt, including current portic 433,96¢ 456,25

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 Financiadt8iments and related notes and the othe
financial information included elsewhere in thigfol0-K.

OVERVIEW

We provide leading integrated communications ses/io business, wholesale and consumer customanslinout of Alaska. Our facilities
based communications network extends throughowutk&land connects to the contiguous states vianaudiverse undersea fiber optic cable
systems. Our network is among the most expansi¥aiska and forms the foundation of service to @wstomers.

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 own performance and allogatir resources. We also monitor the state of te@@my in general. In doing so, we
compare Alaska economic activity with broader eenizoconditions. In general, we believe that theskitelecommunications market, as v
as general economic activity in Alaska, is affedigdertain economic factors, which include:

. investment activity in the oil and gas markets #vedprice of crude o
. tourism levels
. governmental spending and activity of military memsel the price and price trends of bandw
. the growth in demand for bandwic
. decline in demand for voice and other legacy sesrlocal customer preferenc
. unemployment level
. housing activity and development patte
We have observed variances in the factors affettiaghlaska economy as compared to the U.S. aéewBome factors, particularly the pr

of oil and gas, usually have a greater direct impadhe Alaska economy compared to other macro@o@ trends impacting the U.S.
economy as a whole.

Prior to 2012, although the Company had been espeing a steady decline in its retail customer el revenues remained relatively
unchanged. This was accomplished by generatingehifgiheign roaming and wireless CETC Revenue teatffalling retail revenue. Three
significant events were expected to impact thigalVeevenue stability. The first was Verizon’s gninto the Alaska market, which took place
in 2013. The second was declines in wireless CE&@Rue from actions taken by the FCC, which begdakie place in 2014. And finally,
1the potential declines in wireline high cost I@ypport revenue as a result of potential changasted by the FCC, which have not yet been
enacted. Foreign roaming revenue, CETC Revenudighccost loop support revenues represented appately 23% and 26% of our total
revenue in 2013 and 2012, respectively, and pnaditgins on these revenues streams were relatiigiy h
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As a result of these adverse events, managemé@otlidimplemented a business plan that focusedigimglisustained growth in retail
broadband revenue across multiple market segmetitsaviocus on business and wholesale customegsidlisly, the Company had focused
on select market segments, primarily wireless amdrprise, with the intent to maximize returns.

Management's assessment of the telecom marketiskalindicated an estimated $800 million marketvgrg approximately five percent
annually. Including IT Services, the size of thell market expanded to $1.5 billion. To genesatgtained growth in this market, the busil
plan required investments in sales, service, meugietnd product development and other initiatigesh as incorporating Lean methodologies
to eliminate waste and simplify our business.

In conjunction with the commencement of this businelan and these future adverse impacts, managemethe Board of Directors
recognized that the Company needed to reduce tissamaling debt to sustainable levels. Consequentihe fourth quarter of 2012 our Board
of Directors completely suspended the common stask dividend.

This business plan is resulting in improved finahoésults in our areas of focus. Broadband revemoeth has accelerated, the Company is
adding customers across many different market setgnand the Company has reduced debt by an artatatihg $149.5 million since
January 1, 2012.

In addition to the implementation of this businpkm, on July 22, 2013, the Company announced W& Aormation, allowing us to combine
our wireless network with GCI. ACS was a one-tlaveher of AWN, while GCI owned the remaining twortts. GCI and ACS were leading
wireless providers in Alaska, and in forming AWNey both contributed their respective wirelesstaségcluding spectrum licenses, cell sites,
backhaul facility usage rights, and other assetessary for AWN to operate an infrastructure corggaat designs, builds, and operates a
statewide wireless network. AWN'’s network coverearenof Alaska’s population than the network of atlyer wireless provider,

Under the AWN structure, AWN generated earningetagpon:

. wholesale revenues it receives from its two retaihers, which were impacted by the number of cotimes and the wholesale ra
established by AWN for these connections, whicheanticipated to be about 70% of our retail wirelesgenues

. service charges to ACS and GCI for an amount eigpubD0% of the CETC Revenues received by each cégspeompany
. roaming revenues from other wireless carriers,

. revenues by selling backhaul to other wiretemsiers (note that this did not preclude the Camydeom selling backhaul directly to
other wireless carriers in competition with bothI@@d AWN).

AWN incurred all costs associated with operatiothef wireless network, and provided a mechanissupport its owners for their wireless
equipment subsidies. AWN had no debt, other thaorking capital revolver, and the governance of AWak designed to maximize the
agreed-upon financial objectives of its owners Bximize its free cash flow and to distribute thisef cash flow to its owners.

As an owner, ACS profited from AWN in three ways:

* GCl paid ACS $100.0 million at closing, and used $65.0 million of these proceeds to pay dowrSamior Loan Facility. Of the
remaining $35.0 million of liquidity, $4.1 milliowas used to unwind interest rate swaps, and $8l@mio fund fees and expenses
due at closing

* AWN would have paid ACS a preferred distributioreothe first four years, after formation, totalimg to $190.0 million, subject
criteria set forth in the Operating Agreement afimed in Note 3 in our audited financial statensefatr the period ended
December 31, 2013. Through December 31, 2014 A@Sdweived $67.8 million of the $72.0 million ofraulative preferred
distributions owed at that tim

»  After four years, we would receive future distriloatof FCF in proportion to our intere:

Following the AWN Formation we provided wireless\iees to our retail wireless customers and ourgingron wireless services were based
on the wholesale charges paid to AWN as well asradirect costs we incurred to support our retaibless customers such as our retail store:
contact center, billing and collection, supply chaianagement and other expenses. Historical castsad incurred, such as roaming COGS
and wireless equipment subsidies, became the rsifildg of AWN.
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Under the AWN structure our ongoing wireless perfance was affected by our ability to operate withenmargins we generated under the
AWN structure. These margins, on average, werenagtd to be 30% of our wireless retail revenue ginarbeing our retail revenue less the
wholesale charges we pay AWN). Although designeprtwide adequate coverage, because of contingsclovireless subscribers and
increasing price pressure from national wireless@a, these margins were not sufficient to recawe costs of operations.

However, under the AWN structure the preferredaiivid did result in a higher degree of certaintyolar future FCF performance than we
otherwise would have expected to generate as datare wireless operator, in particular, with théng of Verizon into our market.

On February 2, 2015 we sold our interest in AWNGtOI as part of the Wireless Sale. This resultefiither debt reduction and the elimination
of our exposure to the highly competitive wirelesisiness.

The final element of our business plan called j@tamatic expense management to ensure we opéfieitendly and deliver the highest level
customer service. In 2013, the company formallypaeld Lean as a framework to eliminate waste anglgyrhow we do business. We have
established a team of process improvement expérshave adopted Lean and we are implementing Lesiipes across all functional areas
within the organization. We expect that Lean wilipower our employees to eliminate waste which wifprove our customer experience. We
will spend less over time and this is expectedrtprove our profitability and improve service levidsour customers.

Revenue Sources by Customer Group

Prior to the Wireless Sale we provided retail vassl services and generated certain revenue strelatexd to our ownership in AWN. Prior to
the AWN formation, we also generated foreign roagmigvenue from national wireless carriers whoséotners traveled in Alaska. Over the
past several years our areas of focus have shidtde following customer categories, and followthg Wireless Sale, our focus is exclusively
on the first three of these categories

. Business and Wholesale

. Consumer

. Other Services (including access services and highst support)
. Wireless and AWN Related

Business and Wholesale

Providing services to Business and Wholesale custem our highest priority. We are the only Alaskesed carrier that is Carrier Ethernet 2.(
Certified. This certification means that we med¢inational standards for the quality of our braattbservices. We believe our network
differentiates us in the markets we serve, becasprefer not to compete on price; but on the ¢yaieliability and the overall value of our
solutions. Accordingly, we have significant capgpdit “sell into” the network we operate and do so at what we beliewattractive incremen
gross margins.

Business services have experienced significant rewd we believe the incremental economics ofrfass services are attractive. Given the
demand from our customers for more bandwidth andcss, we expect revenue growth from these custetoecontinue for the foreseeable
future. We provide services such as voice and liraad), IT Managed services including remote netwaokitoring and support, managed IT
security and IT professional services, and lontpdise services primarily over our own terrestrigiwork. Our business customers include
small and medium businesses, larger enterprisdsg@arernment customers.

Our acquisition of TekMate, discussed ilteém 7, Management’s Discussion and Analysis oéféral Condition and Results of Operations”
under the headin@ther initiatives, is an example of our strategy to provide increg$evels of IT Managed services to business custem
which we believe provides a differentiated valuepmsition vis a vis our competitors.
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Our wholesale customers are national and intemalti@lecommunications carriers who rely on usrtivigle connectivity for broadband and
other needs to access their customers over oukatasetwork. The wholesale market is characterigeldrger transactions that can create
variability in our operating performance. We hawdedicated sales team that sells into this custeegment, and we expect wholesale revent
to grow for the foreseeable future.

Consumer

We primarily provide voice and broadband servicesesidential customers. Given that our primary petitor has extensive quad play
offerings (video, wireless, voice and broadband)aneselective in how we offer products and ses/toghis customer segment, to maximize
our returns. We expect revenue growth from thestoauers will be more modest than our revenue gréwth business customers. In 2013
our primary focus was to offer higher bandwidthespreto these customers, leveraging the capabitifiesir existing network, a process which
will continue into 2014. Our primary competitivevaghtage is we offer bandwidth without data capslendur primary competitor charges
customers or throttles customers’ speeds for exegertain levels of data usage.

Other Services Including Access Services and HighaSt Support

We provide voice and broadband origination and itestion services to inter and intrastate carriene werve our retail customers. We are
compensated for these services, primarily by chartgrminating and originating per minute ratethse carriers. These revenue streams ha
been in decline and we expect them to continuetlinte.

We also assess monthly surcharges to our custoasersguired by various regulatory state and fédegalatory agencies, and then remit tf
surcharges to these agencies. These surchargeBamaryear to year, and are recognized as reveangethe remittance as a cost of sale. We
expect these revenue streams to decline over time.

We also receive inter and intrastate high costensiad support funds and similar revenue strearstsiied by state and federal regulatory
agencies that allow us to recover our costs ofidiog universal service in Alaska. As further dissed under “Regulation,” as a result of
substantial changes enacted by the Federal Comatiamis Commission (“FCC"), certain of these revestieams are undergoing significant
reform and until this reform process is complets difficult to predict the positive or negativeogth in these revenue streams in the future
the obligations we inherit should we qualify fotdte funding.

Wireless & AWN Related

Prior to the Wireless Sale we provided wirelesg@a@ind broadband services, and other value-addetess products and services, such as
wireless devices, across Alaska with roaming cayegvailable in the contiguous states, Hawaii aada@a by utilizing the AWN network.

Prior to the AWN formation, we provided these seesgi utilizing our own network and generated foreimgming revenue from national
wireless carriers whose customers traveled in Alask

Following the AWN Formation, and prior to the Wigebs Sale, we reported certain revenues based amworship position in AWN as
follows: Because our network provided access taeteil marketplace, and as a result of the cograviding service to high cost areas, we
generated CETC revenues established by eitheratételeral regulatory agencies. As part of the AWBImation we agreed to pay a service
charge to AWN for an amount equal to our CETC Reeeand therefore CETC Revenue had no impact oneiytoss) income or EBITDA
calculations

Prior to the AWN formation, we also provided badkhservices to other wireless carriers. Backhanlises are broadband connections
between a wireless carrisrcell site, their central office switch and cornéty to the Internet. Upon the AWN Formation, alisting backhat
contracts were transferred to AWN, which resultedur loss of revenue. However, we were not exdddem providing backhaul services in
the future, and now compete for these serviceshivVe since added wireless backhaul contracts gmeteio grow these revenues.

Following the Wireless Sale, we began the proaesgarid down our retail wireless operation. Howewee, are required to provide TSA
services to GCI, which require us to continue usitintain certain
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aspects of these retail wireless operations sutieasperation of our retail stores, maintainingalgss retail customer support functions in our
contact center and providing certain supply chaamagement, billing and collection and treasury rgan@ent functions for a period of up to
six months following the Wireless Sale. We beligve duration of the TSA will be approximately twwthree months, and immediately
thereafter will accelerate the Retail Wind Down.ring 2015, these events will result in significentployee reductions across many functic
areas in the company, and we will incur certainsassociated with severance, retention and othplogee obligations during the period.
Upon completion of the Retail Wind Down, we expiechave generated significant synergies, and wéaageting this to be substantially
complete by the end of 2015. We have a formal fdathis process and have a dedicated team to neathagl SA and Retail Wind Down
activities.

Executive Summary

The following summary should be read in conjunctidth “Non-GAAP Financial Measures” included inghlanagements’ Discussion and
Analysis of Financial Condition and Results of Cyteems.

Operating Revenues

Consolidated operating revenue of $314.9 millioordased $34.1 million, or 9.8%, in 2014. We belieonsolidated revenue should be
evaluated in three categories:

i) Service revenue which is intended to represeaiitring voice, broadband and other revenue gestefadm business, wholesale
and consumer customers and is a key area of fowley wur business plan. Revenue of $151.3 milleneased $9.9 million, or 7.0% in 2014.
Growth in IT Managed services, wholesale, and Hraad revenue were the primary factors for revemaw/i in this category.

ii) Other revenue, which primarily consists of agg@and high cost support revenue, increased $8i6rmbr 10.3% to $63.8
million. Access revenue declined as a result ofidieg voice traffic with long distance carriershile high cost support increased $2.2 million
associated with changes to this funding program,$h2 million of non-recurring revenue reserveasks in the current year. Equipment sale
revenue also increased $3.2 million mainly as altes our focus on IT Managed services.

iil) Wireless and AWN related revenue of $99.7 mill, which includes service and equipment salesireg from our wireless
customers, and roaming, and backhaul revenue wigctiansferred to AWN at closing, and CETC revem@ch we continued to generate
following the AWN close, but which we paid a seevitharge to AWN for the amount of revenue we resias expected declined 33.3%. The
decline was primarily attributed to foreign roamieyenue moving to AWN. Following the Wireless Sale will no longer have Wireless and
AWN related revenue.

Adjusted EBITDA

Adjusted EBITDA, as defined in “Non-GAAP Financieasures” (“Adjusted EBITDA”) of $92.6 million dezased $13.9 million from 2013
due largely to $34.1 million lower revenue, $7.8liom of higher operating expenses, offset by a.@28illion increase in preferred
distributions from AWN. Higher operating expensesrevdue to an increase of $15.4 million in cogteiices and sales including wholesale
charges from AWN offset by a $7.6 million decreasselling, general & administrative expense.

Operating Metrics

Operating metrics are essential to understandttaeacteristics of our revenues and drivers of @yr&eas of growth or decline. Business
broadband connections of 19,234 and average morghgnue per user (“ARPU") of $191.66 at Decemtigr2014, were up from connections
of 18,739 and ARPU of $180.06 in 2013. We couninemtions on a unitary basis regardless of thedfiflee bandwidth. For example, a
customer that has a 10MB connection is countedhasonnection as does a customer with a 1IMB coimmmedVhile we present metrics relal
to Business connections, we note that we manage&ssand Wholesale in terms of new Monthly RengrCharges (MRC) sold.
Achievement of sales performance in terms of MRthésprimary operating metric used by managememedasure market performance. For
competitive reasons we do not disclose our salgedormance in MRC.
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Wireless connections of 103,338 at December 314 2@treased from 108,848 at December 31, 2013p&dstireless connections (includi
lifeline) experienced the most significant declarel fell to 74,839 at December 31, 2014 from 85&82ecember 31, 2013. Weakness in
postpaid was due to many factors, including disfadtion from our customers who moved to the AWRwveek which, in particular markets,
has weaker coverage characteristics from our leG&MA network, and customers moving to nationatieas with better device availability
and nationwide coverage. This continued erosiomuofwireless subscriber base was a key basis isucomating the Wireless Sale.

Consumer broadband connections of 37,412 at DeaeBih@014 decreased 1,265 over 2013 due to weristied providing lower
bandwidth speeds. However, consumer broadband ARPBtbved to $53.17 in 2014, compared with $48.220t3, as the result of customers
taking our higher bandwidth products. During 2044,discontinued the offering of lower bandwidthespp@roducts, in favor of products with
higher speeds. This resulted in a decline in olrecainections, but an overall improvement in ARPU.
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The table below provides connection levels, ARPulro and Wireless equipment subsidies as of, otlierperiods indicated:

2014 2013
Voice
At December 31
Consumer access lin 43,77: 49,297
Business access lin 79,16¢ 79,81¢
For the year ended December
Voice ARPU consume $ 26.6¢ $ 26.71
Voice ARPU busines $ 23.5: $ 23.7¢
Broadband
At December 31
Consumer connectior 37,41 38,67
Business connectior 19,23« 18,73¢
For the year ended December
ARPU consume $ 53.17 $ 48.2%
ARPU busines: $ 191.6¢ $ 180.0¢
Wireless
At December 31
Postpaid connectior 74,83¢ 85,98:
Lifeline connection: 7,232 7,14¢
Prepaid connectior 21,26 15,72:
Total 103,33t 108,84t
For the year ended December
Retail wireless ARPL $ 50.31 $ 52.6¢
Churn
For the quarters ended December
Voice access line 1.2% 1.3%
Broadband connectior 2.4% 2.1%
Wireless connectior 3.7% 3.4%
Wireless equipment subsidy (in thousands'
For the year ended December $ 26€ $ 9,151

Liquidity
We generated $51.3 million of cash from operatictivies in 2014 compared with $67.7 million in28 This cash flow was utilized for the

repayment of debt of $24.4 million and total calpétependitures of $49.2 million. As of December @&, had a $30.0 million undrawn
revolving credit facility. Outstanding letters akdit commit $2.2 million of the available revolgirredit facility at December 31, 2014.

Other Initiatives

A key focus in 2014 was the operationalizationhaf AWN Formation, to work with the FCC to establégshtable and predictable funding
mechanism for high cost funding, and the continaghncement of our offerings of new products amdises to our business, wholesale and
consumer customers including increased bandwidtedsg hosted VOIP products, products, and IT Mahagevices.
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To further accelerate our offerings for IT Managedvices, in January 2014 we announced the adquisit the remaining ownership position,
or 51% in Tekmate. Tekmate is one of Alaska’s legdT services firm which provides services sucl4s/ monitoring and support for
business customers. Tekmate generated over $71i8miil revenue in 2014 and contributed 62 skikedployees to our workforce. We look to
combine the services of Tekmate with our own breadbservices to move toward more managed serviegrafs with our customers.
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RESULTS OF OPERATIONS

The following tables summarize our results of ofiers for the years ended December 31, 2014, 26d2812. In 2014, we saw revenue
growth in our areas of focus of Business and Wlabdesustomers, and overall broadband revenue. #s@ated, this was offset by the impact
of the first full year of operations under the AVENucture, which reflected the movement of roanand backhaul revenue to AWN. Net (lo
income for the year ended December 31, 2013 wastafl by the gain on the AWN transaction of $207il8on, $18.1 million in equity from
affiliates and costs incurred for the AWN Transactof $6.4 million all before tax. Net (loss) incerfor the year ended December 31, 2012
was affected by costs incurred for the AWN Transactf $6.1 million before tax.

(in thousands 2014 2013 2012
Service Revenue:
Business and Wholesale Custorr

Voice $ 22,49¢ $ 22,947 $ 23,84:
Broadbanc 43,78: 40,027 33,97:
IT Services 3,49: — —
Other 7,104 7,65¢ 7,38t
Wholesale 33,04: 30,047 33,39:
Business and Wholesale service reve 109,92: 100,68( 98,59:
Consumer Custome
Voice 14,93: 16,81¢ 18,96¢
Broadbanc 24,84 22,10¢ 18,39¢
Other 1,56: 1,73¢ 1,38¢
Consumer service reven 41,33¢ 40,66¢ 38,75
Total Service Revenue 151,25 141,34! 137,34
Growth in Service Reveni 7.0% 2.9%
Growth in Broadband Service Rever 10.4% 18.6%
Other Revenue:
Equipment Sale 5,321 2,08: 3,021
Access 35,32 37,03: 40,25(
High Cost Suppot 23,19: 18,77¢ 20,22
Total Service and Other Revenu 215,09: 199,23 200,83
Growth in Service and Other Rever 8.0% -0.8%
Growth excluding equipment sal 6.4% -0.3%
Wireless Revenue:
Business and Consumer retail service reve 65,50+ 71,197 73,84¢
Equipment sale 6,17¢ 4,84 6,01t
Other 5,30z 5,04¢ 4,281
AWN Related:
Foreign Roaming — 40,02¢ 55,10¢
Wireless Backhat 70 6,03¢ 6,897
CETC 19,56¢ 21,01¢ 20,73:
Amortization of deferred AWN capacity reven 3,151 1,511 —
Total AWN Related 22,78t 68,59 82,73¢
Total Wireless Revenue 99,77( 149,68 166,87t
Total Revenue $314,86: $348,92: $367,71-
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Operating expense

Cost of services and sales, -affiliates 123,85¢ 138,12 148,12!
Cost of services and sales, affilia 57,11¢ 25,15¢ 27¢
Selling, general and administrati 101,39¢ 111,03« 107,31¢
Depreciation and amortizatic 32,58: 42,19 51,48
Loss (gain) on disposal of assets, 12¢€ (207,759 (2,66¢)
Loss on impairment of goodw 5,98¢ — —
Loss on impairment of equity investme — 1,267 —
Earnings from equity method investme (35,960) (18,056 (115)
Total operating expens 285,10: 91,96: 304,42(
Operating incom: 29,76( 256,96 63,29/
Other income and (expens
Interest expens (34,410 (39,790 (39,570
Loss on extinguishment of de — (2,370 (57%)
Interest incomi 83 53 43
Other — (13 —
Total other income and (expen: (34,32) (42,120) (40,107)
(Loss) income before income tax benefit (expe (4,567 214,84: 23,19:
Income tax benefit (expens 1,787 (56,370 (5,787%)
Net (loss) incom $ (2,780 $ 158,47 $ 17,40¢

Year Ended December 31, 2014 Compared to the YeanBed December 31, 2013
Operating Revenue
Business and Wholesale Retail Service Rev

Business and Wholesale revenue of $109.9 millicreiased $9.2 million, or 9.2%, in 2014 from $10®illion in 2013. This improvement wi
primarily driven by $3.8 million increase from nend existing customers buying or increasing themsamption of bandwidth using our
advanced network services such as MPLS, dedicatethkt and Enhanced Metro Ethernet. Although lyaad connections have grown
modestly, growth of broadband ARPU drove overaleraie growth and reflects customer demand for &sing amounts of bandwidth.
Broadband ARPU increased to $191.66 in 2014 froB0%16 in 2013, an increase of 6.4%. Additionallholesale revenue increased $3.0
million related to an increase in carrier circugad with our purchase of TekMate on January 3042@e generated $3.5 million in recurring
IT services revenue during the period. Partialfgetting these increases was $0.6 million in Oteeenue, primarily related to an engineering
services contract in the first half of 2013. Thesreases were partially offset by a $0.4 milli@tkase in traditional voice revenue due to 64
fewer connections year-over-year and lower ARPY2#.52 from $23.78 in the prior year due to prioepression.

Consumer Retail Service Revenue

Consumer revenue of $41.3 million increased $0Ifamj or 1.7%, in 2014 from $40.7 million in 201Broadband revenue increased $2.7
million to $24.8 million in 2014 from $22.1 milliom 2013. Broadband connections decreased 1,26%yeayear however customers are
subscribing to higher levels of bandwidth speedsckvresulted in an increase in ARPU of $53.17 f®18.27 in the prior year, an increase of
10.2%. Partially offsetting this increase in broauith, voice revenue decreased $1.9 million primatulg to 5,524 fewer connections and a
decrease in ARPU to $26.68 from $26.71 in the préar. This trend is expected to continue as mastomers discontinue using their fixed
landline voice service and move to wireless altévea.
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Other Revenue

Other revenue of $63.8 million increased $5.9 wnillior 10.3%, in 2014 from $57.9 million in 2013ediw $4.4 million in increased high cost
support including a $2.2 million CAF phase | reserglease in the second quarter of 2014 which kad beserved in 2013. Additionally, there
was an increase of $3.2 million in equipment salasinstallations. Partially offsetting these irases was lower access revenue of $1.7 millic
caused primarily by lower eligible access lines borad with a lower rate per line in 2014.

Wireless

Wireless revenue of $77.0 million decreased $4lliamj or 5.1%, in 2014 from $81.1 million in 201Qur wireless subscriber base of 103,33¢
connections decreased 5,510 year-over-year assgisgun the operating metrics section above. Martitisetting this decrease, equipment
sales increased $1.3 million primarily due to ficiag phone promotions, and other revenue increfi®eimillion. With the sale of our
remaining wireless operations in February 2, 2@4iS,category of revenues will no longer exist ur inancial statements.

AWN Relatet

AWN related revenues changed substantially on ageer-year basis as a result of a full year ofrapens in 2014 compared to less than six
months in 2013. Upon closing of AWN, we no longengrate foreign roaming revenue which was $40.0amiin the twelve month period of
2013. Wireless backhaul revenue of $0.1 milliorglided $5.9 million from $6.0 million in the previs year. All existing wireless backhaul
contracts with wireless carriers transferred to AWtNlosing, resulting in a year-over-year decredée intend to enter into new backhaul
agreements in the future and expect this revemaarstto grow in the future. CETC Revenue decrealglitly on a year-over-year basis to
$19.6 million. Under the AWN structure, we will payservice charge to AWN for an amount equal to@ETC Revenue so it does not
contribute to our overall net (loss) income or clieim operations. Partially offsetting these desesaare an increase of $1.6 million in AWN
capacity revenue. With the sale of our remainingeless operations in February 2, 2015, this cayegbrevenues will no longer exist in our
financial statements.

Operating Expenses
Cost of Services and Sales, Non-Affiliates

Cost of services and sales, non-affiliates of $a23llion decreased $14.3 million, or 10.3%, in 2Gfom $138.1 million in 2013. This
decrease was primarily due to certain operatingesgs that have moved to AWN such as $9.9 milhialwaming costs, $2.7 million in cell
site leases and $3.5 in leased circuit and trahspsts, We also experienced decreases of $3.@mill wireless device and accessory costs,
$1.7 million in lower USF contribution costs priraras a result of the Transformation Order, arfteotreductions in the revenue base subject
to the surcharges, and $0.8 million in lower leasiecliit expense. Partially offsetting these deseseare increases of $2.3 million in labor
primarily in our service delivery and TekMate orgaations, $3.5 million in TekMate equipment andviees, and $0.6 million write off of
held-for-sale wireless inventory marked to fairugless cost to sell, $0.4 million write off of olete inventory. We also experienced $0.9
million increase in leased circuit costs and $0ifion in submarine repair costs related to theesed fiber optic cable due to the July 2014
earthquake.

Cost of Services and Sales, Affiliates

Cost of services and sales, affiliates of $57.lionilincreased $32.0 million, or 127.0%, in 201dnfr $25.2 million in 2013. This includes
increases of $27.1 million in AWN wholesale chardas to the purchase of wholesale wireless plamma &WN and $9.4 million representing
our contractual obligation to pass an amount effualir CETC Revenue to AWN. Partially offsettings$k increases is an increase of $3.8
million in handset subsidy support received from WWhich serves to lower our overall operating exgenand a decrease of $0.7 million
related to equipment and IT services from TekMahtéctvis now a subsidiary and fully eliminated

Selling, General and Administrative

Selling, general and administrative expenses ol $lLMillion decreased $9.6 million, or 8.7%, in 2Gdom $111.0 million in 2013. This
decrease is primarily due to reduced AWN transaatiwsts of $6.1 million, $3.5 million in reducedbta costs and other employee costs
including management incentives and stock
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compensation expense, $1.1 million in advertis@9 million in yellow page production expense, an@gduction of $0.9 million in continge
litigation costs. Partially offsetting this decreas an increase of $2.5 million of transactiontsaslated to the sale of the remaining wireless
business and $0.3 million associated with the finathase price of our IT Managed services comJakMate.

Depreciation and Amortizatio

Depreciation and amortization expense of $32.6oniltlecreased $9.6 million, or 22.8%, in 2014 fi$42.2 million in the same period of
2013. The year over year decrease was primarilytatiee sale of assets to GCI and the contribudfaassets with a book value of $63.4
million to AWN in late July 2013.

Gain on Disposal of Assets, Net

The loss on the disposal of assets of $0.1 milliothe twelve-month period of 2014 was primarilg@sated with $0.3 million related to
projects and maintenance that moved to AWN paytfiset by a land sale and excess removal obtigaton terminated leases. The $207.8
million gain on the disposal of assets in the twalvonth period of 2013 was primarily associatedhhie $210.9 million gain on
sale/contribution of assets to AWN offset slighilylosses on other assets during the period.

Loss on Impairment of Goodw

Loss on impairment of goodwill of $6.0 million i®24 was due to the Company’s assessment of gooafiéh the announcement of the
wireless sale transaction. Prior to the announcémerconsidered there to be significant informatiot known in the market therefore we
considered the announcement a triggering evenér Afeasuring the fair value of the Company’s simgjeorting unit’s assets and liabilities,
the implied fair value of goodwill was determinedde zero. Consequently, the Company determingdhtbaoodwill was fully impaired
resulting in the impairment charge of $6.0 million.

Earnings on Equity Method Investme

Earnings on equity method investments income of8@llion in 2014, increased from $18.1 million2013 due to a full year under the Av
structure compared to just under one half a ye20i8.

Other Income and Expense

Interest expense of $34.4 million in 2014 decre&fed million compared with $39.8 million in 20IBhis decrease was primarily due to $4.6
million in lower interest expense on overall lovdebt balances. Additionally, a $0.8 million deceeasrelated to interest allocated to fund our
capital investments.

In the fourth quarter of 2012, an interest ratepsimathe notional amount of $192.5 million no longeet the criteria for prospective hedge
accounting treatment. In 2013 the $0.8 million falale change in the fair value of this swap waslited to interest expense. Additionally, we
experienced $0.9 million lower interest expensetduée extinguishment of this swap in August 0120

Loss on extinguishment of debt of $2.4 million 013 relates to $1.6 million due to pay-downs on®emior Loan Facility and $0.7 million
representing the portion of the interest rate sthapwas over-hedged and moved from accumulatest ctmprehensive loss when the $65.0
million debt payment was made at AWN closing

Income Taxes

Income tax benefit and the effective tax rate ii®@ere $1.8 million and 40.0%, respectively. Ineciax expense and the effective tax rate ir
2013 were $56.4 million and 26.2%, respectivelye Effective tax rate is lower than the expected&e primarily due to the reversal of
previously recorded amounts related to the faver&lskst, Inc. Internal Revenue Service examinaiahthe reversal of deferred tax valuation
allowances in the amount of $1.9 million. Excludihgse reversals, the effective tax rate in 2018 41a2%.

Net (loss) Income

Net loss was $2.8 million in 2014 compared to nebme of $158.5 million in 2013. The y-over-year change reflects the gains related to th
AWN transaction recorded in 2013, as well as therajing revenue, operating expense and incomeemsidiscussed above.
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Year Ended December 31, 2013 Compared to the YeanBed December 31, 2012
Operating Revenue
Business and Wholesale Retail Service Rev

Business and Wholesale revenue of $100.7 milliecreiased $2.1 million, or 2.1%, in 2013 from $98i8iom in 2012. This improvement was
primarily driven by $6.1 million increase from nend existing customers buying or increasing themrsamption of bandwidth using our
advanced network services such as MPLS, dedicatethet and Enhanced Metro Ethernet. Although dyaad connections have grown
modestly, growth of broadband ARPU drove overaleraie growth and reflects customer demand for &sing amounts of bandwidth.
Broadband ARPU increased to $180.06 in 2013 froB¥$1 in 2012, an increase of 16.7%. These incseasee partially offset by a $0.9
million decrease in traditional voice revenue dué 036 fewer connections year-over-year and loWPU of $23.78 from $24.25 in the prior
year due to price compression. We also benefitea & $1.5 million no-recurring transaction from a wholesale carrie2®12 that impacted
year over year performanc

Consumer Retail Service Revenue

Consumer revenue of $40.7 million increased $118amj or 4.9%, in 2013 from $38.7 million in 201Broadband revenue increased $3.7
million to $22.1 million in 2013 from $18.4 millioim 2012. Broadband connections increased 2,101 oA year and customers are
subscribing to higher levels of bandwidth speedsckvresulted in an increase in ARPU of $48.27 f®#1.60 in the prior year, an increase of
16.0%. Partially offsetting this increase in broawith, voice revenue decreased $2.2 million primatilg to 6,526 fewer connections offset by
marginally higher ARPU of $26.71 from $26.64 in fhéor year. This trend is expected to continuenase customers discontinue using their
fixed landline voice service and move to wirelelésraatives.

Other Revenue
Other revenue was impacted as follows:

* $3.2 million in lower access revenue, causetbier minutes of use from long distance carribeg tise our network to originate
and terminate their call

*  $1.5 million in lower high cost support reven

*  $1.0 million in lower equipment sales revenue, pritya&aused by a $1.5 million n-recurring sale in 201.

Wireless

Wireless revenue of $81.1 million decreased $3l0amior 3.6%, in 2013 from $84.1 million in 201Qur wireless subscriber base of 108,848
connections decreased 6,169 year-over-year assgisgun the operating metrics section above.

AWN Relate(

AWN related revenues changed substantially on agesr year basis as a result of the AWN transactibich closed in July 2013. Foreign
roaming revenue of $40.0 million, declined $15.1liom from $55.1 million in the prior year. Uponading of AWN, we no longer generate
foreign roaming revenue. Wireless backhaul reverfi$6.0 million, declined $0.9 million from $6.9 liwn in the previous year. All existing
backhaul contracts with wireless carriers transféto AWN at closing, resulting in this year oveay decrease. We intend to enter into new
backhaul agreements in the future and expectehisnue stream to grow in the future. CETC Revenaeeased slightly on a year over year
basis to $21.0 million. Under the AWN structure, wi#l pay a service charge to AWN for an amountado our CETC Revenue so it does
contribute to our overall net (loss) income or ciism operations.

Operating Expenses
Cost of Services and Sales, Non-Affiliates

Cost of services and sales, non-affiliates of $ 8&illion decreased $9.9 million, or 6.7%, in 2G1@m $148.1 million in 2012. This decrease
was due to certain operating expenses that havedntovAWN such
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as $6.0 million in roaming costs and $2.1 lowesé&hcircuit expense. We also experienced $1.8amilbwer USF contribution costs as a
result of the Transformation Order, data usageongdr subject to USF contributions, and a redudtiche USF contribution interstate rate
throughout 2013. Partially offsetting these cosésam increase of $0.4 million in wireless devind accessory costs.

Cost of Services and Sales, Affiliates

Cost of services and sales, affiliates of $25.2ionilincreased $24.9 million in 2013 from $0.3 moifl in 2012. This increase was primarily due
to the consummation of the AWN transaction. Thesstcinclude $20.4 million in AWN wholesale cosepresenting a new cost for us
purchasing wholesale wireless plans from AWN, $Ifillion representing a contractual obligation ssp an amount equal to our CETC
Revenue to AWN, and an increase of $0.6 milliof@kMate equipment and services. These higher easis partially offset by $6.8 million

in handset subsidy support received from AWN wlsiehves to lower our overall operating expenses.

Selling, General and Administrative

Selling, general and administrative expenses of lhillion increased $3.7 million, or 3.5%, in Z0ftom $107.3 million in 2012. This
increase was due primarily to higher labor cost$28 million related to management and sales inces) a $1.4 million increase in service
expenses such as advertising, consulting, legabtratr. AWN transaction costs increased $0.2 nnillibhese were patrtially offset by a $0.7
million decrease in bad debt costs primarily duthtosettlement of specific reserved accounts avitirge customer.

Depreciation and Amortizatio

Depreciation and amortization expense of $42.Zaniltlecreased $9.3 million, or 18.1%, in 2013 fi$51.5 million in 2012 due primarily to
the sale of assets to GCI and the contributiorseéts with a book value of $63.4 million to AWNlate July 2013.

Gain on Disposal of Assets, Net

The $207.8 million gain on the disposal assetsroEzbin 2013 was primarily associated with the $210illion gain on the sale/contribution
wireless assets in connection with the formatioAWN offset by $3.1 million of losses on the dispbsf other equipment during the year.

Earnings on Equity Method Investme

Earnings on equity method investments income of Bih@llion increased $18.0 million in 2013 from $0million due to the new equity
investment in AWN.

Other Income and Expense

Interest expense of $39.8 million in 2013 decre&ed million, or 0.6%, compared with $39.6 million2012 due to a higher weighted
average interest rate, partially offset by lowegrage borrowings. Interest expense was impactehebdfollowing: (i) a $4.9 million decrease
due to overall lower debt balances, (ii) a $0.9iatlincrease from floating-to-fixed interest rat@ap agreements, which became effective in
the third quarter of 2012, (iii) a $2.3 million im@se associated with an amendment to our Sen&r Eacility which took place November 1,
2012, and increased our cost of borrowing by 7shasints. Under the amendment, our stated cdsbobwing increased from LIBOR plus
400 basis points to LIBOR plus 475 basis pointg, @) a $0.8 million charge to interest expendatesl to an unfavorable legal settlement
with a IT vendor on a claim originating in 2009.

In the fourth quarter of 2012, an interest ratewmahe notional amount of $192.5 million no longeet the criteria for prospective hedge
accounting treatment. In 2013, the $0.8 milliondiable change in the fair value of this swap waslited to interest expense and $1.6 million
of unrealized losses previously recorded to accatedlother comprehensive loss was charged to sttexpense.

Loss on extinguishment of debt of $2.4 million B3 relates to $1.6 million pay-downs on our Sehiman Facility and $0.7 million
representing the portion of the interest rate sthapwas over-hedged and moved from accumulatest ctmprehensive loss when the $65.0
million debt payment was made at AWN closing.
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A $0.6 million loss on extinguishment of debt wasarded in 2012 in connection with the repurchdseportion of the 5.75% Notes.

Income Taxes

Income tax expense and the effective tax rate iB2@ere $56.4 million and 26.0%, respectively. 012, the Company reversed previously
recorded amounts related to the favorable Crest,fiternal Revenue Service examination. In addljtio 2013, the Company reversed defe
tax valuation allowances in the amount of $1.9iomll Excluding these reversals, the effective inedax rate was 41.2%. Income tax expense
and the effective tax rate in 2012 were $5.8 millimd 24.9%, respectively. In 2012, the Compangn®d deferred tax valuation allowance
the amount of $3.6 million. Excluding this reverghk effective income tax was 40.4%.

Net ncome

Net income was $158.5 million in 2013 compared1@.$ million in 2012. The ye-over-year improvement reflects the gains relateith¢
AWN transaction, as well as the operating revenperating expense, and income tax items discussmcea

FINANCIAL CONDITION, LIQUIDITY AND CAPITAL RESOURCE S
Cash Flows

We satisfied our cash requirements for operaticagital expenditures, and debt service in 20143201 2012 primarily through internally

generated funds and in 2013 the $100.0 millioraishcreceived as part of the AWN transaction. Atebalger 31, 2014, we had $31.7 millior
cash and cash equivalents and $0.5 million inicéstt cash. As of December 31, 2013, we also H@DeD million undrawn revolving credit
facility. Outstanding standby letters of credit coin$2.2 million of the available revolving credicility at December 31, 2014.

A summary of significant sources and use of furmigtie years ended December 31, 2014, 2013 andi2@kXollows:

(in thousands 2014 2013 2012

Net cash provided by operating activit $ 51,26¢ $ 67,70 $ 84,35¢
Capital expenditure $(46,427) $(47,73%) $(54,206)
Capitalized interes $ (2,810 $ (1,92¢) $ (1,967)
Change in unsettled capital expenditt $ (2,007 $ 1,492 $ (2,726
Proceeds on sale of ass $ 13¢ $ 4,745 $ 3,61¢
Proceeds on sale/contribution of asset to A $ — $100,00( $ —

Return of capital from equity investme $ 14,07 $ — $ 32
Change in unsettled acquisition cc $ — $ (3,345 $ (90
Net change in shc-term investmen $ — $ 2,03i $ (2,050
Net change in restricted accou $ — $ 3,40¢ $ 1,081
Net debt repayments borrowin $(24,419 $(99,56%) $(19,47")
Payment of cash dividend on common st $ — $ — $ (9,117
Interest paic $ 31,56 $ 35,187 $ 36,15¢
Cash paid on extinguishment of hedge instrum $ — $ 4,07 $ —

Cash Flows from Operating Activities

Cash provided by operating activities of $51.3 imillin 2014 reflected net loss excluding non-casms of $42.5 million, a $4.2 million
increase in accounts payable excluding capitaldtand an increase of $6.6 million in deferred rexeeassociated with a large customer
contract. These items were partially offset by ®$8illion decrease in materials and supplies afil.& million increase in accounts
receivable.
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Cash provided by operating activities of $67.7 imillin 2013 reflected net (loss) income excluding{tash items of $57.5 million, a $2.1
million decrease in accounts payable excludingtahjtems and a $1.0 million increase in accruegt@hand benefits. These items were
partially offset by a $0.7 million increase in nrédés and supplies and a $5.5 million increasecitoants receivable. Payment of AWN
Transaction related costs totaled $8.3 million. Tmenpany incurred AWN Transaction costs up to afidWing the consummation of the
transaction. The Company has funded these costsply through a combination of internally genedafends and proceeds from the
transaction.

Cash provided by operating activities of $84.4 imillin 2012 reflected net (loss) income excludiog{tash items of $84.5 million, a $5.1
million increase in accounts payable excluding Eajiiems and a $2.5 million increase in accruegt@hand benefits. These items were
partially offset by a $4.0 million increase in nrédés and supplies and a $2.7 million increasecitpants receivable. Payment of AWN
Transaction related costs totaled $4.2 million.

Interest payments, net of cash interest incomearaidding capitalized interest, were $31.6 milli&35.2 million and $36.2 million in 2014,
2013 and 2012, respectively. Through a seriestefést rate swap transactions, interest on 60%iiofesm loan at December 31, 2014 is
substantially fixed at an annual rate of 6.47%itt&r period January 2013 through March 2013, 6.7@%he period 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 6.28%acurrent outstanding balance of $114.0 million.

Cash Flows from I nvesting Activities

Cash used in investing activities of $37.9 milliar2014 decreased $105.9 million from cash providgthvesting activities of $58.7 million
2013. This decrease primarily reflects the pricaryeceipt of $100 million from the sale of wiredezssets to GCI and decrease of $4.6 millior
on the sale of assets, the current year increa$8.dfmillion in capital expenditures, inclusiveaapitalized interest and the settlement of
capital expenditure payables. Offsetting theseedesers was a $14.1 million return of capital onemuity investment in AWN.

Cash provided by investing activities of $58.7 millin 2013 increased $115.0 million from cash useidvesting activities of $56.3 million in
2012. This increase primarily reflects the recef100 million from the sale of wireless asset&tol and a $10.7 million decrease in capital
expenditures, inclusive of capitalized interest #rasettlement of capital expenditure payables.

Our historical capital expenditures have been &ant, but we expect them to be reduced from irdurred in 2014. Our networks require
the timely maintenance of plant and infrastructéugture capital requirements may change due todtsps regulatory decisions that affect our
ability to recover our investments, changes innebdbgy, the effects of competition, changes inlmusiness strategy, and our decision to pt
specific acquisition and investment opportuniti®® intend to fund future capital expenditures veilsh on hand and net cash generated fron
operations.

Cash Flows from Financing Activities

Cash used in financing activities was $24.7 miliior2014 relating almost exclusively to the pay-doef $24.4 million in debt.

Cash used in financing activities was $100.2 millio 2013 relating almost exclusively to the payvdmf $99.6 million in debt. Payments
included (a) scheduled principal payments of $7ilBan on the term loan component of our Senior d@ré&acility, (b) principal prepayments
on the term loan component of our Senior Crediflifatotaling $78.0 million and (c) the full redestion of our 5.75% Notes totaling $13.0
million.

Cash used in financing activities was $31.7 milior2012. Payments on debt of $19.5 million incldigeincipal payments on our 5.75% Notes
totaling $13.7 million and scheduled payments @ntémm loan component of our Senior Credit Facttityling $4.4 million. Reducing the
outstanding balance of the 5.75% Notes to $25.0omior lower precluded an acceleration of the migtulate on the term loan component of
the Senior Credit Facility from October 21, 201@@cember 19, 2012.
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Effective in the fourth quarter of 2011, the ComygarBoard of Directors reduced the quarterly casfdend from $0.215 per share to $0.05
per share. The suspension was incorporated amanedification to our Senior Credit Facility effee November 1, 2012, which prohibits the
payment of a common dividend unless the Compangtal Leverage Ratio is in excess of 3.5 times Adjd€BITDA as defined 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 @vajes, 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 revermme Bniversal Service Funds; (ii) the timing andegnt of our Retail Wind Down activities;
(iii) servicing our substantial debt and fundingnpipal payments; (iv) the funding of other obligais, including our pension plans and lease
commitments; (v) other competitive pressures inntiaekets we serve; (vi) the capital intensive ratfrour industry; (vii) our ability to
respond to and fund the rapid technological chaige=rent to our industry, including new produetsd (viii) our ability to obtain adequate
financing to support our business and pursue graywfortunities, and in particular refinance ouri8ebebt Facility and Revolver.

We are responding to these challenges by (i) dyigiowth in broadband service revenues with a@aer focus on business and wholesale
customers; (ii) establishing significant cash ressifrom the Wireless Sale and (iii) managing ast structure to deliver consistent free cash
flow performance following the completion of thetRé&Wind Down activities. We also anticipate dexting a portion of our free cash flow to
pay down debt and reduce our interest expensetiover

As of December 31, 2014, total long-term obligasiautstanding, including current portion, were $438illion, including $2.4 million of
liabilities held-for-sale, consisting of a $321.1limn draw from our Senior Credit Facility, net af$1.0 million debt discount, $106.8 million
of convertible notes, net of $7.2 million in delgabunts, and $7.9 million, including $2.4 milliofiliabilities held-forsale, in capital lease a
other obligations. As of December 31, 2014, we $&H7 million in cash and access to $27.8 millibow $30.0 million revolver. On
February 2, 2015, we made $240.5 million in priatipayments on our long-term debt representing 668te outstanding balance at
December 31, 2014. We are pursuing various altewsto refinance our long term obligations inchglentering into a new revolving loan
facility, and a new Senior Credit Facility, whickaynbe higher than our current Senior Credit Fgoi@épending upon the conditions in the
capital markets and the economics of potentialtglézing for a portion of the convertible notes.

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, 2014, we had access to $2iflln under the revolving credit
facility, representing 93% of available capacityt@anding standby letters of credit totaled $2illon at December 31, 2014.

The term loan component of the Senior Credit Rgaifiatures on October 21, 2016 and the revolveuraaton October 21, 2015. Our Senior
Credit Facility contains a number of restrictivavepants and events of default, including covenémiting capital expenditures, incurrence of
debt and payment of dividends. The Senior Creditliiaalso has a requirement that 25% - 75% ofaiarcash flow generated by our busines:
be used to pay down outstanding principal. The @eBiedit Facility also requires that we achieveaia financial ratios quarterly including a
total leverage ratio, senior secured leverage eattba fixed charges coverage ratio. As of Decer@be2014, we were in compliance with
these ratios. These measures are defined mordisalbgcibelow.

Total Leverage RatidOur “total leverage ratio” may not exceed 6.00 801 “Total leverage ratio” means, generally, athatlast day of
any fiscal quarter, the ratio of our (a) adjustaltdebt to (b)
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Adjusted EBITDA (as defined in our Senior CreditHity more specifically below) for the period adur of our consecutive fiscal
quarters ended on such date, all determined omsotidated basis in accordance with Generally Awmtpccounting Principles.
Payment of cash dividends on common stock is nohiped until such time that the Company’s Totalemge Ratio is not more than
3.50 to 1.00. The total leverage ratio was 4.5.60 hs of December 31, 2014.

Senior Secured Leverage Ratiour “senior secured leverage ratio” may not exce&8 to 1.00. “Senior secured leverage ratio” megans
as of the last day of any fiscal quarter, the rafiour (a) senior secured debt to (b) AdjustedEBA, as defined in our Senior Credit
Facility. The senior secured leverage ratio wag 861.00 as of December 31, 2014.

Fixed Charges Coverage RatiOur “fixed charges coverage ratio” may not be tbéss 2.25 to 1.00. The ratio of (a) Adjusted EBITDA
as defined in our Senior Credit Facility, to (b)x&d Charges” is defined specifically in our Servedit Facility, and more generally,
below. The fixed charges coverage ratio was 2.89a6 as of December 31, 2014.

Adjusted EBITDA as defined in our Senior Credit Facility, meaossolidated net income, plus the sum of:

. consolidated interest expen:

. provision for income taxes based on incol

. depreciation and amortization exper

. certain specified expenses incurred in conorctiith the AWN Transaction, including charges assed with the potential
termination of hedging agreemer

. unrealized losses on financial derivativ

. nor-cash, stoc-based compensation exper

. extraordinary, no-recurring or unusual losse

. cash dividends or distributions from AW

. the cumulative effect of a change in accounting@ples; anc

. all other no-cash charges that represent an accrual for whidaslo is expected to be paid in the next twelveths)

minus (to the extent included in determining coitlded net income) the sum of;

. unrealized gains on financial derivativ

. extraordinary, no-recurring or unusual gain

. gains on sales of assets other than in the ordic@mmnse of business; a
. all other no-cash income

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

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

Principal payments totaling $23.2 and $85.3 milkeere made on the term loan during the years eBéedmber 31, 2014 and 2013
respectively.

On December 4, 2014 ACS agreed to sell to GCI anaffiiliates ACS Wireless's interest in AWN andstantially all the assets related to the
wireless business of ACS and its affiliates (“Wxsd Transaction”). The Wireless Transaction requitemerous conditions to close, one of
which was an amendment to our Senior Credit Facilin February 2, 2015, an amendment was entetedliowing for the sale of our equity
interest to GCI and transfer directly to AWN of taén wireless assets. Although we expect to reduceutstanding debt, the AWN cash
distributions were structured to serve as a suteofga the Free Cash Flow (as defined in “Non-GAARancial Measures”) historically
generated by our wireless assets. Therefore, additterm modifications were required to provide tlexibility necessary to address the
resulting lower Adjusted EBITDA, as defined in @@mior credit facility, from the AWN Transactioth§ amendment also provides for
favorable adjustments to our debt covenants andelieve we will operate well within them.
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In connection with the Senior Credit Facility, @@empany entered into forward floating-to-fixed st rate swaps and a buy back of the 1.5¢
LIBOR floor, as a component of its cash flow hedgstrategy. The notional amounts of the swaps $&82.5 million, $115.5 million and
$77.0 million with interest rates of 6.463%, 6.47@% 6.475%, respectively, inclusive of a 4.0% LAB&pread. The swaps began on June 3(
2012 and were expected to continue through Septedth@015. To protect against movements in LIBORrgo the start of the swaps, the
Company acquired an interest rate cap at a c&.a@fmillion for the period between December 31,®2and June 30, 2012, capping LIBOR a
3.0% on a notional principal amount of $385.0 roilli On November 1, 2012, the effective date ofatinendment to the Company’s Senior
Credit Facility, and as a result of the increme®&8.0 million AWN transaction principal payment ihre term loan required by this
amendment, it was determined that the swap in ¢tiemal amount of $192.5 million no longer met tiexlge effectiveness criteria. The $192.-
million swap was extinguished and settled on Audu&013 for $4.1 million in cash. The portion afrealized losses on this swap was
recorded to accumulated other comprehensive loss, the swap’s inception through the date hedgewding treatment was discontinued
(November 1, 2012), and amounts associated withdhable rate interest payments underlying thelkecated $65.0 million principal
payment, were reclassified to loss on extinguishtroédebt. The amount of this reclassification #8@s7 million. The remaining balance of
amounts recorded to accumulated other comprehelmsassociated with this hedge will be amortizethterest expense over the period of
the remaining originally designated hedged variasite interest payments. The notional amount ofileeremaining swaps are $115.5 million
and $77.0 million with interest rates of 7.220% dr2R5%, respectively, inclusive of a 4.75% LIBOiRead.

Other Debt | nstruments
The balance of our 6.25% Notes due in 2018 was .®Iridllion as of December 31, 2014.

We may periodically consider repurchasing outstagdionvertible notes, for cash or shares of the fizoy's common stock, or a combination
thereof. The amount of any convertible notes todpeirchased, as well as the timing of any repueshasill 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 melude open market purchases, privately negatisnsactions, or by any combination
of those methods, in compliance with applicablaisées laws and regulations. There can be no asserthat we will be able to successfully
repurchase any convertible notes on terms acceptalbhe Company.

Contractual Obligations

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

(in thousands Total 2015 201¢€-2017 201¢-2019 Thereafter
Long-term debt $436,70( $14,70C $308,00( $114,000 $ —

Interest on lon-term debi 66,79 29,54t 30,96¢ 3,21t 3,06¢
Capital lease 7,91¢ 1,10¢ 1,89: 1,01¢ 3,901
Operating lease 72,52 8,671 14,857 10,78¢ 38,20(
Unconditional purchase obligatio 2,36: 1,52¢ 723 98 16
Total contractual cash obligatio $586,29° $55,55¢ $356,43¢ $129,11. $ 45,19:

As noted throughout this filing, subsequent to yerd we completed the sale of our wireless operatémd signed an amendment to our Seni
Secured Credit Facility. As part of that amendmesetpaid $240.5 million of that facility. We arercently considering longer term options for
the remaining balance, coming due in 2016, andaxpecomplete the process of refinancing in 2015.

Total pension benefit liabilities associated whik ACS Retirement Plan recognized on the conselidbalance sheet as of December 31, 201
and December 31, 2013 were $5.7 million and $3lliom;
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respectively, and is included in “Other long-teiabllities-non affiliate”’on our consolidated balance sheet. Because thifitlids impacted by
among other items, plan funding levels, changgddn demographics and assumptions, and investragmhron plans assets, it does not
represent expected liquidity needs. Accordingly,dicenot include this liability in the “Contractu@bligations” table. We made cash
contributions of $0.9 million in 2014 and $0.4 natl in 2013. 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 $8.6 million, $9.2 million an@l.6 million to this plan in 2014, 2013
and 2012, respectively. Minimum required futuretcibations to this plan are subject to the numidegroployees 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, 2014 and December 31, 2013 tlmepany had an accumulated asset retirement obligat $4.1 million and $3.7
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, 2014 and December 31, 2013 timepany had deferred tax liabilities totaling $9milion and $98.5 million, exclusive

of deferred tax assets. The majority of this badandl reverse in 2015 due to the sale of our veissloperations. This amount is not included ir
the “Contractual Obligationgable because the Company believes this presemtatiald not be meaningful. Deferred income taxilibds are
calculated based on temporary differences betwetak basis of assets and liabilities and thedkldmasis, which will result in taxable
amounts in future years when the book basis ikedefThe results of these calculations do not lzasizect connection with the amount of cash
taxes to 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 fishimformation which management utilizes to asgerformance and believe provides
useful information to investors. We have disclosathings before interest expense and income, losstinguishment of debt, depreciation
and amortization, gain on sale of long-term invesits, gain and loss on disposal of assets, g#enfices, 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, beeaus believe they are important
performance indicators and provide information almur 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 meas and should not be
considered a substitute for operating income, ash rovided by operating activities, or net casivided or used. Adjusted EBITDA as
computed below is not consistent with the defimitagd Adjusted EBITDA referenced in the Fixed Char@»verage 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, 2014, 2013 and 2(

Net (loss) incom $ (2,780 $ 158,47 $ 17,40¢
Add (subtract)
Interest expens 34,41( 39,79( 39,57(
Loss on extinguishment of de — 2,37( 57¢
Interest income (83) (53 (43
Depreciation and amortizatic 32,58 42,19: 51,48:
Loss on impairment of equity investme — 1,267 —
Loss on impairment of goodwi 5,98¢ — —
Loss on sale of she-term investment — 13 —
(Gain) loss on disposal of ass 12¢€ 3,11¢ (2,669
Earnings from equity method investment in Tekn (12 (93 (115
Earnings from equity method investment in Av (35,949 (17,967 —
Gain on sale/contribution of asset to AV — (210,879 —
Tekmate distribution receive — — 147
AWN distributions receive! 50,00( 22,01: —
AWN distributions received for the prior peri (4,167 (4,167 —
AWN distributions receivable within 12 da 4,167 4,167 —
Income tax expens (1,787 56,37( 5,78:
Stoclk-based compensatic 2,511 2,86( 3,55(
Long-term cash incentive 2,04 631 —
Earthquake related exper 1,22¢ — —
Formation and wireless sale transac-related cost 4,29 6,382 6,12¢
Adjusted EBITDA $ 92,57 $ 106,49: $121,82:
Less:
Capital spendinc
Incurred capital expenditures $(46,427) $ (47,739 $(54,20¢)
Milestone billings for fiber build project for a c#r
customel 5,96( — —
AWN transactio-related capital costs, net char — (42) 1,58(
Net capital spendin (40,467) (47,779 (52,62¢)
Amortization of AWN capacity revent (3,157 (1,517
Earthquake related exper (1,22%) —
Cash interest expen (31,567) (35,187 (36,159
Free Cash Floy $ 16,16¢ $ 22,01 $ 33,04(
Revenue 314,86. 348,92 367,71«
CETC Revenu (19,56%) (21,019 (20,739
Net Revenut $295,29¢ $ 327,90! $346,98:
Adjusted EBITDA Margir 31.2% 32.5% 35.1%

* 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 expect to see continued strength in businessvantésale revenues, led by broadband revenueTaMhhaged services. These revenue
increases are driven by new products and servingénareasing demand for our services by our nedvextisting customers. We also believe
we will generate revenue growth by growing marketrs.

Other revenue categories are expected to see magatts. We expect equipment sales to be a variaknue stream and will be impacted by
large nonrecurring events. We expect access revenues tinaertb decline as voice traffic experiences decliith long distance carriers. It
uncertain the direction of high cost support revermowever, recent indications from the FCC arehigh cost support revenue could be
stable. Because we recognized $2.2 million in reeenom reserve releases in 2014, we expect olirdogt support revenue to be lower in
2015, reflecting the $19.6 million of cash paymemésreceive annually. As discussed in “Item 1, Bass” and “Item 1A, Risk Factors”, this
revenue stream is undergoing significant reforrs #ifficult to predict the future direction ofithsource or revenue as well as the future
obligations we will inherit to sustain this reverateesam.

Regarding our cost structure, as we move into 288300k certain actions to continue to managecost structure, and in particular, achieve
the synergies associated with the Retail Wind DoXahieving these synergies is key to our overalhficial performance towards the end of
2015.

ADDITIONAL INFORMATION
Off-Balance Sheet Arrangements

We have no special purpose or limited purposeiestihat provide off-balance sheet financing, lifityior market or credit risk support and we
do not engage in leasing, hedging, research anel@@went services or other relationships that expssto 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 geally accepted in the United States of
America, requires us to make estimates and assonsptiat affect the reported amounts of assetdiaitities 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 estimatesr#ical to our business operations and the watdeding 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.

Assets and Liabilities Held-for-Sale

Assets and liabilities held-for-sale representsatbsets and liabilities that will be sold in cortir@twith our decision to sell our wireless
operations. They are recorded at the lower of gagryalue or net realizable value which approxiredate consideration expected to be
received from the sale of those assets and ligsilitmpairment, if applicable, on property, plantl equipment classified as held-for-sale is
recorded to reduce the carrying value to its falue less costs to sell. Property, plant and eqeiftrand capital leases are not depreciated
classified as held-for-sale.

Exit Obligations

In connection with the decision to sell our wirsl@perations, we will incur certain costs thatassociated with the wind down of our retail
wireless operations that meet the criteria for riépg as exit obligations. These costs began irffdheh quarter of 2014 and are anticipated to
be incurred throughout 2015. The accounting pdifoe these costs are as follows:

. Employee termination costs associated with ¢gdos in retail stores, contact center, and oshipport organizations are accrued
equal to the payout amount, undiscounted due tshbe duration, and amortized over the remainargise period
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. Contract termination costs will be accruedriail store leases and a software contract whergeur a charge to terminate the
contract prior to their stated maturity. These s@se measured equal to the actual cost to terenihatcontract and will be
recognized at the date the contract is termin:

. For retail store leases that are vacated,dbts@re measured equal to the fair value of thrairéng lease payments and recognizec
when we cease to use the prope

. Costs associated with marking wireless hanaisétaccessory inventory held for sale to fair vdlaee been expensed in the fourth
quarter of 2014 and are included in Cost of seraitg sales, non-affiliate in our “Consolidated &ta¢nt of Comprehensive (Loss)
Income”.

. Other associated costs that meet the criteria efkaractivity will be accrued when incurre

Revenue Recognition Policies

We recognize revenue for recurring services wheneeh which is usually on a month-to-month basig. &0 recognize non-recurring
revenues, including activation fees and usage themsharges, when earned. Where we have deterrttia¢dertain bundled products,
including coupled wireline and wireless servicaemstitute arrangements with multiple deliverables,allocate and measure using units of
accounting and our judgment within the arrangerbased on relative fair values.

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.

Recently Issued Accounting Pronouncements

On August 27, 2014, the FASB issued ASU 2014-1®$Pntation of Financial Statements—Going Conceubt($ic 205-40): Disclosure of
Uncertainties about an Entity’s Ability to Continas a Going Concern.” The ASU defines managemesdisonsibility to evaluate whether
there is substantial doubt about an organizatiahilty to continue as a going concern and to pevielated footnote disclosures. The new
pronouncement will be effective for annual periedsling after December 15, 2016, and interim penwaittsin annual periods beginning after
December 15, 2016. Early application is permittadaihnual or interim reporting periods for whicle financial statements have not previously
been issued. We have chosen to early adopt. Awedfdte of this filing, we determined that theradssubstantial doubt related to whether we
can meet our current obligations over the nextwesehonths

On May 28, 2014, the Financial Accounting Stand&dard (“FASB”) issued its new revenue recognitipidance in Accounting Standards
Update (“ASU”) 2014-09 “Revenue from Contracts withstomers (Topic 606)” which is effective for aahteporting periods beginning after
December 15, 2016. This ASU will supersede themageecognition requirements in Topic 605, ReveReeognition, and most industry-
specific guidance, and creates a Topic 606, RevEnuoeContracts with Customers. The core princgifléhe new guidance is that an entity
should recognize revenue to depict the transferafised goods or services to customers in an antbanreflects the consideration to which
the entity expects to be entitled in exchangetosé goods or services. Early application is nanjieed. The standard permits the use of ei
the retrospective or cumulative effect transitioetihod. The Company is evaluating the effect that) £814-09 will have on its consolidated
financial statements and related disclosures. We hat yet selected a transition method nor haveetermined the effect of the standard on
our on-going financial reporting.
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On April 10, 2014 the Financial Standards Accountioard issued ASU 2014-08 “Presentation of Firelrigiatements (Topic 205) and
Property, Plant, and Equipment (Topic 360): Repgridiscontinued Operations and Disclosures of Diafgoof Components of an Entity.”
ASU 2014-08 requires only disposals representisgadegic shift in operations to be reported asatisnued operations. It also enhances
disclosure requirements to provide users with mfation about the on-going trends in a company’slte$rom continuing operations from
discontinued operations. The ASU is effective ia fiinst quarter of 2015 and early adoption is p&edi We do not anticipate that this ASU
will have a material effect on our future finanaaindition, results of operations, or cash flows.

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 substantially
fixed on approximately $307.2 million, or 70.4%,amfr total borrowings of $436.4 million, inclusie¢ $2.4 million in liabilities held-for-sale,
as of December 31, 2014. Our 6.25% Notes haveed fiwupon rate. The term loan component of ourdB&riedit Facility bears interest of
LIBOR plus 4.75% with a LIBOR floor of 1.5% as oEBember 31, 2014.

We manage our exposure to fluxuations in LIBOR toedresulting impact on interest expense and ¢#eheist payments on our Senior Credit
Facility through the utilization of floating-to-fed interest rate swaps designated as cash flonekedg of December 31, 2014, interest
expense on $192.5 million, or 60%, of the amoumstanding under the Senior Credit Facility was teedlg\ hypothetical 100 basis point
increase in LIBOR over the floor of 1.5% during 80&ould result in an approximately $1.2 millioniaase in interest expense and cash
interest payments associated with the unhedgedpat the Senior Credit Facility.

Liquidity Risk

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

Item 8. Financial Statements and Supplementary Data

Consolidated financial statements of Alaska Comiations Systems Group, Inc. and Subsidiaries, ladinancial statements of AWN (as
required under Regulation S-X 3-09) are submitted aeparate section of this Form 10-K. See “IndéXonsolidated Financial Statements”,
which appears on page F-1 hereof.

Item 9. Changes in and Disagreements with Accounté&on Accounting and Financial Disclosure

None

Iltem 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 procedptgsuant to Rule 13a-15 under the Securities Enghdct of 1934, as amended.

Based on the evaluation and the material weakdesgified below, our Chief Executive Officer and @hief Financial Officer believe that, as
of the end of the period covered by this Annuald&epn Form 10-K, our disclosure controls and pdures were not effective at ensuring that
the information required to be disclosed by uhmreports that we file or submit under the Excleafgt is (i) recorded, processed,
summarized and reported within the time periodsi§pe in the SEC’s rules and forms and (ii) accleted and communicated to our
management, including our principal executive @ffiand principal financial officer, as appropridateallow timely decisions regarding
required disclosures.
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Item 9. Changes in and Disagreements with Accounté&mon Accounting and Financial Disclosure

None

Iltem 9A. Controls and Procedures
a. 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 evaluatindar the supervision and with the
participation of our management, including our €hirecutive 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 Enghdct of 1934, as amended.

Based on the evaluation and the material weakdessified below, our Chief Executive Officer andr @hief Financial Officer believe that, as
of December 31, 2014, our disclosure controls andquures were not effective at ensuring thatrifermation required to be disclosed by us
in the reports that we file or submit under theltamge Act is (i) recorded, processed, summarizddeported 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.

b. Managemen’s Report on Internal Control over Financial Reporting.

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting, as such term is defined in
Exchange Act Rule 13a-15(f) and rule 15d-15(f). &exe of its inherent limitations, internal conwekr financial reporting may not prevent or
detect misstatements. Also, projections of anywatan of effectiveness to future periods are stthijethe risk that controls may become
inadequate because of changes in conditions, bthtbalegree of compliance with the policies orcpaures may deteriorate.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand our Chief Financial Officer, we
conducted an evaluation of the effectiveness ofirternal control over financial reporting basedtloa framework in the Internal Control —
Integrated Framework (1992) issued by the Commadfegponsoring Organizations of the Treadway Corsiois(“COSQO”).The Company di
not include in its assessment of internal contu@rdinancial reporting as of December 31, 2014&Mate, LLC which was acquired on Janu
31, 2014. TekMate, LLC is a wholly-owned subsidiafghe Company, whose total assets and total t@sare $2.3 million and $7.3 million,
respectively. The Company will incorporate TekmateC into its assessment of internal control oveafcial reporting in 2015.

A material weakness, as defined in Rule 12b-2 utiteExchange Act, is a deficiency, or combinatibdeficiencies, in internal control over
financial reporting such that there is a reasonpbssibility that a material misstatement of thenpany’s annual or interim financial stateme
will not be prevented or detected on a timely hasssa result of the material weakness discusskEmhvbhenanagement has concluded that as of
December 31, 2014, our internal control over firaheporting was not effective.

The Company identified a material weakness in irgtecontrol over financial reporting relating teetfailure to maintain an effective control
environment and risk assessment and monitoringiaes that ensure there are sufficient qualifiedaunting resources. As a result, the
Company lacked sufficient, competent personneluess in the accounting department to ensure theatipnal effectiveness of its
management review controls.

This material weakness resulted in a material mtiesient in the statement of cash flows that impheperating and investing activities and
misstatements in income tax related accounts auodiures, all of which were corrected prior toigsiance of the Company’s consolidated
financial statements, as well as misstatementgjmettiation expense for property, plant and equigme

Our independent registered public accounting finat fiudited the consolidated financial statemerdisided in this Annual Report on Form 10-
K has issued an audit report on the Company’sriatezontrol over financial reporting, which is inded in “Item 8, Financial Statements and
Supplementary Data” of this Annual Report on ForKlL

c. Changes in Internal Control over Financial Repoting.

As discussed in Note 2 Sale of Wireless Operatieffiective December 4, 2014, the Company enter@darPurchase and Sale Agreement (th
“Agreement”) to sell to General Communication, (H&CI"), ACS Wireless's interest in AWN and substially all the assets and subscribers
related to the wireless business of ACS and iibaffs. The Company implemented additional inteomatrol over financial reporting related
to the sale of its Wireless Operations.

There were no changes in our internal control divwancial reporting that occurred in the fourth geaof 2014 that has materially affected, or

is reasonably likely to materially affect, our imtal control over financial reporting other thae itlentification of the material weakness noted
above and those changes noted in the precedingrppta

d. Management's Plans for Remediation of the Matedl Weakness



We plan to hire additional qualified accountinga@ses and we have begun utilizing, and plan tdicoe to utilize, expert external advisors
appropriate to remediate this material weakness.

Item 9B. Other Information

Not applicable

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 2015 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 2015 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 2015 Annual Meetingtifckholders.
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Securities Authorized for Issuance under Equity Comensation Plans

As of December 31, 2014, the number of securitesaining available for future issuance under equitypensation plans includes 4,432,302
shares under the Alaska Communications SystemspGhoct 2012 Incentive Award Plan and 1,018,426eshander the Alaska

Communications Systems Group, Inc. 2013 Employeek¥urchase Plan.

Number of securitie

Number of remaining available for futu
securities to be Weightedaverag
issued upon issuance under equity
exercise of exercise price of compensation plans
outstanding option outstanding (excluding securities reflect
options, warrant
warrants and right and rights in column (a))
Equity compensation pla (a) (b) (c)
Approved by security holder
Restricted stoc 2,345,101 $ — 5,450,72i

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 refiee to our Proxy Statement for our 2015
Annual Meeting of Stockholders.

Item 14. Principal Accounting Fees and Services

Information on our audit committee’s pre-approvaligy 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 2015 Annual Meeting afcholders.
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PART IV

Iltem 15. Exhibits, Financial Statement Schedules

(a) The following documents are filed as a part of tieisort:

(1)

(2)

(3)
(4)

Exhibit

No.

2.1*

2.2

2.3

3.1

3.2

4.1

Financial Statements: Our consolidated findreteEtements are submitted as a separate sectibisdform 10-K. See “Index to
Consolidated Financial Stateme” which appears on page+-1.

Financial Statement Schedules: Financial statgérschedules are omitted because they are natalplel, not required, or because
the required information is included in the condated financial statements or notes thei

The financial statements of AWN are filed as péathés report and are listed in the Index to Coitsibd Financial Statemen

Exhibits: The exhibits to this report are lsteelow. Other than exhibits that are filed herbwatll exhibits listed below are exhibits
of the Registrant and are incorporated herein fgreace as exhibits there

Exhibit Where Locate
Stock Purchase Agreement, dated April 1, 2008,ralyaanong the Registrant, Crest Exhibit 2.1 to Form 8-K (filed
Communications Corporations Group, Inc., and thiengestockholders specified there August 7, 2008
Asset Purchase and Contribution Agreement, dated &sne 4, 2012, among Alaska Exhibit 2.1 to Form 8-K (filed

Communications Systems Group, Inc., General Comeation, Inc., ACS Wireless, Inc., GCI August 6, 2012)
Wireless Holdings, LLC and The Alaska Wireless Natwy LLC, with Form of First Amende

and Restated Operating Agreement of The Alaskal@giseNetwork, LLC among The Alaska

Wireless Network, LLC, GCI Wireless Holdings, LLECS Wireless, Inc., Alaska

Communications Systems Group, Inc. and General Qamation, Inc. attached thereto as

Exhibit A (portions of this Exhibit have been oraidtpursuant to a request for confidential

treatment under Rule 2-2 under the Securities Exchange Act of 19:

Amendment, dated as October 1, 2012, to Asset Bsecand Contribution Agreement, dated Exhibit 2.1 to Form 8-K (filed
as of June 4, 2012, among Alaska Communicatione8ysGroup, Inc., General October 2, 2012)
Communication, Inc., ACS Wireless, Inc., GCI WisddHoldings, LLC and The Alaska

Wireless Network, LLC

Amended and Restated Certificate of Incorporatiothe Registrant. Exhibit to Form St/A File No.
333-888753 (filed
November 17,199¢

Amended and Restated Bylaws of the Registrant. Exhibit 3.1 to Form 8-K (filed
September 30, 201.
Specimen of Common Stock Certificate. Exhibit to Form St/A File No.

333-888753 (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

Indenture, dated April 8, 2008, by and among thgifeant, the guarantors named therein,
The Bank of New York Trust Company, N.A., as trestwith respect to the Registrant’s
5.75% Convertible Notes due 20:

Indenture, dated as of May 10, 2011, lyamong the Company, the Guarantors named
therein and The Bank of New York Mellon Trust CompaN.A., as trustee, with respect to
6.25% Convertible Notes due 20:

Alaska Communications Systems Group, 18691Stock Incentive Plan.

Form of Restricted Stock Agreement betwiberRegistrant and certain participants in the
Registrar’s 1999 Stock Incentive Pla

Exhibit 4.1 to Form 8-K (filed
April 14, 2008)

Exhibit 4.1 to Form 8-K (filed
May 11, 2011)

Exhibit to Forml8A File No.
333-888753 (filed
November 17, 199¢

Exhibit 10.1 to Form 10-Q
(filed August 3, 2007

Form of Performance Share Unit Agreemetwéen the Registrant and certain participants irexhibit 99.1 to Form 8-K/A

the Registrar's 1999 Stock Incentive Pla
Amendment to Alaska Communications Syst@naaip, Inc. 1999 Stock Incentive Plan.

Alaska Communications Systems Group, 1869INon-Employee Director Compensation
Plan.

Amendment to Alaska Communications Syst@naaip, Inc. 1999 Non-Employee Director
Compensation Plau

Alaska Communications Systems Group, 18691Employee Stock Purchase Plan.

(filed June 12, 200¢

Exhibit 1@ %orm 10-K
(filed March 9, 2010

Exhibit to Form S1/A File No.
333-888753 (filed
November 17, 199¢

Exhibit 10.7 to Form 10-K
(filed March 9, 2010

Exhibit to ForiASFile No.
333-888753 (filed
November 17, 199¢

Alaska Communications Systems Group, 18&2ZEmployee Stock Purchase Plan (AppendixExhibit 10.1 to Form S-8 File

A to the Company’s Definitive Proxy Statement om&tule 14A filed on April 25, 2012).

No. 33:-181660 (filed May 24
2012)

Amendment to Alaska Communications Systénaaip, Inc. 1999 Employee Stock Purchase Exhibit 10.9 to Form 10-K

Plan.

Amendment ratified on October 4, 2012 tdlective Bargaining Agreement, effective
February 28, 2010, between Alaska CommunicatiosseBys Holdings, Inc. and the
International Brotherhood of Electrical Workers cabUnion No. 1547
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Exhibit 10.1 to Form 8 (filed
October 10, 2012)
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10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

Collective Bargaining Agreement, effectihebruary 28, 2010, between Alaska Exhibit 10.2 to Form 8 (filed
Communications Systems, Holdings, Inc. and therhatigonal Brotherhood of Electrical October 10, 2012)

Workers, Local Union No. 154

2010 Officer Severance Policy. Exhibit 10.1 to Form 8 (filed

November 4, 201C

Purchase Agreement, dated April 2, 200&rd among Alaska Communications Systems Exhibit 10.1 to Form 8 (filed
Group, Inc., the guarantors listed therein andnit&al Purchasers, regarding the Registrant’s April 14, 2008)
5.75% Convertible Notes due 20:

Confirmations of Convertible Bond Hedggsahd between Alaska Communications Systemd$Exhibit 10.2 to Form 8 (filed
Group, Inc. and certain affiliates of the Initialrehasers April 14, 2008)

Confirmations of Warrant Transactions bg between Alaska Communications Systems  Exhibit 10.3 to Form 8 (filed
Group, Inc. and certain affiliates of the Initialfehasers April 14, 2008)

Credit Agreement, dated as of Octobef@10, by and among Alaska Communications Exhibit 10.1 to Form 8 (filed
Systems Holdings, Inc., as Borrower, Alaska Commations Systems Group, Inc, as Parent,February 26, 2010)

several banks and other financial institutionsrdities, as lenders named therein, and

JPMorgan Chase Bank, N.A., as Administrative Ag

First Amendment to Credit Agreement, datedf November 1, 2012, by and among Alaska Exhibit 10.4 to Form 10-Q
Communications Systems Holdings, Inc., as Borrowkaska Communications Systems (filed November 5, 2012)
Group, Inc., as Parent, the lenders, and JPMorg@séBank, N.A. as Administrative Age

Employment Agreement between Alaska Conications Systems Group, Inc., and Anand Exhibit 10.1 to Form 8 (filed
Vadapalli entered into on February 21, 2C February 24, 2011

Employment Agreement between Alaska Conications Systems Group, Inc., and Wayne Exhibit 10.2 to Form 8 (filed
Graham entered into on February 21, 2( March 5, 2011

Purchase Agreement, dated May 4, 201andyamong the Company, the Guarantors namedexhibit 10.1 to Form & (filed
therein and J.P. Morgan Securities LLC, as reptasiga of the several initial purchasers né May 11, 2011)
therein.

Alaska Communications Systems Group, Inc. 2011rtiee Award Plan Restricted Stock U Exhibit 10.1 to Form & (filed
Agreement July 8, 2011

Alaska Communications Systems Group,26¢1 Incentive Award Plan Performance Stock Exhibit 10.2 to Form 8< (filed
Unit Agreement July 8, 2011
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10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

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

Employment Arrangement between the CompadylLeonard Steinberg.
Employment Agreement between the CompadyMichael Todd.

Employment Agreement, dated as of OctdBeP011, between Alaska Communications
Systems Group, Inc. and James R. Johr

Employment Agreement, dated as of Septe@he2012, between Alaska Communications
Systems Group, Inc. and David C. Eisenb

2012 and 2013 Compensation Letter Fromslkl@ommunications Systems Group, Inc. to
David Eisenberg dated February 12, 2(

2012 and 2013 Compensation Letter Frorskl@ommunications Systems Group, Inc. to
Wayne Graham dated February 12, 2(

2012 and 2013 Compensation Letter Frorskd&@ommunications Systems Group, Inc. to
James Johnsen dated February 12, 2

2012 and 2013 Compensation Letter Frorskad&@ommunications Systems Group, Inc. to
Leonard Steinberg dated February 12, 2(

2012 and 2013 Compensation Letter Frorslkl@ommunications Systems Group, Inc. to
Michael Todd dated February 12, 20

Employment Agreement between Alaska Conigations Systems Group, Inc., and Anand
Vadapalli entered into on March 29, 20

Alaska Communications Systems Group,20t4 Officer Severance Policy

Alaska Communications Systems Group,26t1 Incentive Award Plan.

Second Amendment to Credit Agreement,nolyaanong Alaska Communications Systems
Holdings, Inc., as Borrower, Alaska Communicati&@ystems Group, Inc., as Parent, the
lenders, and JPMorgan Chase Bank, N.A. as Admiatigér Agent.
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Exhibit 10.3 to Form 8 (filed
July 8, 2011

Exhibit 10.1 to Forri{ &iled
January 26, 201:

Exhibit 10.37 to Form 10-K/A
(filed September 14, 201,

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

Exhibit 10.6 to Form 10-Q
(filed November 5, 2012

Exhibit 10.28 to Form 10-K
(filed March 1, 2013

Exhibit 10.29 to Form 10-K
(filed March 1, 2013

Exhibit 10.30 to Form 10-K
(filed March 1, 2013

Exhibit 10.31 to Form 10-K
(filed March 1, 2013

Exhibit 10.32 to Form 10-K
(filed March 1, 2013

Exhibit 10.1 to Form 8 (filed
March 29, 2013

Exhibit 10.1 to F@+X (filed
June 9, 2014

Exhibit to Form S-8 Rile.
333-199923 (Filed Nov 6,
2014)

Exhibit 10.1 to Form 8 (filed
March 5, 2015)
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10.37 Purchase and Sale Agreement, dated Dece&mb@14, by and between ACS, GCI, ACS Exhibit 10.2 to Form 8 (filed
Wireless, GCI Wireless, and AWI March 5, 2015
21.1 Subsidiaries of the Registre Filed herewitt
23.1 Consent of KPMG LLP relating to the audiiedncial statements of Alaska Communicationg=iled herewith
Systems Group, In
23.2 Consent of Grant Thornton LLP relatinghte &udited financial statements of Alaska Wireles&iled herewith
Network, LLC
311 Certification of Anand Vadapalli, Presidant Chief Executive Officer, pursuant to Section Filed herewith
302 of the Sarban-Oxley Act of 2002
31.2 Certification of Wayne Graham, Chief Finah©fficer, pursuant to Section 302 of the Filed herewith
Sarbane-Oxley Act of 2002
32.1 Certification of Anand Vadapalli, Presidant Chief Executive Officer, pursuant to 18 U.S.CFiled herewith
Section 1350, as adopted to Section 906 of theaBal-Oxley Act of 2002
32.2 Certification of Wayne Graham, Chief Finah©fficer, pursuant to 18 U.S.C. Section 1350, Filed herewith
as adopted to Section 906 of the Sarb-Oxley Act of 2002
101.INS XBRL Instance Documet Filed herewitr
101.SCH XBRL Taxonomy Extension Schema Docum Filed herewitr
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docuntr Filed herewitr
101.DEF XBRL Taxonomy Extension Definition Linkbase Docurt Filed herewitr
101.LAB XBRL Taxonomy Extension Label Linkbase Docum Filed herewitr
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doent Filed herewitr

**  Confidential treatment of certain portions ofgtexhibit has been granted pursuant to a reqoesbhfidential treatment filed with the
Securities and Exchange Commission. Omitted pastimve been filed separately with the Commiss

57



Table of Contents

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, theoedly authorized.

Date: March 13, 201 Alaska Communications Systems Group,

By: /s/ Anand Vadapalli
Anand Vadapall
President and Chief Executive Offic

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed belptine 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 13, 2015
Executive Officer)

Anand Vadapall

/s/ Wayne Graham Chief Financial Officer (Principal Accounting Oféic) March 13, 2015

Wayne Grahan

/s/ Edward J. Hayes, Jr. Chairman of the Board of Directors March 13, 2015

Edward J. Hayes, J

/s/ Margaret L. Brown Director March 13, 2015

Margaret L. Browr

/s/ David W. Karp Director March 13, 2015
David W. Karp

/sl Peter D. Ley Director March 13, 2015
Peter D. Ley

/s/ Brian A. Ross Director March 13, 2015
Brian A. Ross

/s/ John N. Wanamaker Director March 13, 2015

John N. Wanamaks

/sl Carol G Mills Director March 13, 2015
Carol G. Mills
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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, 2014 and 2013, and the related cdasedl statements of comprehensive (loss) incormektsblders’ equity (deficit), and cash
flows for each of the years in the three-year gednded December 31, 2014. These consolidatedcfadastatements are the responsibility of
the Company’s management. Our responsibility exjgress an opinion on these consolidated finastaa&ments based on our audits. We did
not audit the financial statements of Alaska Wssldletwork, LLC (AWN) (a 33 percent owned investempany). The Company’s
investment in AWN at December 31, 2014 and 2013%$242.1 million and $266.1 million, respectivelpdats equity in earnings of AWN
was $35.9 million and $17.8 million for the yeargled December 31, 2014 and 2013, respectivelyfilarcial statements of AWN were
audited by other auditors whose report has beemshd to us, and our opinion, insofar as it relétethe amounts included for AWN, is basec
solely on the report of other auditors.

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 princiged and significant estimates made by managenewnelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, based on our audits and the reploother auditors, the consolidated financial stests referred to above present fairly, in all
material respects, the financial position of AlaSl@ammunications Systems Group, Inc. and subsidiaseof December 31, 2014 and 2013,
the results of their operations and their cash $léov each of the years in the three-year periattdrDecember 31, 2014, in conformity with
U.S. generally 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 coindver financial reporting as of December 31,£0dased on criteria established in
Internal Control— Integrated Frameworkl992) issued by the Committee of Sponsoring Omgitins of the Treadway Commission (COSO),
and our report dated March 13, 2015 expressedarsalopinion on the effectiveness of the Compaimggznal control over financial
reporting.

\KPMG LLP\\

Anchorage, Alaska
March 13, 2015
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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, 2014, based on
criteria established imternal Control — Integrated Framewo(#992) issued by the Committee of Sponsoring Omgditins of the 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 (included in Item 9A). Our responkipiis to express an opinion on the
Company’s internal control over financial reportingsed on our audit.

We conducted our audit in accordance with the statgdof the Public Company Accounting OversightriBq&nited States). Those standards
require that we plan and perform the audit to obtagasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal corax@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 circunestavse 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 assetsofdmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatg@aparation of financial statements in accor@anwith 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 cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods agject to the risk that controls may become inadegjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

A material weakness is a deficiency, or a combamatif deficiencies, in internal control over fingadaeporting, such that there is a reasonable
possibility that a material misstatement of the pany’s annual or interim financial statements wit be prevented or detected on a timely
basis. A material weakness related to the failomaaintain an effective control environment anét Essessment and monitoring activities that
ensure there are sufficient qualified accountirapoeces has been identified and included in managgsmassessment.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the consolidated
balance sheets of Alaska Communications SystemgpGitoc. and subsidiaries as of December 31, 28814813, and the related consolidatec
statements of comprehensive (loss) income, stodkinsl equity (deficit), and cash flows for eachtud years in the three-year period ended
December 31, 2014. This material weakness wasa®enmesl in determining the nature, timing, and extérudit tests applied in our audit of
2014 consolidated financial statements, and tigientedoes not affect our report, based on our awdit the report of other auditors, dated
March 13, 2015, which expressed an unqualifiediopion those consolidated financial statements.

Alaska Communications Systems Group, Inc. acquiedVate, LLC on January 31, 2014, and managemeata@ad from its assessment of
the effectiveness of Alaska Communications Systénasip, Inc.’s internal control over financial repog as of December 31, 2014, TekMate
LLC's internal control over financial reporting asated with total assets of $2.3 million and to&alenues of $7.3 million included in the
consolidated financial statements of Alaska Commations Systems Group, Inc. and subsidiaries as@for the year ended December 31,
2014. Our audit of internal control over finanai@porting of Alaska Communications Systems Groaop, &lso excluded an evaluation of the
internal control over financial reporting of TekMatLC.

In our opinion, because of the effect of the afeationed material weakness on the achievementddhiectives of the control criteria, Alas
Communications Systems Group, Inc. has not maietbéifective internal control over financial refpiogtas of December 31, 2014, based on
criteria established in Internal Control—IntegraEgdmework (1992) issued by the Committee of Spongdrganizations of the Treadway
Commission (COSO0).

\KPMG L LP\

Anchorage, Alaska
March 13, 2015
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Balance Sheets
December 31, 2014 and 2013
(In Thousands, Except Per Share Amounts)

Assets

Current asset:

Cash and cash equivalel

Restricted cas

Accounts receivable, n-affiliates, net

Materials and supplie

Prepayments and other current as

Deferred income taxe

Current assets he-for-sale

Total current asse

Property, plant and equipme
Less: accumulated depreciation and amortize

Property, plant and equipment, |

Goodwill

Debt issuance cos

Deferred income taxe

Equity method investmen
Non-current assets he-for-sale
Other asset

Total asset

Liabilities and Stockholders’ Equity (Deficit)
Current liabilities:
Current portion of lon-term obligations
Accounts payable, accrued and other current ligdsli nor-affiliates
Accounts payable, accrued and other current li#sli affiliates
Advance billings and customer depo:
Current liabilities hel-for-sale

Total current liabilities

Long-term obligations, net of current porti
Deferred income taxe
Other lon¢-term liabilities
Non-current liabilities hel-for-sale
Deferred AWN capacity revent
Total liabilities
Commitments and contingenci
Stockholder' equity (deficit):
Common stock, $0.01 par value; 145,000 authori28d§60 and 48,680 issued and outstanding at
December 31, 2014 and 2013, respecti'
Additional paid in capita
Accumulated defici
Accumulated other comprehensive |i
Total stockholder equity

Total liabilities and stockholde’ equity

See Notes to Consolidated Financial Statements
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2014 2013
$ 31,70¢ $ 43,03¢
467 467
30,90 34,06
4,321 10,13
6,57 7,30
104,24 7,14
9,56¢ —
187,78. 102,14
1,333,13 1,344,94!
976,40 992,93
356,73 352,01
— 4,65(
4,46¢ 6,92¢
— 14,10;
252,06 266,97
14,66+ —
301 502
$ 81601t $ 747,32
$ 15520 $ 14,25¢
54,37 55,47
4,85¢ 14,30¢
4,49( 9,10
18,72t —
97,96 93,14
418,44 442,00:
81,26 —
24,37 16,94
2,107 —
56,73 59,96
680,89 612,05
497 487
154,36 152,19
(14,589 (11,809
(5,15)) (5,609)
135,12 135,26
$ 816,01t $ 747,32
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Statements of Comprehensive (Loss) lome

Years Ended December 31, 2014, 2013 and 2012
(In Thousands, Except Per Share Amounts)

Operating revenue
Operating revenues, n-affiliates
Operating revenues, affiliat:

Total operating revenut

Operating expense
Cost of services and sales, -affiliates
Cost of services and sales, affilia
Selling, general and administrati
Depreciation and amortizatic
Loss (gain) on disposal of assets,
Loss on impairment of goodw
Loss on impairment of equity investme
Earnings from equity method investme

Total operating expens
Operating incom:

Other income and (expens
Interest expens
Loss on extinguishment of de
Interest incomi
Other

Total other income and (expen:

(Loss) income before income tax benefit (expe
Income tax benefit (expens

Net (loss) incomi

Other comprehensive income (los
Minimum pension liability adjustmel
Income tax effec
Amortization of defined benefit plan lo
Income tax effec
Interest rate swap marked to fair va
Income tax effec
Reclassification of loss on ineffective hec
Income tax effec
Total other comprehensive income (lo
Total comprehensive (loss) incor

Net (loss) income per shal
Basic

Diluted

Weighted average shares outstand
Basic

Diluted
Cash dividends declared per common sl

See Notes to Consolidated Financial Statements
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2014 2013 2012
$307,91° $34561. $367,57
6,94¢ 3,31: 14C
314,86: 348,92 367,71
123,85 138,12: 148,12
57,11¢ 25,15¢ 27t
101,39 111,03« 107,31
32,58: 42,19: 51,48
12€  (207,75) (2,66¢)
5,08¢ — —
— 1,267 —
(35,960 (18,056 (115)
285,10: 91,96:  304,42(
29,76( 256,96 63,29
(34,410 (39,790 (39,570
— (2,370 (57°)

83 53 43
(34,32) (42,120 (40,109
(4,567 214,84 23,19:
1,787 (56,370) (5,789
(2,780  158,47: 17,40¢
(2,829) 1,41z (1,10)
1,16: (580) 45¢
451 717 81¢
(18E) (296) (336)
1,54¢ 1,72¢ (1,577)
(634) (709) 64€
1,61¢ 2,307 292
(669) (94¢) (120)
45¢ 3,63( (920)

$ (2329 $16210: $ 16,48¢
$ (000 $ 337 $ 03¢
$ (000 $ 27¢ $ 0.3¢
49,33 47,09: 45,55
49,33 59,10 45,87
$ — $ — % 0a5(
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Consolidated Statements of Stockholders’ Equity (Cfeeit)
Years Ended December 31, 2014, 2013 and 2012
(In Thousands, Except Per Share Amounts)

Accumulated

Other
Common Additional Paid Accumulatec Comprehensive
Stockholder¢
Shares Stock in Capital Deficit Income (Loss) Equity (Deficit)

Balance, January 1, 20 4530 $ 45 $ 144,63 $(187,68) $ 8,319 $ (50,929
Total comprehensive income (lo: — — — 17,40¢ (920 16,48¢
Dividends declare — — (6,849 — — (6,849)
Stock compensatic — — 3,55( — — 3,55(
Equity component of convertible note issuanc

net of tax benefi — — 2,53¢ — — 2,53¢
Tax benefit of convertible note call optic — — 50z — — 503
Extinguishment of convertible note optic — — (45) — — (45)
Surrender of shares to cover withholding taxe

stocl-based compensatic — — (249) — — (249)
Issuance of common stock, pursuant to stock

plans, $.01 ps 46t 5 30z — — 307
Balance, December 31, 20 45,76¢ 45¢ 144,37 (170,279 (9,239 (34,687
Total comprehensive incon — — — 158,47: 3,63( 162,10:
Stock compensatia — — 2,86( — — 2,86(
Tax benefit of convertible note call optic — — 16 — — 1€
Surrender of shares to cover withholding taxe

stocl-based compensatic — — (63¢) — — (63¢)
Issuance of common stock, pursuant to stock

plans, $.01 ps 2,91t 29 5,57¢ — — 5,607
Balance, December 31, 20 48,68( 487 152,19: (11,809 (5,609 135,26:
Total comprehensive (loss) incor — — — (2,780) 45¢ (2,327)
Stock compensatic — — 2,511 — — 2,511
Surrender of shares to cover withholding taxe

stocl-based compensatic — — (599 — — (599
Issuance of common stock, pursuant to stock

plans, $.01 ps 98( 10 257 — — 267
Balance, December 31, 20 4966( $ 497 $ 154,36¢ $ (14,58) $ (5,15)) $ 135,12

See Notes to Consolidated Financial Statements
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.

Consolidated Statements of Cash Flows
Years Ended December 31, 2014, 2013 and 2012
(In Thousands, Except Per Share Amounts)

Cash Flows from Operating Activitie
Net (loss) incomi
Adjustments to reconcile net (loss) income to reshcprovided by operating activitie
Depreciation and amortizatic
Gain on sale/contribution of asset to AV
(Gain) loss on the disposal of ass
Loss on impairment of goodwi
Loss on the impairment of equity investm
Gain on ineffective hedge adjustm
Amortization of debt issuance costs and debt dist
Amortization of ineffective hedg
Amortization of deferred AWN capacity reven
Stocl-based compensatic
Deferred income tax (benefit) exper
Provision for uncollectible accour
Cash distribution from equity method investme
Earnings from equity method investme
Other noi-cash income, ne
Changes in operating assets and liabili
Net cash provided by operating activit
Cash Flows from Investing Activitie
Capital expenditure
Capitalized interes
Change in unsettled capital expenditt
TekMate acquisition, net of cash recei
Proceeds on sale of ass
Proceeds on sale/contribution of asset to A
Return of capital from equity investme
Change in unsettled acquisition cc
Net change in shc-term investment
Net change in restricted accou
Net cash (used) provided by investing activi
Cash Flows from Financing Activitie
Repayments of lor-term deb!
Debt issuance cos
Payment of cash dividend on common st
Payment of withholding taxes on st-based compensatic
Proceeds from the issuance of common s
Net cash used by financing activiti

Change in cash and cash equival
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Supplemental Cash Flow Da
Interest paic
Cash paid on extinguishment of hedging instrun
Income taxes paid, n
Supplemental Nc-cash Transaction
Property acquired under capital lea
Additions to ARO ass¢
Exchange of debt with common stc
Non-cash acquisition, net of cash recei

See Notes to Consolidated Financial Statements
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2014 2013 2012
$ (2,780 $158,47. $17,40¢
32,58: 42,19 51,48’
— (210,872) —
12€ 3,11¢ (2,666
5,98¢ — —
— 1,267 —
(279 (785) (231)
5,10¢ 6,93: 5,97¢
1,61¢ 2,307 297
(3,151) (1,512 —
2,511 2,86( 3,55(
(2,047 56,37( 5,771
3,32¢ 1,847 2,58¢
35,96( 17,84« 11F
(35,960 (18,056 (115)
(46€) 28¢ 297
8,73: 5,44¢ (110
51,26¢ 67,70 84,35¢
(46,429 (47,739 (54,20
(2,810) (1,926 (1,96
(2,009) 1,49: (2,726)
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ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements
Years Ended December 31, 2014, 2013 and 2012
(In Thousands, Except Per Share Amounts)
1. DESCRIPTION OF COMPANY AND SUMMARY OF SIGNIFICAN T ACCOUNTING POLICIES

Alaska Communications Systems Group, Inc. (“weyr‘ty “us”, the “Company”, or “ACS” ), a Delawar@iporation, through its operating
subsidiaries, provides integrated communicationises to business, wholesale and consumer custamgrs state of Alaska and beyond u:
its statewide and interstate telecommunicationsot

The accompanying consolidated financial statemarss of December 31, 2014 and 2013 and for thes wnded December 31, 2014, 2013
and 2012. They represent the consolidated finapoition, results of operations and cash flowAGS and the following wholly owned
subsidiaries:

» Alaska Communications Systems Holdings, Inc. (“ACS * Crest Communications Corporatic‘Cres”)

Holdings") « WCI Cable, Inc
* ACS of Alaska, LLC “ACSAK") « WCIC Hillshoro, LLC

e ACS of the Northland, LLC*ACSN")
* ACS of Fairbanks, LLC*ACSF")

* ACS of Anchorage, LLC*ACSA")

* ACS Wireless, Inc.*ACSW")

e ACS Long Distance, LLC*ACSLD")
e ACS Internet, LLC“ACSI")
 ACS Messaging, Inc*ACSM")

* ACS Cable Systems, LLC*ACSC")

» Alaska Northstar Communications, Ll
» WCI Lightpoint, LLC

*  Worldnet Communications, In

* Alaska Fiber Star, LL(

* TekMate, LLC

In addition to the wholly-owned subsidiaries, then@pany owned a one-third interest in the Alaskaglgss Network, LLC (“AWN") which is
represented in the Company’s condensed consolifiatattial statements as equity method investméntsi-ebruary 2, 2015, the Company
sold this one-third interest in connection withdtde of its wireless operations. See NoteSate of Wireless Operatiofior additional
information. On August 31, 2010, the Company acglia 49% interest in TekMate, LLC (“TekMate”), adéing managed information
technology services firm in Alaska. On JanuaryZ114, the Company purchased the remaining 51%eisttér TekMate. Prior to that date
TekMate was represented in the Company’s condermesblidated financial statements as an equity otkithvestment. Subsequent to that
date, TekMate has been recorded as a wholly ownlesidiary.

A summary of significant accounting policies folledvby the Company is set forth below.

Basis of Presentation

The consolidated financial statements and footniotdade all accounts and subsidiaries of the Caomia which it maintains a controlling
financial interest. All significant intercompanycatints and transactions have been eliminated. tmesds in entities where the Company is
able to exercise significant influence, but nottcoln are accounted for by the equity method. Famgactions with entities accounted for under
the equity method, any intercompany profits on amt®still remaining are eliminated. Amounts oriding from any deferral of intercompany
profits are recorded within either the Companyigestment account or the account balance to wheetrémsaction specifically relates (e.g.,
construction of fixed assets). Only upon settlenoérthe intercompany transaction with a third pastthe deferral of the intercompany profit
recognized by the Company. In the opinion of mansayd, the financial statements contain all normeadurring adjustments necessary to
present fairly the consolidated financial positioamprehensive income and cash flows for all perjpésented. Certain reclassifications have
been made to the prior years’ financial statement®onform to the current year presentation.

Use of Estimates

The preparation of financial statements in confeymiith Generally Accepted Accounting Principleglie United States (“GAAP”) requires
management to make estimates and assumptiondfenetttae reported amounts of assets and liakslgied disclosure of contingent assets anc
liabilities at the date of the financial statemeantsl the reported amounts of revenues and expduoseg the reporting period. Among the
significant estimates affecting the financial sta¢mts are those related to the realizable valae@funts receivable, inventory held-for-sale,
and long-lived assets, the value of derivativerumaents, the investment in
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

AWN and the related deferred AWN capacity revemegal contingencies, stock-based compensationrarmrie 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 fadtsirmumstances dictate. More volatile capital regskuncertainty on interest rates, and
declines in crude oil pricing have combined to @&ge the uncertainty in such estimates and assamapfis future events and their effects
cannot be determined with precision, actual resuly differ significantly from those estimates. @pes in those estimates will be reflected in
the financial statements of future periods.

Cash and Cash Equivalents

For purposes of the “Consolidated Balance Sheetd™@onsolidated Statements of Cash Flows”, the @amg generally considers all highly
liquid investments with a maturity at acquisitiofitioree months or less to be cash equivalents.

Restricted Cash

Restricted cash as of December 31, 2014 consig§ié6 held in certificates of deposits as requineder the terms of certain contracts to w
the Company is a party. When the restrictions iétezl| the Company will transfer these funds infodperating 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.

Trade Accounts Receivable and Bad Debt Reserves

Trade accounts receivable are recorded at thedada@mount and do not bear interest. Amounts deliean trade accounts receivable are
included in net cash provided by operating actgiiin the “Consolidated Statements of Cash FloWsé Company does not have any off-
balance sheet credit exposure related to its ciestriithe Company evaluates its bad debt as a godf®lio since all of our companies
primarily operate within Alaska and are subjecth® same economic and risk conditions across indasgments and geographic locations.
Bad debt reserves against uncollectible receivaiegstablished and incurred during the periogse&testimates are derived through an
analysis of account aging profiles and a reviewisforical recovery experience. Receivables aregathoff against the allowance when
management believes the uncollectability of theirable is confirmed. Subsequent recoveries, if any credited to the allowance. The
Company records bad debt expense as a compon&elbig, general and administrative expense” i ‘tBonsolidated Statements of
Comprehensive Income”.

Materials and Supplies

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

Assets and Liabilities Held-for-Sale

Assets and liabilities held-for-sale representsatbmets and liabilities that will be sold in cortrmtwith the Company’s decision to sell its
wireless operations. They are recorded at the l@ivearrying value or net realizable value whiclpagximates the consideration expected t
received from the sale of those assets and ligsilitmpairment, if applicable, on property, plantl equipment classified as held-for-sale is
recorded to reduce the carrying value to its falug less costs to sell. Property, plant and eqeiiftrand capital leases are not depreciated
classified as held-for-sale.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

Exit Obligations

In connection with the decision to sell its wiredeperations, the Company will incur certain ctistd are associated with the wind down of its
retail wireless operations that meet the critesiaréporting as exit obligations. These costs begdine fourth quarter of 2014 and are
anticipated to be incurred throughout 2015. Theanting policies for these costs are as follows:

» Employee termination costs associated withegdns in retail stores, contact center, and asl@iport organizations are accrued equal t
the payout amount, undiscounted due to the shoatidn, and amortized over the remaining serviaepe

» Contract termination costs will be accruedrftail store leases and a software contract whermeur a charge to terminate the contract
prior to their stated maturity. These costs aresueal equal to the actual cost to terminate thé&racinand will be recognized at the date
the contract is terminate

» For retail store leases that are vacated, dbts@re measured equal to the fair value of tinairéng lease payments and recognized whe
the Company has ceased to use the prof

» Costs associated with marking wireless handsetiaoéssory inventory held for sale to fair valueehbgen expensed in the fourth que
of 2014 and are included in Cost of service andssalon-affiliate in the Company’s “Consolidatedt8ment of Comprehensive (Loss)
Income”.

» Other associated costs that meet the criteria ekéractivity will be accrued when incurre

Property, Plant and Equipment

Telephone property, plant and equipment are sttbtorical cost of construction including centaapitalized 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. Neleghone 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 2043. 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 thienaded productive lives. Amortization of
assets under capital leases is included in depi@tiand amortization expense.

The Company is also the lessee of various landlibgiand personal property under operating legseeaments for which expense is
recognized on a monthly basis. Increases in reate$ are recorded as incurred which approximagesttaight-line method.

The Company capitalizes interest charges assoaithdonstruction in progress based on a weightestage interest cost calculated on the
Company’s outstanding debt.

Asset Retirement Obligations

The Company records liabilities for obligationsated to the retirement and removal of long-liveseés 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 thientiy 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 changthéir present value, the potential changes inraptians or inputs, and the initial capitalized
assets decline as they are depreciated over tha liteof the related assets. The liabilities arentually extinguished when the asset is taker
out of service.

Non-operating Assets

The Company periodically evaluates the fair valfigsonon-current investments and other non-opegadissets 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 captiither” in the “Consolidated Statements of Comprehenfiwss) Income”.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

Equity Method of Accounting

Investments in entities where the Company is abkxercise significant influence, but not contesk accounted for by the equity method.
Under this method, our equity investments are edrat acquisition cost, increased by the Compamgportionate share of the investee’s net
income, and decreased by the investee’s net logsesour proportional ownership interest and adistributions. The Company evaluates its
investments in equity method investments for impaint whenever events or changes in circumstandesate that the carrying amount may
not be recoverable. The Company evaluates whethesteach equity method investment is able to ggaend sustain sufficient earnings an
cash flows to justify its carrying value.

Deferred AWN Capacity Revenue

As part of the AWN transaction, the Company conttiélol certain network usage rights necessary for Ad/dperate the Alaska network.
These rights have been fair valued and the regultibility was recorded in Deferred AWN capacity revenuet the “Consolidated Balance
Sheets”. This balance is being amortized on agittdine basis to revenue in the “Consolidatedestants of Comprehensive (Loss) Income”,
over the 20 year contract period for which the Camphas contracted to provide service.

Goodwill

Goodwill is assessed for impairment annually orerfoequently if events or changes in circumstaigigate 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 indéctitat it is more-likely-than-not that the carrywaue of the reporting unit exceeds its fair
value, a two-step quantitative assessment willdmepteted. The first step consists of comparingctireying 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 detemgjra 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 be reo@ed to the extent the carrying value of
goodwill exceeds the implied fair value.

Long-lived Asset | mpairment

Long-lived assets, such as property, plant, anébetgnt, and purchased intangible assets subjeshtitization, are reviewed for impairment
whenever events or changes in circumstances irdibat the carrying amount of an asset may nott@verable. If circumstances require a
long-lived asset or asset group be tested for plessnpairment, the Company first compares undiatedicash flows expected to be generate
by that asset to its carrying amount. If the cangyamount of the long-lived asset is not recoverabl an undiscounted cash flow basis,
impairment is recognized to the extent that theyoag amount exceeds its fair value. Fair valudgtermined through various valuation
techniques including discounted cash flow modaisted market values and third-party independentaaggds. Impairment is displayed in the
caption operating expenses on the Company's “Cateteld Statements of Comprehensive (Loss) Income.”

Debt | ssuance Costs and Discounts

Debt issuance costs, including underwriter’s faes @her associated costs, are capitalized andtaeito 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 issuregutstanding at December 31, 2014
and 2013.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

Revenue Recognition

Substantially all recurring non-usage sensitiveiserrevenues are billed one month in advance emdeferred until earned. Nareurring an
usage sensitive revenues are bhilled in arrearasmcecognized when earned. Certain of the Companyndled products and services,
primarily in wireless, have been determined todenue 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 contractstegjdther in the Company’s stores and agent latsitibhe device and accessories associate
with these direct and indirect sales channelsesegnized at the time the related wireless degis®lid and is classified as equipment sales.
Monthly service revenue from the majority of then@fany’s customer base is recognized as servicagmdered. Revenue earned from the
Company’s Lifeline customer base is less certathiatherefore recognized on the cash basis as@agmre received.

Wireless Handset Financing

In the second quarter of 2014, the Company begaviding the option for customers to finance theghase of their wireless handsets under
the “Buy it. Bring it. Finance it.™program. This program allows customers to finanzeless handsets over a 24 month period. The Cow
records revenue equal to the present value ofdaliments at the time of sale and imputes interest egonth of the financing term. The
discount rate used to impute interest approximée£ompany’s weighted average cost of debt. fstiamner disconnects service they are
billed the full remaining balance owed on the cactiterm.

Concentrations of Risk

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

The Company also depends on a limited number gfl®rp and vendors for equipment and servicest§anétwork, 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.

As of December 31, 2014, approximately 60% of thenBany’s employees are represented by the InterredtBrotherhood of Electrical
Workers, Local 1547 (“IBEW”). The Master CollectiBargaining Agreement (“CBA”) between the Company ¢he IBEW expires on
December 31, 2016. The CBA provides the terms anditions of employment for all IBEW representedpdogees working for the Company
in the state of Alaska and have significant ecomampacts on the Company as it relates to wagebandfit costs and work rules that affect
our ability to provide superior service to our ausers. The Company considers relations with theABR be stable in 2014, resulting in
completion of important company initiatives; howeaey deterioration in the relationship with theeEN® would have a negative impact on the
Company'’s operations.

The Company provides voice, broadband and mana&esebimmunication services to its customers througAtaska. Accordingly, the
Company'’s financial performance is directly infleed by the competitive environment in Alaska, apettonomic factors specifically in
Alaska. The most significant economic factor is laeel of Alaskan oil production and the per bamete of relevant crude oil since a
significant majority of the state’s revenue is sassessed upon the production of this resourdeharprice of crude oil impacts the level of
investment by resource development companies. dtent drop in crude oil prices is resulting in 8tate of Alaska reducing its spending,
which is expected to have a dampening impact ovtkeall economy. Other important factors influengcthe Alaskan economy include the
level of tourism, government spending, and the mmm of United States military personnel. Any dietation in these factors, particularly
over a sustained period of time, would likely haveegative impact on the Company’s performance.

The Company is targeting significant cost saviriggr{ergies”) associated with its exit activitiespfogrammatic plan is in place to achieve
these synergies, however, should the Company lagekbor not be able to realize the targeted syegrtfie Company’s future financial
performance would be impacted.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

As an entity that relies on the FCC and state adgun} agencies to provide stable funding sourcgsduide 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 2014, 10.6% of the Company’s total service atitiorevenues were derived from high cost suppomding mechanisms for high cost loop
support are undergoing substantial changes witlr@@ that will impact our level of funding as wa# future obligations we must meet as a
condition to that funding.

The Company, like most other businesses, is incrglgsvulnerable to cyber threats. While the Comphas several mitigating policies and
technologies in place, including some insurancescage, it is not possible to prevent every posshkeat to our network and IT systems.

Advertising Costs

The Company expenses advertising costs as incuktbabrtising expense totaled $4,741, $5,918 and®bin 2014, 2013 and 2012,
respectively and is included in “Selling, genenadl @dministrative expense” in the Company’s “Coitsted Statements of Comprehensive
Income”.

Income Taxes

The Company utilizes the asset-liability methododounting for income taxes. Under the asset-ltgbiitethod, deferred taxes reflect the
temporary differences between the financial andotsis of assets and liabilities using the enatetedates in effect in the years in which the
differences are expected to reverse. Deferreddsata are reduced by a valuation allowance toxtemethat management believes it is more-
likely-thannot that such deferred tax assets will not bezedliThe Company evaluates tax positions takerpeated 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 pasaftr underpayment of income taxes as incomexparee.

Taxes Collected from Customers and Remitted to Government Authorities

The Company excludes taxes collected from custoaraipayable to government authorities from reveiages payable to government
authorities are presented as a liability on therf€titidated Balance Sheets”.

Regulatory Accounting and Regulation

Certain activities of the Company are subject te ragulation by the FCC for interstate telecomroatidbn service and the Regulatory
Commission of Alaska (“RCA”) for intrastate and #éexchange telecommunication service. The Compayequired by the FCC, accounts
for such activity separately. Long distance sewigkthe Company are subject to regulation as adooninant interexchange carrier by the
FCC for interstate telecommunication services &edRCA for intrastate telecommunication servicegeWyss, Internet and other noommon
carrier services are not subject to rate regulation

Derivative Financial | nstruments

The Company does not enter into derivative cordgrimtspeculative purposes. The Company recogait@sset or liability derivatives at fair
value. The accounting for changes in fair valueoistingent on the intended use of the derivatiwkitmdesignation as a hedge. Derivatives
are not hedges are adjusted to fair value throaghiegs. If a derivative is a hedge, dependinghemature of the hedge, changes in fair value
either offset the change in fair value of the hetggsets, liabilities or firm commitments throughrengs, or are recognized in “Other
comprehensive income (loss)” until the hedged tatign is recognized in earnings. On the date wakire contract is entered into, the
Company designates the derivative as either arédiire or cash flow hedge. The Company formally sss& both at the hedge’s inception and
on an on-going basis, whether the derivativesdhaused in hedging transactions are highly effedti offsetting changes in the fair values or
cash flows of hedged items. If the Company deteesithat a derivative is not highly effective asdde or that it has ceased to be highly
effective, the Company discontinues hedge accoginspectively. The change in a derivative’s Yailue related to the ineffective portion of
a hedge is immediately recognized in earnings. Amterecorded to accumulated other comprehensigefiom the date of the derivative’s
inception to the date of ineffectiveness are arpedtito earnings over the remaining term of the &ddgm. If the hedged item is settled prior
to its originally scheduled date, any remaininguacalated comprehensive loss associated with thealise instrument is reclassified to
earnings. Termination of a derivative instrumendipto its scheduled settlement date may resutharges for termination fees.

F-13



Table of Contents

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements
Years Ended December 31, 2014, 2013 and 2012
(In Thousands, Except Per Share Amounts)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continu ed)

Dividend Policy

The Company’s dividend policy is set by the CompsuBoard of Directors and is subject to the termgsoSenior Credit Facility, as amended,
and the continued current and future performancddigaidity needs of the Company. Dividends on @@mmpany’s common stock are not
cumulative to the extent they are declared. Tha®bas not authorized the payment of a dividendes#012, and has not updated its dividenc

policy.

Share-based Payments
Restricted Stoc

The Company determines the fair value of restristedk based on the number of shares granted amglitited market price of the Company’s
common stock on the date of grant, discountedsomated dividend payments that do not accruedcathployee during the vesting period.

Performance Share Unit*PSUs")

The Company measures the fair value of each newd@®dch reporting period and records adjustedresepattributable to such period based
on changes to the expected performance periodrordime of the Company’s common stock, or if iR otherwise vest, expire, or are
determined by the Compensation Committee to béeiglto vest prior to expiration. Compensation engeeis recorded over the expected
performance period.

Employee Stock Purchase PIZESPP”)

The Company makes payroll deduction from 1% to TB%ompensation from employees who elect to padie in ESPP. A liability accretes
during the 6-month offering period and at the efthe offering period (June 30and December 3%), the Company issues the shares frorr
2012 Employee Stock Purchase Plan (2012 ESPPmp@osation expense is recorded based upon theagstimumber of shares to be
purchased multiplied by the discount rate per share

Tax Treatment

Stock-based compensation is treated as a tempdiféegence for income tax purposes and increastsrae tax assets until the compensation
is realized for income tax purposes. To the extemitrealized tax benefits exceed the book basegbensation, the excess tax benefit is
credited to additional paid in capital.

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 basednmiogee classification or base compensation. Tkaraalated benefits and plan assets
are not determined for, or allocated separatelthtojndividual employer.

Defined Benefit Plal

The ACS Retirement Plan, which is the Company’s saigle-employer defined benefit plan, coversratid number of employees previously
employed by a predecessor to one of our subsidjaai® is frozen. The Company recognizes the ufutheled status of this plan as a liability
on its balance sheet and recognizes changes ifutided status in the year in which the changesrodtie ACS Retirement Plan’s
accumulated benefit obligation is the actuariabpre value, as of the Company’s December 31, mermsnt date, of all benefits attributed by
the pension benefit formula. The amount of beneflie paid depends on a humber of future eventspcated into the pension benefit
formula, including estimates of the average lifeofployees or survivors and average years of sereirdered. It is measured based on
assumptions concerning future interest rates amuldemployee compensation levels. Unrecognizeat parvice credits and costs and net
actuarial gains and losses are recognized as aarenpof other comprehensive income (loss), né&baf
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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. This includes all issusdl @utstanding share-based payments.

Recently Adopted Accounting Pronouncements

On August 27, 2014, the FASB issued ASU 2014-1®$Pntation of Financial Statements—Going Conceubt{$ic 205-40): Disclosure of
Uncertainties about an Entity’s Ability to Continas a Going Concern.” The ASU defines managemeasisonsibility to evaluate whether
there is substantial doubt about an organizatiahibty to continue as a going concern and to ptevielated footnote disclosures. The new
pronouncement will be effective for annual periedsling after December 15, 2016, and interim penwaitlin annual periods beginning after
December 15, 2016. Early application is permittadaihnual or interim reporting periods for whicle financial statements have not previously
been issued. The Company has chosen to early adeptCompany has determined that there is no suirdtdoubt related to whether the
Company can meet its current obligations over & twelve month period following the date of théport.

Recently | ssued Accounting Pronouncements

On May 28, 2014, the Financial Accounting Stand&dard (“FASB”) issued its new revenue recognitiuidance in Accounting Standards
Update (“ASU") 2014-09 ‘Revenue from Contracts with Customers (Topic 60@)ich is effective for annual reporting periodsginning

after December 15, 2016. This ASU will supersederélvenue recognition requirements in Topic 60%eRae Recognition, and most industry
specific guidance, and creates a Topic 606, RevirnoeContracts with Customers. The core princigdléhe new guidance is that an entity
should recognize revenue to depict the transferafised goods or services to customers in an antbanreflects the consideration to which
the entity expects to be entitled in exchangetosé goods or services. Early application is nanfieed. The standard permits the use of ei
the retrospective or cumulative effect transitioetihod. The Company is evaluating the effect that) £814-09 will have on its consolidated
financial statements and related disclosures. Tdragany has not yet selected a transition methodha®it determined the effect of the
standard on its on-going financial reporting.

F-15



Table of Contents

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2014, 2013 and 2012
(In Thousands, Except Per Share Amounts)

2. SALE OF WIRELESS OPERATIONS

On December 04, 2014, the Company entered intachBse and Sale Agreement (the “Agreement”) totsgleneral Communication, Inc
(“GCI"), ACS Wirelesses’ interest in AWN and subsially all the assets and subscribers relatetig¢ontireless business of ACS and its
affiliates, as described below.

Pursuant to the Agreement, ACS agreed to sell tbiG@terest in AWN and substantially all the @etssand subscriber contracts of ACS an
affiliates related to ACS’s wireless business (#hequired Assets”) for a cash payment of $300,000ich amount is subject to adjustment for
certain working capital assets and liabilities &l as minimum subscriber levels and preferredithistions. The initial estimate of these
adjustments is a decrease of approximately $12)0h0an additional $9,000 held in escrow pendirg ¢bmpletion of certain milestones over
the next twelve months. This settlement processligect to a review and approval process and ntagatkely be trued up within 90 days of 1
sale. The amount of the gain on the sale is cuyrestimated to be approximately $30,000, fzve- The most significant outstanding item in
calculation of the gain is the valuation currertging performed on the capacity agreement includéige transaction.

The Acquired Assets include, without limitation, thle equity interests of AWN owned or held by A@&reless, substantially all of ACS’s
wireless subscriber assets, including subscribetracts, and substantially all of ACS’s CDMA netwaissets, including certain fiber strands
and associated cell site electronics and microviaviities and associated electronics. This tratisa@lso includes a capacity agreement with
GCl that is similar to the capacity agreement piediin the July 23, 2013 transaction with AWN. Adau above, the valuation of that service
arrangement is currently being performed and viiinately affect the gain on the transaction. G@l mot acquire certain “Excluded Assets”,
which include, without limitation, cash, certairvéntory, all rights and assets (other than droguds) primarily used to provide wireline
services and any right or asset used by ACS owéity affiliates to provide local exchange sergicmder the Communications Act of 1934, a:
amended. GCI will assume from ACS post-closingilitds of ACS and its affiliates under contractssamed by GCI and liabilities with
respect to the ownership by ACS Wireless of itstgqaterest in AWN to the extent accruing and tethto the period after closing. All other
liabilities will be retained by ACS and its affites.

On February 2, 2015 the Company and GCI annouresdhave completed the transaction. The two conegdmve agreed upon a service
transition plan in which ACS will continue to prol certain retail and back office services to ies/jpus wireless customers for an interim
period which is not to exceed six months. Thisrageanent is not expected to cover the costs of gihogithe service. We currently estimate the
fair value of these services to be approximatelp®3 which exceeds the consideration receivediisrdervice by approximately $1,200 which
is included in the calculation of our estimatedhgan the sale.

In addition to the major elements discussed ab&@S and its controlled affiliates are restricteahfroperating a wireless network or provid
wireless products or services in Alaska for a peabfour years after closing, except for: (a) tixgireless replacement, (b) WiFi, (c) wireless
backhaul and transport, (d) cell site leases apdding as a wireless internet service provider.

As part of the transaction, the Company initiatgieen to sell certain assets and liabilities to G€Wwell as other assets associated with
realigning operations to focus on its core wirelnsiness going forward. Although not specificatigluded in the asset sale to GCI, certain
handset inventory and retail stores lease areaaibeely being marketed for sale to third parties.

The Company considered the sale of assets to Gd&lrihe guidance of ASC 205-20 Discontinued Opanatand ultimately concluded that
the assets being sold did not meet the definitfoen @mponent of an entity. The conclusion was thasethe determination that the assets did
not comprise operations that can be clearly disistted, either operationally or for financial refiay. The Company has one operating
segment and one reporting unit and although thereexenue streams that are clearly identifiabdentlajority of the operating costs are
comingled across the operations of our businesgandot be reasonably separated.
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2. SALE OF WIRELESS OPERATIONS (Continued)

The following table provides a reconciliation oétmajor classes of assets and liabilities includdgtle Consolidated Balance Sheet under the
captions “Current assets held-for-sale”, “Non-cotrassets held-for-sale” and “Current liabilitieddifor-sale” at December 31, 2014:

2014

Current assett

Accounts receivable, n-affiliates, net $ 7,601

Materials and supplie 1,95¢
Total current assets h«-for-sale $ 9,56¢
Property, plant and equipment, net of accumulaggdetiation of $8,83 14,66/
Total nor-current assets he-for-sale $14,66¢
Current liabilities:

Current portion of lon-term obligations $ 287

Accounts payable, accrued and other current ligsli nor-affiliates 301

Accounts payable, accrued and other current lizdsli affiliates 14,41

Advance billings and customer depo: 3,72¢
Total current liabilities hel-for-sale $18,72¢
Long-term obligations, net of current porti 2,10
Total nor-current liabilities hel-for-sale $ 2,101

Although they do not meet the criteria for beingssiified as assets held-for-sale certain othetsaasd liabilities were impacted by the
transaction as follows:

e The equity method investment in AWN, valued at $262Z, on December 31, 2014, was sold to GCI onuzehr2, 2015

e The remaining Deferred AWN capacity revenueiciwlwas created during the AWN transaction in 2@t®| was being amortized over
the 20 year contract life, will be removed. It vkt replaced with a new service obligation which e recorded at the estimated fair
value of the services to be provided to GClI inftitare and will be amortized over the new conttdetof up to 30 years. This capacity
had a carrying value of $59,964 on December 314z

e The Company’s Senior Credit Facility was amehaesulting in approximately $240,472 in principayments and the write-off of
associated debt discount and debt issuance co$®afand $1,935, respectively. For additionalimiation on this amendment, see Note
10“ Longterm Obligations.”

In connection with the Company’s decision to gsIMWireless operations the Company has, and wilticoe to incur, a number of transaction
and related wind-down costs. Included in thosescast certain workforce reductions, terminatiocaftracts and other associated obligations
that meet the criteria for being reported as exigations under ASC 420 Exit or Disposal Cost @afions. In the fourth quarter of 2014, the
Company adjusted its inventory held for sale, tasst to sell, to fair value and began to incur fadigigations. The labor obligations are
expected to continue through the first half of 205 Company also expects certain contract tertimimaosts associated with retail store
leases and the discontinuance of the wirelesadifliystem software contract to begin to occur whertransition services agreement with GCI
is complete which is anticipated to be in the seaguarter of 2015. These obligations will includsts associated with the disposal of $2,509
in capital lease assets and $2,394 in capital leglsiéities that have been classified as asseatdiabilities held-for-sale at December 31, 2014,
as well as costs to vacate operating leases wihieh & remaining term of 11 years and a remainimgract value of $6,516. The negotiation of
the release from those liabilities is underway tredsettlement terms are currently uncertain. ABexfember 31, 2014 the Company has
incurred $3,622 in transaction related costs, sighiof the exit obligations shown below.
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2. SALE OF WIRELESS OPERATIONS (Continued)

The following table summarizes the Company’s curodatigations for exit activities during 2014:

Other
Labor Contract Associatec
Obligations Terminations Obligations Total
Beginning Balance Jan 31, 2014 $ — $ — $ — $ —
Charged to Expens 49( — 634 1,12¢
Paid and/or Settle — — (634) (639
Balance as of Dec 31, 20 $  49C $ — $ — $ 49C

The exit activities as noted above that have beeuried to date are included in the captions “Bgllgeneral and administrative”, and “Cost of
service and sales, non-affiliate” on the Compaf@snsolidated Statements of Comprehensive (Lossjrire”. The exit liability is included in
“Accounts payable and other accrued liabilitieson affiliates” on the Company’s “Consolidated Balarbheets”.

3. ACCOUNTS RECEIVABLE
Accounts receivable - trade consists of the foltayét December 31, 2014 and 2013:

2014 2013
Retail customers $20,07( $28,31¢
Wholesale carrier 3,867 3,74¢
Other 9,301 8,19:
33,23¢ 40,25¢
Less: allowance for doubtful accoul (2,33%) (6,199
Accounts receivabl- trade, ne $30,90( $34,06¢
Allowance for doubtful accounts consists of thédaing at December 31, 2014, 2013 and 2012.
2014 2013 2012
Balance, as of December 31, $6,19:¢ $ 6,231 $5,78¢
Provision for uncollectible accour 3,32¢ 1,845 2,58¢
Charged to other accour 2 2 (D)
Deductions (7,182 (1,889 (2,149
Balance, as of December $ 2,33¢ $6,19: $ 6,231
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4. CURRENT LIABILITIES

Accounts payable, accrued and other current liadsli non-affiliates consist of the following atd@enber 31, 2014 and 2013:

2014 2013
Accounts payable - trade $25,67: $20,84:
Accrued payroll, benefits, and related liabilit 18,08¢ 18,011
Other 10,61f 16,617

$54,37: $55,47¢

Advance billings and customer deposits consisheffbllowing at December 31, 2014 and 2013:

2014 2013
Advance billings $4,44¢ $8,38¢
Customer deposit 41 71¢

$4,49( $9,10¢

5. EQUITY METHOD INVESTMENTS
The following table provides the Company’s ownegpshterest and investment in TekMate and AWN atdbelger 31, 2014 and 2013:

December 31 December 31
2014 2013 December 31 December 31
Ownership Ownership
Interest Interest 2014 2013
TekMate, LLC 100.0(% 49.0(% $ — $ 85:&
Alaska Wireless Network, LL( 33.3% 33.3% $ 252,06 $ 266,11¢

TekMate

On August 31, 2010, the Company acquired a 49%dstén TekMate for $2,060. On January 31, 2014 Gbmpany purchased the remaining
51% interest in TekMate for the following considéera:

* $800, payable in cash or the Company’s comnbacksat the Company’s option subject to certaiusiipents, on or about May 15, 2014.
On July 15, 2014, the Company paid $894 in cagtetite this liability.

» Zero to $700, payable in cash on or about M&8ih2015, subject to the attainment of certairenee projections in 2014 and certain
other terms regarding the founders of TekMate ramgiemployed with ACS for a specified period oféi. The carrying value of this
liability at December 31, 2014 was $667 and isuided in the caption Accounts payable, accrued and other current ligie#i, non-
affiliates”

The Company accounted for the purchase of the rentpb1% interest in TekMate at fair value using #tquisition method. On January 31,
2014, the Company ceased to report TekMate asuityengethod investment and consolidated its openatinto Alaska Communications
Systems Group, Inc. The fair value of the assejsiead and liabilities assumed are reported inGbepany’s Condensed Consolidated
Balance Sheet and the equity method investmer8®f &t January 31, 2014 was eliminated.

The following table represents the fair value & #ssets acquired and liabilities assumed on JaBdal014:

Current assel $1,02(
Non-current assel $ 37C
Current liabilities $ 467
Non-current liabilities $ 247
Net assets acquired and liabilities assul $ 67¢€
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5.  EQUITY METHOD INVESTMENTS (Continued)

Goodwill on the acquisition, which is 100% dedudtdior tax purposes, is as follows:

Consideration provided (including fair value of dagent consideratior $1,181
Fair value of equity method investme 831

Total consideratiol 2,012
Fair value of assets acquir 1,39(C
Fair value of liabilities assume (719

Total net asset 67¢€
Goodwill $1,33¢

In the period January 1, 2014 to January 31, 2GdMhte’s earnings were $12 and they made $33 im diaributions to the Company. At
January 31, 2014, undistributed earnings of TekMagee $0.

Pro forma financial information has been omittezhirthis filing as the impact of the acquisition Webnot be material to our historical results.

AWN FORMATION

On July 22, 2013, the Company and GCI completedrémsactions contemplated by the June 4, 2012t &sehase and Contribution
Agreement for the purpose of combining their wissleetworks into AWN.

Pursuant to the Contribution Agreement, ACS solthae wireless assets to GCI for a cash payme#160,000. GCI then contributed these
assets, together with GCI's wireless assets, to Awékchange for a two-thirds membership interetWN. The ACS Member contributed
the Company'’s wireless assets that were not sa&labto AWN in exchange for a one-third membershiprest in AWN.

At the closing, the parties entered into the Fstended and Restated Operating Agreement of ThekAlsVireless Network, LLC (the
“Operating Agreement”) and other related agreemehish govern the ongoing relationship among theigm Under the terms of the
Operating Agreement, AWN will be managed by itsan&y owner, GCI, subject to certain protectivehtig retained by the Company and
representation of one of three seats on A¥/Bbard. Accordingly, ACS has the ability to exsecsignificant influence over AWN and accotl
for its investment under the equity method in adaace with ASC 32hvestments - Equity Method and Joint Ventures

The Operating Agreement provides that ACS is extitb a cumulative preferred cash distributionpta$12,500 of Adjusted Free Cash Fl
as defined in the agreement, in each of the figdtteuarters after closing and $11,250 in eacthefeight quarters thereafter (ACS’ preference
period). The Company has received cash distribstioom AWN of $50,000 and $17,844 for the perioddexl December 31, 2014 and 2013
respectively.

A national valuation firm was engaged by the part@assist in the determination of the fair vadi&dWN including the preferred distribution
and the allocation of the purchase price to thetasmnd liabilities. This valuation was completedhe second quarter of 2014 and assigned a
valuation to the AWN Equity Investment of $266,00081 to the Deferred AWN Capacity Revenue of $64,82¢ effects of the final valuation
were applied retrospectively and, accordingly,pgheviously reported December 31, 2013 amounts vestised to reflect the amounts that
would have been reported if the final valuation baén completed at the July 23, 2013 acquisitide. d&ee the Company’s 2014 second
quarter filing on Form 10-Q for a summary of theseised amounts. The carrying value of the AWN Bglivestment and Deferred AWN
Capacity Revenue at December 31, 2014 are $252/06%59,964, respectively.

The “Deferred AWN capacity revenu&’ being amortized on a straight-line basis to nereein the Consolidated Statements of Compreher
(Loss) Income”, over the 20 year contract periadwbich the Company has contracted to provide servihe Company amortized to revenue
$1,512 from July 23, 2013 to December 31, 2013%hdi51 for the twelve months ended December 314.201
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5.  EQUITY METHOD INVESTMENTS (Continued)

As noted earlier, in the second quarter of 2014 Gbmpany received the final valuation report amd aesult trued up the value of its capacity
contribution to AWN and its pre-tax gain of $210887

The following table represents the calculationhaf gain:

Consideration receive:

Investmen $266,00(
Cash 100,00(
Total consideration receive 366,00(
Consideration providec
Net intangible and tangible ass 90,50(
Deferred AWN capacity revent 64,62’
Total consideration provide 155,12
Gain on disposal of ass¢ $210,87.

In the twelve-month period ended December 31, 26(8cifically July 23, 2013 through December 31,20@he Company’s share of AWN’s
adjusted free cash flow was $22,011, of which $4%4 \®as received during the period and $4,167 wakwi¢hin the subsequent 12-day
contractual period. In the twelve-month period ehBecember 31, 2014, the Company’s share of AWNjssted free cash flow was $50,000,
of which $45,833 was received during the period $d 67 was paid within the subsequent 12-day aotutal period. The Company’s equity
in earnings of AWN from July 23, 2013 to Decembgy 3013 and for the twelve months ended Decembe2@l4 was $17,963 and $35,948,
respectively.

Summarized financial information on AWN is as folls

December 31 December 31
2014 2013
Current assets $ 139,23 $ 119,68:
Non-current asset $ 554,60¢ $ 549,91
Current liabilities $ 91,247 $ 72,24
Non-current liabilities $ 21,50¢ $ 20,57(
Equity $ 581,09 $ 576,78
Twelve Months
Inception to
Ended December 31
December 31,
2014 2013
Operating revenues $ 252,86« $ 118,91¢
Gross profit $ 179,24 $ 86,20:
Operating incomi $ 113,77. $ 56,54:
Net income $ 113,40 $ 56,34:
Adjusted free cash flo\®) $ 106,93 $ 53,97¢

@ Adjusted free cash flow is defined in the Operatugeement

The excess of ACS’ investment in AWN over the Compashare of net assets in AWN is estimated t§1%810 at December 31, 2014. This
difference represents the increase in basis oBtBeMember’s contribution to AWN, as AWN is accoungt for the GCl membes’ contributior

at carryover basis and ACS is accounting for éstimated fair value. The investment in AWN is gmat periodically for impairment. No
impairment has been recorded on ACS’ investmeAViN to-date.

AWN is organized as a limited liability corporatiand is a flow-through entity for income tax purpss

F-21



Table of Contents

ALASKA COMMUNICATIONS SYSTEMS GROUP, INC.
Notes to Consolidated Financial Statements, Contirad
Years Ended December 31, 2014, 2013 and 2012
(In Thousands, Except Per Share Amounts)

5.  EQUITY METHOD INVESTMENTS (Continued)

The following table provides a reconciliation AWNttal equity and ACS’ equity method investmenbBecember 31, 2014:

Amount
AWN total equity as reported $ 581,09:
Less amount attributed to G (342,830
Amount attributed to AC! 238,25
Plus:
Stef-up in basis of GCI contribution, n 30,70:
Cumulative differences in distributiol 4,167
Less:
Cumulative differences in income allocation met| (21,059
ACS investment in AWN $ 252,06

On February 2, 2015, the Company sold its one-fhietest in AWN to GCI. See Note ZSale of Wireless Operatiofigor additional
information.

6. FAIR VALUE MEASUREMENTS

The Company has developed valuation techniquesihgsan observable and unobservable inputs to @akethe fair value of non-current
monetary assets and liabilities. Observable inpeftect 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.

e Level 2- Quoted prices for similar instrumeintsctive markets, quoted prices for identicaliotikar instruments in markets that are not
active, and mod-derived valuations whose inputs are observablehmse significant value drivers are observa

» Level 3- Significant inputs to the valuation model are urestiable.

The fair values of cash equivalents, restrictedh calsort-term investments, net accounts receivaidiepayable, other short-term monetary
assets and liabilities and capital leases appraxiitigir carrying values due to their nature. The-monetary consideration exchanged in the
Company’s deconsolidation, related to the AWN teation, has been valued using multiple valuatiothags using significant unobservable
inputs (Level 3). The fair value of the Company®.2 Senior Credit Facility, convertible notes attteo long-term obligations of $430,729 at
December 31, 2014, were estimated based on daaledjprices (Level 1). The carrying values of ¢hibilities were $436,362 at
December 31, 2014.

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 nitihe fair value hierarchy.

The following table presents the liabilities mea&slat fair value on a recurring basis as of Decer@be2014 and 2013 at each hierarchical
level. There were no transfers into or out of Levkelnd 2 during 2014.

December 31, 201 December 31, 201
Total Levell Level2 Level:d Total Levell Level2 LevelZ
Other lon¢-term liabilities:
Interest rate sway $(1,416) $ — $(1,41¢) $— $(3,23) $— $(3239) $—
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6. FAIR VALUE MEASUREMENTS (Continued)

Derivative Financial | nstruments

The Company uses floating-to-fixed interest rataswto manage variable interest rate risk. Thenatiamount of the swaps at December 31
2014, was $115,500 and $77,000 with interest 1@t&s220% and 7.225%, respectively, inclusive df#% LIBOR spread. The swaps began
on June 30, 2012 and expire on September 30, 2016w LIBOR rates, payments under the swaps insedahe Company’s cash interest
expense.

The outstanding amount of these swaps as of peraddare reported on the balance sheet at fair viedpeesented by the estimated amount the
Company would receive, or pay, to terminate thepswa@hey are valued using models based on readldgreable market parameters for all
substantial terms of the contracts and are claskifithin Level 2 of the fair value hierarchy.

On December 4, 2014, with the announcement ofdleedf its wireless operations, approximately $280,0f the Company’s Senior Credit
Facility was expected to be repaid. Hedge accogntias discontinued because it became “possiblé¢’thigainterest payments on which the
swaps were intended to hedge would not occur. gdssible trigger resulted in $109,800 of the $106,8vap to be ineffective. The Company
has reclassed $31 of Accumulated Other Compreheihsiss to interest expense. Additionally, the Comypaill recognize future changes in
fair value directly to interest expense.

The following table presents information about flleating-to-fixed interest rate swaps, which areluded in “Other long-term liabilities” on
the balance sheet, for the twelve-month periodsngndecember 31, 2014 and 2013:

2014 2013
Beginning balance at January 1 $ 3,23¢ $9,81¢
Reclassified from other longgrm liabilities to accumulated other comprehen
loss (1,545 (1,727
Change in fair value credited to interest expe (273) (78%)
Cash paid on extinguishment of hedging instrun — (4,079
Ending balance at December $1,41¢ $ 3,234

Fair Value Measurements on a Non-recurring Basis

No impairment of lon-lived assets was recognized during 2014, 2013&22The Company did record an adjustment to faies on its
inventory held-for-sale at December 31, 2014 ugngl 1 inputs.

TekMate Impairment

The Company recorded impairment of its equity métinwestment in TekMate in the fourth quarter o12@or $1,267 and is included in the
caption “Loss on impairment of equity investménh the “Consolidated Statement of Comprehendivsg) Income”.
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7. PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment consist of the follgrat December 31, 2014 and 2013:

2014 2013 Useful Lives
Land, buildings and support assets* $ 209,34¢ $ 222,21! 3-42
Central office switching and transmissi 385,01t 374,50! 2-12
Outside plant cable and wire faciliti 674,91 699,71¢ 10- 50
Other 3,60¢ 3,147 2-5
Construction work in progre: 60,24 45,36¢
1,333,13. 1,344,94
Less: accumulated depreciation and amortize (976,40) (992,936
Property, plant and equipment, | $ 356,73 $ 352,01

* No depreciation charges are recorded for i

Capitalized interest associated with constructioprogress for the years ended December 31, 2018, 2nd 2012 was $2,810, $1,926, and
$1,961, respectively. The capitalization rate usad based on a weighted average of the Compamygstésm debt outstanding and for the
years ended December 31, 2014, 2013, and 2012.28%88.07%, and 7.27%, respective

The following is a summary of property held undepital leases included in the above property, atequipment at December 31, 2014
2013:

2014 2013
Land, buildings and support assets $15,42¢ $19,89:
Less: accumulated depreciation and amortize (6,699 (8,196
Property held under capital leases, $ 8,72¢ $11,69:

Amortization of assets under capital leases inaudalepreciation expense for the years ended DieeeB1, 2014, 2013, and 2012 was
$1,832, $1,827 and $1,934, respectively. Futurérmim payments, including interest, under theseeleésr the next five years and thereafter
are as follows:

2015 $ 1,792
2016 1,687
2017 1,33¢
2018 1,07z
2019 791
Thereaftel 6,97¢
13,65:

Interest (5,739
$ 7,91¢

Included in the future payments above, is $3,746aated with the capital leases being marketeddts in conjunction with the sale of our
wireless operations. These assets are no longey depreciated and have been moved to assetsdreddié.

The Company leases various land, buildings, ridgitrays and personal property under operating legseements. Rental expense under
operating leases for the years ended Decembei034, 2013 and 2012 was $8,782, $9,785 and $9,89@ectively.
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7. PROPERTY, PLANT AND EQUIPMENT (Continued)

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

2015 $ 8,671
2016 7,94
2017 6,91¢
2018 5,61
2019 5,17¢
Thereaftel 38,20(

$72,52:

Included in these minimum payments is $6,516 aasediwith the operating leases being marketedalleria conjunction with the sale of our
wireless operations.

8. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill is assessed for impairment annually orerfoequently if events or changes in circumstaimgigate potential impairment. In the
fourth quarter of 2014 the Company conducted tvgessments of goodwill. The first being its annuafiffeduled assessment on October 1,
2014, and the second on December 5, 2014 withrtheuamcement of our intent to sell our wireless apens, at which time management
determined the Company had a triggering event.

The Company utilized reports from third party vaioma experts to determine the estimated fair valiiés reporting unit. These reports utilized
many methodologies, but primarily relied on a disted cash flow (“DCF”) valuation technique. Sigeaft estimates used in the valuation
include estimates of future cash flows, both fushert-term and long-term growth rates and theregtd cost of capital for purposes of
determining a discount factor. The Company comp#redesults of the estimated fair value to otharkat approaches and comparable public
and private company analysis and found the estihfaievalue to be reasonable.

However, the Company also performed a reconciliadibits estimated fair value to its market cajtion, based on its recently publically
traded stock price. This analysis indicated a fpbssinpairment may exist because the value wasthassthe book value. For accounting
purposes the Company utilized the fair value iniddy market capitalization, thereby resultinghia conclusion that the carrying value of its
single reporting unit exceeded its fair value. Adiagly, the Company performed step two of the galdmpairment analysis. After
measuring the fair value of the reporting unit'sets and liabilities, the implied fair value of giwall was determined to be zero. Consequently
the Company determined that the goodwill was fimtpaired resulting in an impairment charge of $56,8& the year ended December 31,
2014.

In the first quarter of 2014, the Company had pasel the remaining 51% interest in TekMate andréeorded $1,336 of goodwill.

As part of the AWN transaction in 2013, all of tiempany’s other intangible assets were sold/cameihto AWN during 2013 and the
Company no longer holds any indefinite-lived inténigj assets. The Company’s wireless spectrum leshad contract terms of ten years, but
were renewable indefinitely through a routine pescimvolving a nominal fee. These fees were exmbaséncurred.

In the third quarter of 2013 as part of the AWNsaction the Company performed an assessmentgidatbwill and bifurcated the balance
between the business being sold to AWN and thenbasibeing retained resulting in the retiremei$4200 in goodwill.
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8. GOODWILL AND OTHER INTANGIBLE ASSETS

The original carrying value and accumulated impaintof the Company’s goodwill and other indefiriteed intangible assets at December
2014, 2013 and 2012 was as follows:

2014 2013 2012
Goodwill:

Original carrying valut $ 38,401 $ 38,401 $ 38,40:
Accumulated impairmer (29,557 (29,557 (29,557

Retirement due to AWN transacti (4,200 (4,200 —

TekMate acquisitiol 1,33¢ — —

Current year impairmet (5,986 — —
Balance $ — $ 4,65( $ 8,85(

9. ASSET RETIREMENT OBLIGATIONS

The Company’s asset retirement obligation is inetlioh “Other long-term liabilities” on the “Consdéited Balance Sheets” and represents the
estimated obligation related to the removal angafial of certain property and equipment (includiagteries) in both leased and owned
properties. As part of the AWN transaction in Jofy2013 the Company settled $3,048 in ARO obligaticelated to removal costs of certain
cell sites.

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

2014 2013
Balance, December 31 $3,651 $ 6,947
Asset retirement obligatic 36¢ 22¢
Accretion expens 32¢ 31C
Settlement of obligation (299) (77€)
Transfer of obligation to AW! — (3,04¢)
Balance, December : $4,05¢ $ 3,657
10. LONG-TERM OBLIGATIONS
Long-term obligations consist of the following a¢&mber 31, 2014 and 2013:
2014 2013
2010 senior credit facility term loan due 2016 $322,70( $345,90(
Debt discoun- 2010 senior credit facility term loan due 2( (1,019 (1,687
6.25% convertible notes due 20 114,00( 114,00(
Debt discoun- 6.25% convertible notes due 2C (7,242) (9,219
Capital leases and other lc-term obligations 5,52¢ 7,25
433,96¢ 456,25
Less current portio (15,52) (14,256
Long-term obligations, net of current porti $418,44° $442,00:
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10. LONG TERM OBLIGATIONS (Continued)

The aggregate maturities of long-term obligatiasrsefach of the next five years and thereafter,eateber 31, 2014, are as follows:

2015 $ 15,80¢
2016 309,07¢
2017 81t
2018 114,61¢
2019 39z
Thereaftel 3,907

$444,61¢

Included in these maturities is $2,394 associatiéldl tive capital leases being marketed for sal®mjunction with the sale of our wireless
operations.

2010 Senior Secured Credit Facility
In the fourth quarter of 2010, the Company completéransaction whereby it entered into its $470,@010 Senior Credit Facility

The 2010 Senior Credit Facility was amended effediiovember 1, 2012. As discussed below, certamg®f the amendment were effective
immediately and certain terms are effective upamsammation of the AWN Transaction.

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 $30,88@lving credit agreement, which was undrawn adexfember 31, 2014. Outstanding let
of credit totaling $2,212 were committed againg #mount as of December 31, 2014.

Prior to consummation of the AWN Transaction, thertloan and revolving credit agreement, to themdrawn, bore interest at a rate of
LIBOR plus 4.0% with a LIBOR floor of 1.5%. In aadance with the November 1, 2012 amendment, thatiegiinterest rates of LIBOR plus
4.0% increased 25 basis points every other montinglthe period March 31, 2013 through July 22,201pon consummation of the AWN
Transaction, the Company made a $65,000 princigainent and the interest rate of the term loan emdiving credit agreement increase to
LIBOR plus 4.75% with a LIBOR floor of 1.5%. Therte loan matures on October 21, 2016 and the revgleredit agreement matures on
October 21, 2015 unless accelerated pursuant évemt of default or as described below.

The Senior Credit Facility contains a number ofriesve covenants and events of default, includingncial covenants limiting capital
expenditures, incurrence of debt and payment df dasdends. Payment of cash dividends is not pgechiuntil such time that the Company’s
Total Leverage Ratio as defined is not more th&0 & 1.00. As of December 31, 2014, the Compangtal Leverage Ratio was higher than
3.50 to 1.00. The Senior Credit Facility also regsithat the Company achieve certain financiabsaguarterly. The Senior Credit Facility and
the revolver also provide for events of defaulttoosary for facilities of this type, including norayment, 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 termitfa¢éelenders’ commitments under the credit faetiti
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10. LONG TERM OBLIGATIONS (Continued)

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 hedgstrategy. The notional amounts of the swaps $&82,500, $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 were
expected to continue through September 30, 201prdtect against movements in LIBOR prior to tretsof the swaps, the Company
acquired an interest rate cap at a cost of $11théoperiod between December 31, 2010 and Juri203@, capping LIBOR at 3.0% on a
notional principal amount of $385,000. On Novembg2012, the effective date of the amendment taCiapanys Senior Credit Facility, ar
as a result of the incremental $65,000 AWN transagirincipal payment on the term loan requiredtby amendment, it was determined that
the swap in the notional amount of $192,500 no éomget the hedge effectiveness criteria. The $T8Pswvap was extinguished and settled or
August 1, 2013 for $4,073 in cash. The portionmfalized losses on this swap was recorded to adatwa other comprehensive loss, from
the swap’s inception through the date hedge acewytreatment was discontinued (November 1, 204:2), amounts associated with the
variable rate interest payments underlying the lacated $65,000 principal payment, were reclagbifteloss on extinguishment of debt. The
amount of this reclassification was $707. The rerna balance of amounts recorded to accumulategt abmprehensive loss associated with
this hedge will be amortized to interest expensr tive period of the remaining originally desigialtedged variable rate interest payments.
The notional amount of the two remaining swaps$rEs,500 and $77,000 with interest rates of 7.220%7.225%, respectively, inclusive of
a 4.75% LIBOR spread.

On December 4, 2014, the Company announced thekitewireless operations and, upon consummaifdhe sale on February 2, 2015, the
planned significant pay down of debt. At that tihesige accounting was discontinued because it betmseible” that the interest payments
on which the swaps were intended to hedge woule@oatr. This possible trigger resulted in $109,80the $115,500 swap to become
ineffective. The Company has reclassed $31 in GElwenprehensive Income (loss) to interest expendditidnally, the Company will
recognize future changes in fair value directlynterest expense. Subsequent to year end, on Fgl##u2015 the sale closed and the Senior
Credit Facility was amended. The Senior Credit lRgavas amended in conjunction with the sale, ahiesulted in the release of certain
collateral and a principal repayment of $240,47@b0discount and debt issuance costs related t@fi@ment of the $240,472 were $721 anc
$1,935, respectively. In addition to the principayment, key financial covenants were amendedcrporate the pro-forma impact from the
sale of the wireless operations and associatedetifties.

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

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 plaent. The 6.25% Notes are fully and unconditiongliaranteed (“Note Guaranteesih a
joint and several unsecured basis, by all of then@mny's existing subsidiaries, other than its licenslesstiaries, and certain of the Company’s
future domestic subsidiaries (“Guarantors”). Th2586 Notes will pay interest semi-annually on Magntd November 1 at a rate of 6.25% per
year and will mature on May 1, 201

The 6.25% Notes will be convertible at an initiahgersion rate of 97.2668 shares of common stocp@©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% Noteslé@lconvertible by the holder at any time untillb@m., New York City time, on the
second scheduled trading-day immediately precetiegtated maturity date. Given that the Compacoytsent share price is well below
$10.28, we do not anticipate that there will beoaversion into equity.

Prior to February 1, 2018, the holder may convet.25% Notes:

» During any fiscal quarter beginning after J3@¢ 2011 following any previous fiscal quarter ihieh the trading price of the Company’s
common stock equals or exceeds 130% of the comvepsice of the 6.25% Notes for at least 20 tradiags during the last 30 trading-
days of the previous fiscal quart
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10. LONG TERM OBLIGATIONS (Continued)

« During any five business day period followingydive trading-day period in which the tradingqgariof the 6.25% Notes is less than 98%
of parity value on each day of that five trac-day period; an

» Upon the occurrence of certain significant cogte transactions, holders who convert their 6.2&#@s, in connection with a change of
control, may be entitled to a make-whole premiurthimform of an increase in the conversion rataddition, upon a change in control,
liquidation, dissolution or delisting, the holdefsthe 6.25% Notes may require the Company to asge for cash all or any portion of
their 6.25% Notes for 100% of the principal amopius accrued and unpaid intere

As of December 31, 2014, none of the conditiorsndhig holders of the 6.25% Notes to convert, ouneéng the Company to repurchase the
6.25% Notes, had been met.

Additionally, the 6.25% Notes contain events ofadéff which, if they occur, entitle the holders b&16.25% Notes to declare them to be
immediately due and payable. Those events of dafailide: (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 Compasgbligations under its 2010 Senior Credit Fac
as well as certain hedging agreements within thaning of the Company’s 2010 Senior Credit Facilltge 6.25% Notes also rank equally in
right of payment with all of the Company’s otheistixng and future senior indebtedness and are sani@ht of payment to all of the
Company'’s future subordinated obligations. The Nat&rantees are subordinated in right of paymetitdd@suarantors’ obligations under the
Company’s 2010 Senior Credit Facility as well agaia hedging agreements within the meaning ofGbmpanys 2010 Senior Credit Facilit

Convertible debt instruments that may be settlechsh upon conversion at the Company’s optionudiob partial cash settlement, must be
accounted for by bifurcating the liability and etyudomponents of the instruments in a manner #fiats the entity’s non-convertible debt
borrowing rate when interest cost is recognizeslinsequent periods. The Company applied this oateet$120,000 6.25% Notes, bifurcating
the notes into the liability portion and the equtyrtion attributable to the conversion featuréhef notes. In doing so, the Company used the
discounted cash flow approach to value the dehigooof the notes. The cash flow stream from thepom interest payments and the final
principal payment were discounted at 8.61% to arat/the valuations. The Company used 8.61% aapihpriate discount rate after
examining the interest rates for similar instrunséasued in the same time frame for similar comgmmiithout the conversion feature. The
equity component of the 6.25% Notes was $8,5000hattax benefit of $5,931.

Further, while it is the Company’s intent to settie principal portion of this debt in cash, then@pany uses the “if converted” method in
calculating the diluted earnings per share efféth® assumed conversion of the contingently cditderdebt. Under the “if converted”
method, the after tax effect of interest expenksad to the convertible securities is added badket income and the convertible debt is
assumed to have been converted into common stdbk arlier of the debt issuance date or the naygrof the period. The Company’s
convertible debt was anti-dilutive for the twelvemth periods ended December 31, 2012 and 2014 ltluded in the computation of
dilutive EPS for the twelve months ended Decemtie2813.

The Company’s Board of Directors has authorizedsbeance of up to 4,700 common shares for thercbpse of its convertible notes. In the
third quarter of 2013, the Company delivered asdesl 698 and 1,203 common shares in exchangegfoetiement of $2,500 and $3,500,
respectively, aggregate principal amount of 6.2%#vertible notes due 2018. This Board of Directarghorization expired December 31,
2013.
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10. LONG TERM OBLIGATIONS (Continued)
The following table includes selected data regaydime 6.25% Notes as of December 31, 2014 and 2013:

2014 2013
Net carrying amount of the equity compon $ 7,782 $ 7,78
Principal amount of the convertible no $ 114,00( $ 114,00(
Unamortized debt discou $ 7,24: $ 9,21:
Amortization period remainin 40 month 52 month
Net carrying amount of the convertible na $ 106,75¢ $ 104,78

The following table details the interest componaftthe 6.25% Notes contained in the Company’s ‘$idated Statements of
Comprehensive (Loss) Income” for the year endecebBder 31, 2014 and 2013:

2014 2013
Coupon interest expense $7,12¢ $7,37¢
Amortization of the debt discou 1,971 1,87«
Total included in interest expen $9,09¢ $9,25:2

5.75% Convertible Notes Paid/Extinguished 2013

On April 8, 2008 the Company closed the sale 05120 aggregate principal 5.75% Notes due Mar@d913. 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 associated.cds discussed above, in May 2011, the
Company utilized proceeds from the sale of its Ba28otes to repurchase $98,340 principal amourtt®bt75% Notes. The outstanding
balance of the 5.75% Notes was paid in cash iffitstequarter of 2013.

The following table details the interest componeaftthe 5.75% Notes contained in the Company’s ‘€tidated Statements of
Comprehensive (Loss) Income” for the year endeceboer 31, 2013:

2013
Coupon interest expense $122
Amortization of the debt discou 114
Total included in interest expen $23¢

Capital Leases and Other Long-term Obligations

The Company is a lessee under various capitaldemsa other financing agreements totaling $7,918%m257 with a weighted average
interest rate of 8.57% and 8.92% at December 314 20id 2013, respectively and have maturities tfhd043. In the fourth quarter of 2014
the Company entered into a plan to sell capitaldeaf $2,394, which were moved to assets helddte-

Debt | ssuance Costs

The Company capitalized $0 in debt issuance costgtied in connection with the November 1, 2012 rsingent to its Senior Credit Facility
2014. Amortization of debt issuance costs, incluidetinterest expense” in the “Consolidated Stateta@f Comprehensive (Loss) Income”
and reported in the “Consolidated Statements oh@ésws” for 2014, 2013 and 2012, was $2,460, $3&3d $2,164, respectively.

Debt Discounts

Accretion of debt discounts in the “Consolidatedt&ments of Cash Flows” for 2014, 2013 and 2012e\#2,644, $3,096 and $3,811,
respectively.
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11. ACCUMULATED OTHER COMPREHENSIVE LOSS

The following table summarizes the activity in acezuated other comprehensive loss for the twelvetimanded December 31, 2013 and
2014:

Defined

Benefit

Pension Interest

Plans Rate Swap: Total
Balance, December 31, 2012 $(3,49)) $ (5,74%) $(9,239)
Other comprehensive loss before reclassificat 832 1,01¢ 1,851
Reclassifications from accumulated comprehensisg 1o net incom 421 1,35¢ 1,77¢
Net other comprehensive lc 1,25:¢ 2,371 3,63(
Balance, December 31, 20 $(2,23¢) $ (3,37)) $(5,609
Other comprehensive loss before reclassificat (1,667) 90¢ (75¢)
Reclassifications from accumulated comprehensigs 1o net incom 26¢€ 95C 1,21¢
Net other comprehensive lc (1,407 1,85¢ 45¢
Balance, December 31, 20 $(3,639) $ (1,519 $(5,15))

The following table summarizes the reclassificatimom accumulated other comprehensive loss tflosst) income for the twelve months
ended December 31, 2014, 2013, and 2012, resplgctive

@
@
©)

For the twelve months ended December 2014 2013 2012
Amortization of defined benefit plan pension itei®)
Amortization of loss® $ 451 $ 717  $8l¢
Income tax effec (18E5) (29¢€) (33€)
After tax 26¢€ 421 482
Amortization of loss on ineffective interest rateap: (2)
Reclassification to interest exper 1,61 2,307 292
Income tax effec (66%) (949) (120
After tax 95(C 1,35¢ 172
Total reclassifications net of income 1 $1,21¢ $1,77¢ $ 654

See Note 1 Retirement Plar” for additional information regarding the Comp’s pension plan:
See Note ¢ Fair Value Measuremer” for additional information regarding the plan tondénate this sway
Included in selling, general and administrativeenge.

The estimated amount of accumulated other compsahetoss to be reclassified to interest expenseinvihe next twelve months is $2,357.
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12. 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.

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

Plan nam 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
to the Plar

Company contributions to the plan for the year én
December 31, 201
December 31, 201
December 31, 201

8,62¢ Yes
9,17¢ Yes
9,56¢ Yes

&8 hHBH

Name and expiration date of collective bargainiggeaments requirin
contributions to the plar

Collective Bargaining Agreement Between Alaska Camitations
Systems and Local Union 1547 IBE December 31, 201

Outside Agreement Alaska Electrical Constructiotwieen Local
Union 1547 IBEW and Alaska Chapter National Eleectri
Contractors Assaciation In September 30, 201

Inside Agreement Alaska Electrical Constructionametn Local Union
1547 IBEW and Alaska Chapter National Electricah@actors
Association Inc October 31, 201

Special Agreement Providing for the Coverage oft&@emon-
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 $213, $174 and §
matching contribution for 2014, 2013 and 2012 retipely.
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12. RETIREMENT PLANS (Continued)
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 wimaasferred to the ACS Retirement Plan (“Plaoi)September 1, 1999. Accrued benefits u
the Plan were determined in accordance with theigioms of the CenturyTel Plan and upon completibthe transfer, covered employees
ceased to accrue benefits under the CenturyTel BPlaftNovember 1, 2000, the Plan was amended t@oordarly retirement reduction factors
and various other terms to those provided by theRREAs a result of this amendment, prior servicg 06$1,992 was recorded and has been
amortized over the expected service life of the plarticipants at the date of the amendment. Thegaoy uses the traditional unit credit
method for the determination of pension cost foaficial reporting and funding purposes and compligsthe funding requirements under the
Employee Retirement Income Security Act of 1974amended (“ERISA”). The Company uses a Decemben&lsurement date for the Plan.
The Plan is not adequately funded under ERISA aebwer 31, 2014. The Company contributed $898ddPthn in 2014, $360 in 2013 and
$469 in 2012. The Company plans to contribute apprately $802 to the Plan in 2015 and managemealsis estimating what additional
contributions the Company may be required to mal®ibsequent years in the event the value of gr@$assets remain volatile or decline.

The following is a calculation of the funded statfishe ACS Retirement Plan using beginning andrendalances for 2014 and 2013 for the
projected benefit obligation and the plan assets:

2014 2013
Change in benefit obligatiol
Benefit obligation at beginning of ye $15,28¢ $16,60¢
Interest cos 674 63¢
Actuarial (gain) los: 2,28: (959
Benefits paic (1,007) (1,006
Benefit obligation at end of ye 17,23¢ 15,28¢
Change in plan asse
Fair value of plan assets at beginning of \ 11,54¢ 11,10
Actual return on plan asse 131 1,09:
Employer contributiot 89¢ 36(
Benefits paic (1,00%) (1,006)
Fair value of plan assets at end of y 11,57( 11,54¢
Funded statu $(5,669) $(3,736)

The Plan’s projected benefit obligation equalaidsumulated benefit obligation. The 2014 and 2@slity balance of $5,664 and $3,736
respectively, is recorded on the “Consolidated BedaSheets” in “Other long-term liabilities.”

The following table presents the net periodic pem&xpense for the Plan for 2014, 2013 and 2012:

2014 2013 2012
Interest cost $ 664 $ 63E $71E
Expected return on plan ass (749 (70€) (694)
Amortization of loss 53€ 78¢ 797

Net periodic pension expen $ 451 $717 $ 81¢

In 2015, the Company expects amortization of natggand losses of $1,175.
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12. RETIREMENT PLANS (Continued)

2014 2013
Loss recognized as a component of accumulated otimeprehensive loss: $6,17¢ $3,79¢
The assumptions used to account for the Plan Beoémber 31, 2014 and 2013 are as follows:
2014 2013
Discount rate for benefit obligation 3.9% 4.4%
Discount rate for pension exper 4.4% 3.97%
Expected lon-term rate of return on asst 6.52% 6.55%
Rate of compensation incree 0.0(% 0.0(%

The discount rate for December 31, 2014 and 20K3cakulated 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 masleddong with asset allocation risk and return prigms, the following asset allocation
guidelines were developed for the Plan:

Minimum Maximum
Asset Categor
Equity securitie: 0% 80%
Fixed income 0% 50%
Cash equivalent 0% 10C%

The Plan’s asset allocations at December 31, 26d4813 by asset category are as follows:

Asset Categor

Equity securities’ 65% 62%
Debt securities: 34% 37%
Other/Cast 1% 1%

* May include mutual funds comprised of both stoakd bonds

The fundamental investment objective of the Plawo igenerate a consistent total investment retufficgent 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-teanthasing power. The Plan’s assets are managechanner that emphasizes a higher
exposure to equity markets versus other asseteslaliss expected that such a strategy will prexachigher probability of meeting the plan’s
actuarial rate of return assumption over time.
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12. RETIREMENT PLANS (Continued)

The following table presents major categories ahmssets as of December 31, 2014, and inputsanation techniques used to measure the
fair value of plan assets regarding the ACS RetgnmanPlan:

Fair Value Measurement at Reporting Date Usinc
Quoted Price:

Significant
in Active Other Significant
Markets for Observable Unobservable
Identical
Assets Inputs Inputs
Total Level 1 Level 2 Level 3
Asset Cateqgor
Money market/cas $ 10€ $ 10¢€ $ — $ —
Equity securities (Investment Fund:
International growtt 2,24; 2,24; — —
U.S. small caj 1,53¢ 1,53¢ — —
U.S. medium ca 1,14¢ 1,14¢ — —
U.S. large ca| 2,651 2,651 — —
Debt Securities (Investment Fund:
Certificate of deposit 1,80z 1,80z — —
Fixed income 2,082 2,082 — —
$11,57( $ 11,57( $ = $ —

* May include mutual funds comprised of both stoakd bBonds

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

2014 $1,10:
2015 1,03¢
2016 1,08t
2017 1,10z
2018 1,07:
201¢-2023 5,39¢

Post-retirement Health Benefit Plan

The Company has a separate executive post-retitedmeaith benefit plan. On December 31, 2014, tha plas underfunded by $150 with plan
assets of $158. The net periodic post-retiremesitfon 2014 and 2013 was $7 and $5, respectively.

13. 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 includeslatiath and is computed by dividing net income @sg available to common shareholders by
the weighted average number of common shares adtatafor the period. Diluted earnings per shafiecethe potential dilution of securities
that could share in the earnings of the Compang. Gbmpany includes dilutive stock options basetheritreasury stock method.” Due to the
Company’s reported net loss for the year ended ibbee 31, 2014, 2,506 potential common share equitsloutstanding, which consisted of
restricted stock and deferred shares granted ¢atdirs, were anti dilutive. Excluded from the cédtions for the years ended December 31,
2013 and 2012 were options and SSARs totaling 24344 which were out-of-the-money and thereforédihitive. Also excluded from the
calculations were shares related to the Company%s% Notes which were ardilutive for the twelve month periods ended Decen8dg 201
and 2012 and shares related to the Company’s 6.25%
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13. EARNINGS PER SHARE (Continued)

Notes which were ar-dilutive for the twelve month periods ended Decentti, 2014 and 2012. However, for the twelve meetihded
December 31, 2013, the 6.25% Notes are includeduted earnings per share. The Company uses ttlteriverted” method in calculating the
diluted earnings per share effect of the assumadersion of the contingently convertible debt. Untlhe “if converted” method, the after tax
effect of interest expense related to the conersbcurities is added back to net income anddhgartible debt is assumed to have been
converted into common stock at the earlier of thletdssuance date or the beginning of the period.

The following table sets forth the computation abic and diluted earnings per share for the yeadtsdDecember 31, 2014, 2013 and 2012:

2014 2013 2012
Net (loss) income applicable to common shi $(2,780 $158,47: $17,40¢
Tax-effected interest expense attributable to convertibtes — 5,818 —
Net (loss) income assuming diluti $(2,780) $164,28: $17,40¢
Weighted average common shares outstani
Basic share 49,33¢ 47,09: 45,55
Effect of stoc-based compensati — 53C 32t
Effect of 6.25% convertible nott — 11,48t —
Diluted share: 49,33¢ 59,10% 45,87¢
(Loss) earnings per shai
Basic $ (0.0¢) $ 3.37 $ 0.3¢
Diluted $ (0.0¢) $ 2.7¢ $ 0.3¢

14. INCOME TAXES
The income tax provision for the years ended Deeer8h, 2014, 2013 and 2012 was comprised of thevfoig charges:

2014 2013 2012
Current:
Federal income ta $ (217) $ — $ —
State income ta (43 — (12
Total current expens (260) — (12
Deferred:
Federal income ta 1,62( (43,30) (7,222)
State income ta 427 (14,969 (2,149
Change in valuation allowan: — 1,90( 3,60(
Total deferred benefit (expens 2,04 (56,370) (5,77))
Total income tax benefit (expens $1,781 $(56,37() $(5,787)
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14. INCOME TAXES (Continued)

The following table provides a reconciliation oétfederal statutory tax at 35% to the recordeddarense) benefit for the years ended
December 31, 2014, 2013 and 2012, respectively:

2014 2013 2012

Computed federal income taxes at the statutory rate $1,59¢ $(75,199) $(8,117)
Benefit (expense) in tax resulting fro

State income taxes (net of federal ben: 27¢ (13,109 (864)
Other (59) 17¢ 167
Stocl-based compensatic (31 (44) (35)
Valuation allowanct — 1,90C 3,06¢

Crest examination settleme — 29,89/ —
Total income tax benefit (expens $1,78i $(56,370) $(5,787)

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 purposesiahe amounts used for income tax purpc
Valuation allowances are provided when it is “midkely than not” that the benefits of existing dieésl tax assets will not be realized in a
future period. It is more likely than not that tlesults of future operations will generate suffitiaxable income to realize the deferred tax
assets.

Significant components of the Company’s deferredaissets and liabilities as of December 31, 20142813, respectively, are as follows:

2014 2013
Deferred tax asset
Net operating loss carry forwar $ 94,43t $ 88,96
Reserves and accru: 8,15¢ 11,19(¢
Intangibles and goodwi 6,69¢ 6,62:
Fair value on interest rate swe 1,05t 2,35¢
Pension liability 2,30¢ 1,73¢
Allowance for doubtful accoun 1,16¢ 2,54¢
Alternative minimum tax carry forwai 5,30¢ 5,06¢
Other 1,03¢ 1,25¢
Total deferred tax asse 120,15( 119,73¢
Valuation allowanct — —
Deferred tax assets after valuation allowa 120,15( 119,73¢
Deferred tax liabilities
Debt issuance cos (2,596 (3,376
Property, plant and equipme (23,999 (21,63)
AWN Investmeni (70,577 (73,479
Total deferred tax liabilitie (97,177) (98,485
Net deferred tax asse $ 22,97¢ $ 21,251
Deferred assets and liabilities are recorded dsvist
2014 2013
Current deferred tax assets $104,24! $ 7,14«
Non-current deferred tax asst — 14,107
Non-current deferred tax liabilitie (81,267 —
Net deferred tax asse $ 22,97¢ $21,25:
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14. INCOME TAXES (Continued)

As of December 31, 2014, current deferred tax asselude $94,733 which represent federal and setteperating loss carryforwards and
state alternative minimum tax credit carryforwandsch are expected to reverse during the year eBdegmber 31, 2015 as a result of the
of the Company’s wireless business operationsdditian, non-current deferred tax liabilities redtto the Company’s AWN Investment are
expected to reverse during the year ended DeceBih@015.

As of December 31, 2014, the Company has avaifaedieral and state alternative minimum tax creditt50013 and $454, respectively, which
have no expiration dates. As of December 31, 204Company has unused acquired and generatedfeder state net operating loss carry
forwards of $233,496 and $208,481, respectivelyickvhave various expiration dates beginning in 20it8ugh 2033.

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 thietnal Revenue Code.

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.

In 2008, the Company acquired Crest. In June 2@9IRS commenced an audit of Crest's tax retusnghie years ended December 31,
2006, December 31, 2007 and October 30, 2008. hil &pd November of 2010, the IRS issued NoticeBmiposed Adjustment (“NOPAS")
with respect to the 2006, 2007 and 2008 taxablesyafaCrest. 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. In accordance with the guidance in ASC irdihe second quarter of 2010, the Company rech$@8,678 in additional income tax
expense and $2,781 receivable pending resolutitimeofatter. The Company did not recognize anyesteor penalties on the deferred tax
liability. During June 2013, the Company receiveéth@a change’letter from the IRS covering all of the issues #&ndyears of Crest. As a res
the Company reversed the prior recorded items eomgnized a tax benefit of $29,894 during the quahding June 30, 2013.

The Company files either consolidated income taxrns or tax returns of certain subsidiaries in ynstate jurisdictions. As of December 31,
2014, the Company is not under examination by angrne tax jurisdiction. The Company is no longéiject to examination for years prior to
2011.

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"). As of December 31, 2014, the Company has revieWed is tax filings and positions taken on itaums ant
has not identified any material current or futuife on its consolidated results of operationshcows or financial position. As such, the
Company has not recorded any tax, penalties aresit®n tax uncertainties. It is Company policyeoord any interest on tax uncertainties as
component of income tax expense.

15. STOCK INCENTIVE PLANS

Under the Company’stock incentive plan, ACS, through the Compearaind Personnel Committee of its Board of Dirextoray grant stoc
options, restricted stock, stock appreciation ggirtd other awards to officers, employees, congsltand non-employee directors. Upon the
effective date of the Alaska Communications Syst@rmup, Inc. 2011 Incentive Award Plan (“2011 Inibem Award Plan”), the Alaska
Communications Systems Group, Inc. 1999 Stock kiae®lan and the ACS Group, Inc. 1999 Non-Empldpaector Stock Compensation
Plan, (together the “Prior Plans”) were retired. fature awards will be granted from the 2011 InoenAward Plan. The Alaska
Communications Systems Group, Inc. 2012 EmployeekIeurchase Plan (“2012 ESPP”) was approved bZtmpany’s shareholders in
June 2012 and the ACS 1999 Employee Stock Purdhasg“1999 ESPP”) was retired on June 30, 201feriRaces to “stock incentive plans”
include, as applicable, the 2011 Incentive Awa@hPthe 2012 ESPP, the 1999 ESPP and the Prios.amggregate of 19,210 shares of the
Company’s common stock have been authorized faargse under its stock incentive plans.
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15. STOCK INCENTIVE PLANS (Continued)

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, wohtinue to vest under the terms of the grant wawarded. All remaining unencumbered
shares of common stock previously allocated tdPthier Plans were transferred to the 2011 IncerAiward Plan. In addition, to the extent that
any outstanding awards under the Prior Plans afeited or expire or such awards are settled ithcaisch shares will again be available for
future grants under the 2011 Incentive Award Pldre Company grants Restricted Stock Units and Reefnce Stock Units as the primary
equity based incentive for executive and certaimuoion represented employees.

Stock-Settled Stock Appreciation Rights and Stqilofs (SSARS)

SSARs were issued to certain former named execaffieers in 2008 and 2009. The SSARs vested ratiddobugh April 2011 and had a term
of five years. All SSARs have fully vested and haeen exercised or expired as of December 201EHRs have been issued since 2009
and no stock options have been granted to empl@mes 2005. There were no proceeds from the eseenfistock options for the year ended
December 31, 2014. All of the existing SSARs atddeber 31, 2013 expired in 2014 and the Companybasmaining SSARs outstanding
of December 31, 2014.

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

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 three years. Long-terrentige awards (“LTIP") were granted to
executive management annually through 2010. Th&laWards 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 activitytfer year ended December 31, 2014:

Weighted
Average
Grant-Date
Number of

Fair

Shares Value
Nonvested at December 31, 2(C 94¢€ $ 3.5¢
Granted 1,04¢ 1.8¢
Vested (689) 3.3¢€
Canceled or expire 3 7.4z
Nonvested at December 31, 2(C 1,29¢ $ 2.3C

Performance Based Uni

PSUs vest ratably over three years beginning agthet date, subject to certain Company financiajets being met and approval of the
Compensation and Personnel Committee of the Bdabirectors.
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15. STOCK INCENTIVE PLANS (Continued)
The following table summarizes PSU activity for shear ended December 31, 2014:

Weighted
Average
Grant-Date
Number of

Fair

Shares Value
Nonvested at December 31, 2( 1,18¢ $ 29
Granted 20z 1.8¢
Vested (49¢) 2.14
Canceled or expire (98) 1.77
Nonvested at December 31, 2(C 79C $ 3.3

Valuation Assumptions

Assumptions used for valuation of equity instrurseatarded during the twelve months ended Decenthe2® 4, 2013 and 2012:

2014 2013 2012
Restricted stock
Risk free rate 0.0%- 0.23% 0.03%- 0.18% 0.18%- 0.42%
Quarterly dividenc $— $— $0.00- 0.05
Expected, per annum, forfeiture ri 9% 0%- 9% 9%

Selected Information on Equity Instruments and &lgased Compensation
Selected information on equity instruments andesbased compensation under the plan for the yeaedebdcember 31, 2014, 2013 and =
follows:

Years Ended
December 31

2014 2013 2012
Total compensation cost for share-based payments $2,511 $2,86( $3,55(
Weighted average gre-date fair value of equity instruments gran $ 1.87 $ 1.77 $ 2.65
Total fair value of shares vested during the pe $2,93¢ $5,011 $2,60¢
Total intrinsic value of options exercis $ — $ — $ —
Unamortized sha-based paymen $1,39: $1,74¢ $1,95¢
Weighted average period in years to be recognigakpens: 1.4t 1.7t 1.2t

The Company purchases from shares authorized tinel@011 Incentive Award Plan, sufficient vestedreb to cover employee payroll tax
withholding requirements upon the vesting of restd stock. From time to time the Company also lpases sufficient vested shares to cover
employee payroll tax withholding requirements & dggregate exercise price upon exercise of optidrs Company expects to repurchase
approximately 247 shares in 2015. This amount$etaipon an estimation of the number of sharessificted stock awards expected to vest
and options expected to be exercised during 2015.

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

The Alaska Communications Systems Group, Inc. Zbployee Stock Purchase Plan was approved by theo@uwy’s shareholders in June
2012 and replaced the Alaska Communications Systmsp, Inc. 1999 Employee Stock Purchase Plaapasded. The 2012 ESPP will
terminate upon the earlier of (i) the last exerciate prior to the tenth anniversary of the adaptiate, unless sooner terminated in accordanc
with the 2012 ESPP; or (ii) the date on which alighase rights are exercised in connection withaage in ownership of the Company. The
terms of the 2012 ESPP are similar to those of 889 ESPP. Under the
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15. STOCK INCENTIVE PLANS (Continued)

terms of the 2012 ESPP, all ACS employees andgll@yees of designated subsidiaries generallybeileligible to participate in the 2012
ESPP, other than employees whose customary empidysieot more than 20 hours per week and five it a calendar year, or who are
ineligible to participate due to restrictions unttez Internal Revenue Code. A participant in th&22BSPP will be granted a purchase right to
acquire shares of common stock atmsi®nth intervals on an ongoing basis, subject tatrginuing availability of shares under the 2015PP
Each participant may authorize periodic payrollwkibns in any multiple of 1% (up to a maximum &#4) of eligible compensation to be
applied to the acquisition of common stock at semigl intervals. The 2012 ESPP imposes certairtdiions upon a participant’s rights to
acquire common stock, including (i) purchase rigitemted to a participant may not permit the irdlisl to purchase more than $25 worth of
common stock for each calendar year in which tipasehase rights are outstanding at any time; (itpase rights may not be granted to any
individual if the individual would, immediately &t the grant, own or hold outstanding options beotights to purchase, stock possessing 59
or more of the total combined voting power or vadfi@all classes of stock of the Company or angogubsidiaries; and (iii) no participant v
purchase more than 10 shares of common stock danpgix month offering period. The offering daées January 1 and July 1 and the
purchase dates are June 30 and December 31. Tiakpnichase date under the 2012 ESPP was Deceé3hp2012. Shares are purchased on
the open market or issued from authorized but ueidshares on behalf of the participant on thelase date. No participant will have any
shareholder rights with respect to the shares eoMey their purchase rights until the shares aga#lg purchased on the participant’s behalf.
No adjustments will be made for dividends, disttitmis or other rights for which the record daterier to the date of the actual purche

The Company reserved 1,500 shares of its commahR &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 eegsap 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. Sinceiadab the 1999 ESPP, an aggregate of 1,050 slwfuasmmon 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.

16. BUSINESS SEGMENTS

The Company operates its business under a singpetadle segment. Effective in the first quarteR012, the Company changed its operati
focus from a products-based business to a custéonased business. The Company reassessed andnmgedjids management and internal
reporting structures and realigned its externalrfiial reporting to support this change. The Comisachief operating decision maker assesse
the financial performance of the business as fdldiy revenues are managed on the basis of speci§tomers and customer groups; (ii) cost:
are managed and assessed by function and gensuphprt 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.
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16. BUSINESS SEGMENTS (Continued)

The following table presents service and produetmees from external customers for the years ebeéegmber 31, 2014, 2013 and 2012:

2014 2013 2012
Service Revenue
Business and wholesale custorr
Voice $ 22,49¢ $ 22,947 $ 23,84:
Broadbanc 43,78: 40,027 33,97:
IT Services 3,49: — —
Other 7,10¢ 7,65¢ 7,38t
Wholesale 33,04: 30,047 33,39:
Business and wholesale service reve 109,92: 100,68( 98,59:
Consumer custome
Voice 14,93: 16,81¢ 18,96¢
Broadbanc 24,84 22,10¢ 18,39¢
Other 1,56° 1,73¢ 1,38¢
Consumer service reven 41,33¢ 40,66¢ 38,75:
Total Service Revenue 151,25 141,34! 137,34
Growth in Service Reveni 7.0% 2.9%
Growth in Broadband Service Rever 10.4% 18.6%
Other Revenue:
Equipment sale 5,321 2,08: 3,021
Access 35,32 37,03 40,25(
High cost suppot 23,19: 18,77¢ 20,22
Total Service and Other Revenu 215,09: 199,23 200,83
Growth in Service and Other Rever 8.0% -0.8%
Growth excluding Equipment sal 6.4% -0.3%
Wireless Revenue
Business and consumer retail service reve 65,50+ 71,197 73,84¢
Equipment sale 6,17¢ 4,84 6,01t
Other 5,30z 5,04¢ 4,281
AWN Related:
Foreign roaming — 40,02¢ 55,10¢
Wireless backhat 70 6,03¢ 6,897
CETC 19,56t 21,01¢ 20,73:
Amortization of deferred AWN capacity reven 3,151 1,511 —
Total AWN Related 22,78t 68,59 82,73¢
Total Wireless and AWN Related Revenue 99,77( 149,68 166,87t
Total Revenue $314,86: $348,92- $367,71-

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

On February 2, 2015, the Company completed theddale one-third interest in AWN and substantialythe assets related to the wireless
operations of ACS, including its retail subscribgr&Cl for total consideration of $300,000, subjeccertain adjustments, pursuant to the
Purchase and Sale Agreement dated December 4, 38&MNote 2 — Sale of Wireless Operatiofigor a summary of the transaction.

Simultaneously with the transaction above, on Fafyr@, 2015, the Company amended its 2010 Senimur8e Credit Facility resulting in a
principal repayment of $240,472. See Note 2Sale of Wireless Operatiofignd Note 10 “Long-term Obligations”for further information
on the amendment.

18. 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 havengastims 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 thenany course of business and has recorde
an estimated liability for litigation costs of $586December 31, 2014 against certain current slaind legal actions. The Company believes
that the disposition of these matters will not haveaterial adverse effect on the Company’s cotatdd financial position, comprehensive
income or cash flows. It is the Compasipolicy to expense costs associated with lossrgmricies, including any related legal fees, ag #re
incurred.

19. SELECTED QUARTERLY FINANCIAL INFORMATION (Unaudited )

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

2014
Operating revenue $78,33.  $80,55¢ $ 78,46F $77,50¢ $314,86:
Gross profit 33,51 35,75} 33,51¢ 31,10¢  $133,89:
Operating income (los! 8,25( 10,72¢ 11,66¢ (889 29,76(
Net (loss) incomu (385) 1,08t 1,87¢ (5,35¢) (2,780)
Net (loss) income per shal

Basic (0.01) 0.0z 0.04 (0.11) (0.0¢)

Diluted (0.0)) 0.0z 0.04 (0.1 (0.06)
2013
Operating revenue $91,05¢ $97,75° $ 83,84. $76,267 $348,92
Gross profit 55,61: 60,55 39,12 30,35¢ 185,64.
Operating incom: 16,14: 20,85 219,27t 69C 256,96:
Net income (loss 3,46¢ 37,69 121,99° (4,689 158,47:
Net income (loss) per shal

Basic 0.0¢ 0.81 2.5¢ (0.10 3.37

Diluted 0.07 0.67 2.0¢ (0.10 2.7¢
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T 907.754.920(
F 907.754.922.
www.GrantThornton.cor

Board of Directors and Members
The Alaska Wireless Network, LLC

We have audited the accompanying balance she@&tseof\laska Wireless Network, LLC (a Delaware Lirditagability Company) (the
“Company”) as of December 31, 2014 and 2013, aaddlated statements of income, changes in meméeguity, and cash flows for the year
ended December 31, 2014 and for the period from 28yl 2013 through December 31, 2013. These fiahstatements are the responsibilit
the Company’s management. Our responsibility xjaress an opinion on these financial statemerstsdoan 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 ebtagsonable assurance about whether the finataiaiments are free of material
misstatement. We were not engaged to perform aih afuithe Company’s internal control over finanaiaporting. Our audits included
consideration of internal control over financigbogting as a basis for designing audit procedurasdre appropriate in the circumstances, but
not for the purpose of expressing an opinion oreffectiveness of the Company’s internal contrarofinancial reporting. Accordingly, we
express no such opinion. An audit also includesnixiag, on a test basis, evidence supporting thewents and disclosures in the financial
statements, assessing the accounting principlebarsd significant estimates made by managememtebss evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements refer@alove present fairly, in all material respedts, financial position of The Alaska Wireless
Network, LLC as of December 31, 2014 and 2013,thedesults of its operations and its cash flowslie year ended December 31, 2014
for the period from July 23, 2013 through Decenier2013, in conformity with accounting principlgsnerally accepted in the United States
of America.

BT el LLP

Anchorage, Alaska
March 3, 2015

Grant Thornton LLP
U.S. member firm of Grant Thornton Internationad Lt
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2014 2013
ASSETS

Current asset:
Cash $ 1,371 3,527
Receivables from related parti 124,28: 100,54¢
Receivables from nc-related parties, ne 12,23t 14,22¢
Total receivable 136,51t 114,77-
Prepaid expense 1,12¢ 1,30¢
Other current asse 224 71
Total current asse 139,23 119,68:
Property and equipment in service, net of deprieci 188,75. 191,80!
Construction in progres 44,61«  32,95¢
Net property and equipme 233,36t 224,76«
Goodwill 164,31: 155,44!
Wireless license 86,341 91,40(
Rights to use capacity, net of amortization of $8,4nd $1,221 at December 31, 2014 and 2013, resplg( 44,81: 54,18¢
Future capacit 16,34 15,31
Software licenses, net of amortization of $11,768 $8,474 at December 31, 2014 and 2013, respbc 8,67( 7,87
Other asset 75¢ 92¢
Total other asse 321,24; 325,14¢
Total asset $693,84! 669,59:

(Continued

The accompanying notes are an integral part oktfirancial statements.
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BALANCE SHEETS

December 31, 2014 and 2013
(Amounts in thousands)
(Continued)

LIABILITIES AND MEMBERS’ EQUITY

Current liabilities:

Accounts payable to related part

Accounts payable to n-related partie

Deferred revenue

Accrued liabilities

Total current liabilities
Line of credit from GCI Holdings, In
Asset retirement obligatior
Other liabilities
Total liabilities
Commitments and contingenci
Member! equity
Total liabilities and membe’ equity

The accompanying notes are an integral part oktfirancial statements.
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2014 2013

$ 67,97 62,15
20,74t 7,86-
2,31¢ 1,99
21¢ 22¢
91,24, 72,24
2,11€ 3,87
15,67: 14,79
3,718 1,90/
112,75 92,81
581,09: 576,78:
$693,84! 669,59
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The Alaska Wireless Network, LLC
(A Majority Owned Subsidiary of GCI Wireless Holdis LLC)

INCOME STATEMENTS

For the year ended December 31, 2014 and the paulgd®3, 2013 to December 31, 2013
(Amounts in thousands)

2014 2013
Revenues
Related partie $139,06¢  71,73:
Non-related partie 113,79'  47,18¢
Total revenue 252,86: 118,91¢
Cost of goods sold (exclusive of depreciation amdrization shown separately beloy
Related partie 8,10: 3,86
Non-related partie 65,51¢  28,85(
Total cost of goods so 73,62. 32,71,
Selling, general and administrative expen
Related partie 17,22« 8,10(
Non-related partie 4,41( 2,38(
Total selling, general and administrative exper 21,63¢ 10,48(
Depreciation and amortization expel 43,83} 19,17¢
Operating incomi 113,77.  56,54:
Interest expense to related party (including ammatitbn of deferred loan fee 36¢ 201
Net income $113,40: 56,34

The accompanying notes are an integral part oktfirancial statements.
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The Alaska Wireless Network, LLC
(A Majority Owned Subsidiary of GCI Wireless Holdis LLC)

STATEMENTS OF MEMBERS’ EQUITY

For the year ended December 31, 2014 and the paulgd®3, 2013 to December 31, 2013

(Amounts in thousands)

Member’ Capita

Allocable
Accounts Earnings Total
Balances at July 23, 2013 $ — — —
Net income — 56,34 56,34:
Contributions from membe 574,41¢ — 574,41¢
Distributions to membel — (53,979 (53,979
Allocation to members of income in excess of disttions 2,36¢ (2,369 —
Balances at December 31, 2( $ 576,78. — 576,78.
Net income — 113,40« 113,40«
Distributions to membel — (106,967 (106,96
Allocation to members of income in excess of disttions 6,442 (6,447 —
Final valuation contribution adjustme (2,139 — (2,137
Balances at December 31, 2( $ 581,09: — 581,09:

The accompanying notes are an integral part oktfirancial statements.
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The Alaska Wireless Network, LLC
(A Majority Owned Subsidiary of GCI Wireless Holdis LLC)

STATEMENTS OF CASH FLOWS

For the year ended December 31, 2014 and the paulgd®3, 2013 to December 31, 2013
(Amounts in thousands)

Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation and amortization expel
Other noncash income and expense it
Changes in operating assets and liabilities, nahafunts acquiret
Receivables from nc-related partie
Receivables from related parti
Prepaid expenst
Other current asse
Other asset
Accounts payable to n-related partie
Accounts payable to related part
Accrued liabilities
Deferred revenue
Other liabilities

Net cash provided by operating activit
Cash flows from investing activitie
Purchases of property and equipm
Purchases of software licenses and other a
Grant proceed
Net cash used by investing activit
Cash flows from financing activitie
Distribution to member
Payments to GCI Holdings, Inc. on line of cre
Borrowings from GCI Holdings, Inc. on line of cré
Net cash used by financing activiti
Net increase (decrease) in ci
Cash at beginning of peric
Cash at end of peric

Supplemental cash flow dat
Interest paid including capitalized inter:
Non-cash investing and financing activiti
Net assets and liabilities transferred from mem
Asset retirement obligation additions to properig @quipmen
Non-cash additions of property and equipm
Distributions accrued, not yet pz
Non-cash settlement of receivables from and payabledated partie
Net assets adjusted due to AWN purchase priceaditottrueup

The accompanying notes are an integral part oktfirancial statements.
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2014 2013
$113,40: 56,34«
43837  19,17¢
1,29¢ 425
1,49: (14,22%
(39,219 (57,33Y)
18 (1,309
(142) (71)
25 95
(3,400  5,98¢
1,307 26,06(
(11) 22¢
10C  1,99¢
1,79: 1109
120,66¢  38,56¢
(30,19 (18,539
(4,207 (1,662)
71€ —
(33,689 (20,19
(86,969 (17,844
(14,16 —
12,000 3,00
(89,13 (14,849
(2,156 3,52
3,521 —
$ 1371 352
$ 534 —
$ — 574,41
$  16€ 11€
$ 18,15¢  1,87:
$ 40,64: 36,13
$ 15,48 —
$ 2,131 —
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The Alaska Wireless Network, LLC
(A Majority Owned Subsidiary of GCI Wireless Holdis LLC)

NOTES TO FINANCIAL STATEMENTS

(1) Business and Summary of Significant Accounting E&pies

In the following discussion, The Alaska Wirelesswark, LLC (“AWN?") is referred to as “we,” “us” antiour.”

(@)

(b)

Description of the Busine:

AWN was formed June 5, 2012 as a Delaware limitguility company, and as a majority owned subsid@rGCl Wireless
Holdings, LLC (a wholly owned subsidiary of GeneGammunication, Inc. (“GCI”))As a result of the acquisition described be
GCI Wireless Holdings, LLC owns two-thirds and AlasCommunications Systems Group, Inc. (*“ACS”) owns-third of AWN.

We began operations on July 23, 2013, and offefalh@wving services:
* Wholesale wireless services to GCl and A
e Wireless roaming for other wireless carri

« Backhaul for other wireless carrie

Acquisition

Effective July 23, 2013, we closed the transactiomder the Asset Purchase and Contribution Agree(fiéfireless Agreement”)
entered into on June 4, 2012 by and among ACS, SC§ Wireless, Inc., a wholly owned subsidiary a2®, GCI Wireless
Holdings, LLC, a wholly owned subsidiary of GCI,daAWN, pursuant to which the parties agreed to ioute the respective
wireless network assets of GCI, ACS and theiriafils to AWN. AWN provides wholesale services tol@ad ACS. GCIl and AC
use the AWN network to sell services to their resipe retail customers. GCl and ACS continue to peta against each other and
other wireless providers in the retail wireless kear

Under the terms of the Wireless Agreement, GClriouted $291.4 million in net assets consisting®fvireless network assets
and certain rights to use capacity to AWN. Additily, ACS contributed its wireless network assets eertain rights to use
capacity to AWN. As consideration for the contréadibusiness assets and liabilities, ACS receive® $1million in cash from GC
a one-third ownership interest in AWN and entitlenseto receive preferential cash distributionslioga$190.0 million over the
first four years of AWN'’s operations (“Preferenceried”) contingent on the future cash flows of AWThe preferential cash
distribution is cumulative and may be paid beydmel Preference Period until the entire $190.0 nmillopaid. We believe ACS'’s
preferential cash distributions are expected thigker than that which they would receive from tlwgie-third interest. GCI
received a two-third ownership interest in AWNwa| as entitlements to receive all remaining cdistributions after ACS’s
preferential cash distributions during the PrefeeeReriod. The distributions to each member argsuto adjustment based on the
number of ACS and GCI wireless subscribers, withabgregate adjustment capped at $21.8 millioedch member over the
Preference Period.

During the Preference Period net income is allat&deGCl and ACS based on their proportion of distions up to the total
distributions, as defined by AWN, during the peridi&t income greater than the total distributianaliocated based on each
member’s proportional ownership interests. Follgine Preference Period, GCI and ACS will receigtrithutions proportional to
their ownership interests.

We accounted for the assets and liabilities conteith by ACS at estimated fair values as of July2233, using the acquisition
method of accounting in accordance with Accounstagndards Codification (“ASC”) 858usiness Combinationg/e used a
combination of the discounted cash flows and mamethod to value the wireless licenses. We useddbeapproach to value the
acquired fixed assets and rights to use capacgtaswe used a discounted cash flow method tordiete the fair value of ACS’s
member equity. The assets and liabilities contaub us by GCI were measured at their carryinguarhionmediately prior to the
contribution as GCI is maintaining control over #esets and liabilities. GCI's initial member egust the carrying amount of GGI’
contributed assets and liabilities.
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The Alaska Wireless Network, LLC
(A Majority Owned Subsidiary of GCI Wireless Holdis LLC)

NOTES TO FINANCIAL STATEMENTS

The following table summarizes the final purchaseepand the estimated fair value of ACS’s assetgiiaed and liabilities
assumed, effective July 23, 2013 (amounts in thulsa

Previously Final Purchas
Reportec Adjustment Price Allocatior

Purchase price
Cash consideration pa $100,00t( — 100,00(
Fair value of the or-third ownership interest of AW 267,64. (2,13)) 265,51
Total purchase pric $367,64. (2,13)) 365,51:

Assets acquired and liabilities assumr

Acquired asset
Current assel $ 16,95: 11 16,96:
Property and equipment, including constructionriogpess 82,47: 13¢ 82,611
Goodwill 140,08: 8,861 148,94
Wireless license 65,43: (5,059 60,38(
Rights to use capaci 52,63t (7,29¢) 45,33¢
Future capacit 15,31 1,20¢ 16,517
Other asset 765 — 76E
Fair value of liabilities assume (6,017) — (6,017
Total fair value of assets acquired and liabiligssume $367,64. (2,13)) 365,51

We modified the initial preliminary AWN purchaseq® allocation during 2014 as noted in the tableveldue to additional
information received from ACS related to the alkima of ACS’ network contributed to AWN that impadtthe estimated fair
value.

As of December 31, 2014, goodwill in the amoun$d64.3 million was recorded as a result of the &itipn including $15.4
million in goodwill contributed by GCI. Goodwill isalculated as the excess of the consideratiosfeenred over the net assets
recognized and represents the estimated futureoetiorbenefits arising from other assets acquireti¢buld not be individually
identified and separately recognized. The goodwilirimarily the result of synergies expected fribra combination.

(c) Accounts Receivable from N-related Parties and Allowance for Doubtful Recelea

Accounts receivable from non-related parties acended at the reported amount and do not beaestteFhe allowance for
doubtful receivables is our best estimate of thewamof probable credit losses in our existing acts receivable from non-related
parties. We base our estimates on the aging chczounts receivable balances, financial healthusfarners, regional economic
data, changes in our collections process and reguleequirements. We review our allowance for déulbreceivables methodolos
at least annually.

Account balances are charged off against the alloeavhen we feel it is probable the receivable moli be recovered. We do not
have any off-balance-sheet credit exposure retatedr customers.

(d) Property and Equipmel

Property and equipment is stated at cost. Congtrucbsts of facilities are capitalized. Constrotin progress represents
transmission equipment and support equipment astg sy not placed in service on December 31, 206ati tanagement intends
place in service during 2015.
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The Alaska Wireless Network, LLC
(A Majority Owned Subsidiary of GCI Wireless Holdis LLC)

NOTES TO FINANCIAL STATEMENTS

Depreciation is computed using the straight-linghroé in the following ranges:

Asset Categol Asset Lives
Telephony transmission equipment and distributamilities 5-20 year
Support equipment and syste 3-20 year
Buildings 25 year

Repairs and maintenance are charged to expensewased. Expenditures for major renewals and beteats are capitalized.
Accumulated depreciation is removed and gainsssds are recognized at the time of sales or otbgoslitions of property and
equipment.

Intangible Assets and Goodw

Goodwill and wireless licenses are not amortizedeldss licenses represent the right to utilizéageradio frequency spectrum to
provide wireless communications services. Goodwilresents the excess of cost over fair value todseets acquired in connect
with a business acquisition.

Under the terms of the Wireless Agreement, we aedudrom ACS rights to use its network capacity #relassociated maintenal
on this network capacity for 20 years. We are aiziog this intangible asset over 20 years usingsthaght-line method. We also
acquired from ACS the rights to use additional reetncapacity which we may draw down in the futurke applicable portion of
the future capacity asset will be reclassifiechms fights to use capacity asset when the capaciihaced into service and amortized
using the straight-line method over the remaini@g@ar period.

Software licenses are recognized at cost and ang benortized over a 5 year period using the sttaige method.

Impairment of Intangibles, Goodwill, and Lc-lived Assets

Wireless license assets are treated as indefimid-Intangible assets and are tested annuallyrfpairment or more frequently if
events and circumstances indicate that the asgéit io¢ impaired. We are allowed to assess qualkitddictors (“Step Zero”) in our
annual test over our indefinite-lived intangiblesets other than goodwill.

Our goodwill is tested annually for impairment, asdested for impairment more frequently if evesrisl circumstances indicate
that the assets might be impaired. In our anngalaegoodwill, we are allowed to use Step Zerdetermine whether it is more
likely than not that goodwill is impaired.

We completed our annual review of wireless licesssets and goodwill as of October 31, 2014 and.20@3mpairment charge
was recorded for the year ended December 31, 20d4ha period July 23, 2013 to December 31, 2013.

Long-lived assets, such as property, plant, antbatgnt, and purchased intangibles subject to araitin, are reviewed for
impairment whenever events or changes in circurastaimdicate that the carrying amount of an agsetpgmay not be recoverak
Recoverability of an asset group to be held and issemeasured by a comparison of the carrying amoiuan asset group to
estimated undiscounted future cash flows expectd tgenerated by the asset group. If the cargingunt of an asset group
exceeds its estimated undiscounted future castsflawimpairment charge is recognized by the amoymthich the carrying
amount of the asset group exceeds the fair valtleeohisset group.

Asset Retirement Obligatior

We record the fair value of a liability for an asgstirement obligation in the period in whichstincurred on the Balance Sheet if
the fair value of the liability can be reasonaldyimated. When the liability is initially recordede capitalize a cost by increasing
the carrying amount of the related long-lived asseperiods subsequent to initial measurementpgden-period changes in the
liability for an asset retirement
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The Alaska Wireless Network, LLC
(A Majority Owned Subsidiary of GCI Wireless Holdis LLC)

NOTES TO FINANCIAL STATEMENTS

obligation resulting from revisions to either timing or the amount of the original estimate of isedunted cash flows are
recognized. Over time, the liability is accretedtsopresent value each period, and the capitalipstlis depreciated over the useful
life of the related asset. Upon settlement of ihlgility, we either settle the obligation for itscorded amount or incur a gain or loss
upon settlement.

The majority of our asset retirement obligations thie estimated cost to remove telephony transomgsjuipment and support
equipment from leased property. Following is a reditation of the beginning and ending aggregateyirag amounts of our
liability for asset retirement obligations (amouimghousands):

Balance at July 23, 20 $14,40¢
Liability incurred 11€
Accretion expens 27C
Liability settled (2

Balance at December 31, 20 14,79:
Liability incurred 16¢
Accretion expens 733
Liability settled (19

Balance at December 31 20 $15,67¢

During year ended December 31, 2014 and the pétityd23, 2013 to December 31, 2013, we recordediaddl capitalized costs
of $0.2 million and $0.1 million, respectively imdperty and Equipment in Service, Net of Depreorati

(h) Revenue Recognitic

All revenues are recognized when the earnings peoisecomplete. If requested by GCI and ACS, wegaa incentives to them
when wireless handsets are sold to their respecdiedl customers. During the period July 23, 2@ ®arch 31, 2014, and in
accordance with the Facilities and Network Use &grent dated as of July 22, 2013 by and among AWBE AGCI, ACS
Wireless, Inc., and GCI Wireless Holdings, LLC (“BN"), GCI waived the right to request a cash indenfor wireless handsets
sold to their retail customers. During the yeareshBecember 31, 2014 and the period July 23, 20D%tember 2013, we
recorded incentives of $26.4 million and $6.4 nailli respectively, as an offset to Revenues—ReRtetes.

Revenues generated from wireless service usagplandees are recognized when the services arédavPlan fees and usage
self-reported to us by our carriers, GCl and AG%#l we recognize carrier plan fees as set out ieeagents with GCI and ACS.

As Eligible Telecommunications Carriers (“ETCs”)CGand ACS receive high cost support from the UrsaeService Fund
(“USF”) to support the provision of wireless seevia high cost areas, and this support is passedgh to us. In 2011 the Federal
Communications Commission (“FCC") published a finde to reform the methodology for, among othdistributing USF high
cost support for voice and broadband services (ikigst Order”).

Remote High Cost Support

Remote high cost support is based upon the 201dosugisbursed to Competitive Eligible Telecommuatians Carriers (“CETC$”
(“Statewide Support Cap”) providing supported seggiin Remote Alaska, except AT&T. On January 122€¢he per-line rates
paid in the Remote areas were frozen by the USFandot exceed $250 per line per month on a stredy lzasis. Line count
growth that causes support to exceed the StateSuigport Cap triggers a pro rata support paymenictezh to all subject Alaska
CETCs until the support is reduced to the StateWBidgport Cap amount.
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(A Majority Owned Subsidiary of GCI Wireless Holdis LLC)

NOTES TO FINANCIAL STATEMENTS

We accrue estimated program revenue based on tlinercounts and the frozen per-line rates, redaeneeded by our estimate
of the impact of the Statewide Support Cap. Wheardening the estimated program revenue accruablae consider our
assessment of the impact of current FCC regulatiodsof the potential outcome of FCC proceedings. &3timated accrued
revenue is subject to our judgment regarding thteasne of many variables and is subject to upwardioevnward adjustment in
subsequent periods.

Additionally, the FCC determined that Remote suppdli continue to be based on line counts (subjedhe Statewide Support
Cap) until the last full month prior to the implemation of a successor funding mechanism. A furthlsmaking to consider
successor funding mechanisms is underway.

Urban High Cost Support

The High Cost Order mandated that Urban high aggbsrt payments were frozen at the monthly aveddgiee subject CETC's
2011 annual support and are not dependent upocdimets. A 20% annual phase down commenced J@@12. The phase down
has been capped at 60% and the subject CETCsaniiintie to receive annual support payments at @& I@vel until a successor
funding mechanism is implemented. A further rulemgko consider successor funding mechanisms ismwal/ and once a new
funding mechanism is in place, the phase down shasitart the annual 20% decrease until no sujppEid.

We apply the proportional performance revenue reitiogh method to account for the impact of the @y payments while our
level of service provided and associated costs irentmstant. Included in the calculation are theesieiled Urban high cost support
payments from October 2011 through July 2017. Ameégmount of this result is recognized as Urbapett revenue each period.

For both Remote and Urban high cost support revesureability to collect our accrued USF supportéstingent upon continuati
of the USF program and upon GCI's and ACS'’s elidibto participate in that program, which is sutfjeo change by future
regulatory, legislative or judicial actions. We @stjrevenue and the account receivable in the goénem FCC makes a program
change, or we assess the likelihood that such rgehlaas increased or decreased revenue. We deaogfnize revenue related to a
particular service area until GCI's and ACS’s ETi&tiss has been approved by the Regulatory Commisgidlaska.

We recorded high cost support revenue under thepy&gram of $53.9 million and $23.9 million for tiear ended December 31,
2014 and the period July 23, 2013 to December @13 2respectively. At December 31, 2014, we haS#illion in high cost
support accounts receivable.

Leases

Scheduled operating lease rent increases are aawuver the expected lease term on a straighblises. Rent holidays are
recognized on a straight-line basis over the oprydtase term (including any rent holiday period).

Leasehold improvements are amortized over the shofttheir economic lives or the lease term. Wg araortize a leasehold
improvement over a term that includes assumpticmlefise renewal if the renewal is reasonably edslieasehold improvements
that are placed in service significantly after anel not contemplated at or near the beginningefdhse term are amortized over
shorter of the useful life of the assets or a tirat includes required lease periods and reneWwatsare deemed to be reasonably
assured at the date the leasehold improvemenfsuacbased. Leasehold improvements made by us adeduby landlord
incentives or allowances under an operating leesesgorded as deferred rent and amortized astiedsado lease expense over the
lease term.
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The Alaska Wireless Network, LLC
(A Majority Owned Subsidiary of GCI Wireless Holdis LLC)

NOTES TO FINANCIAL STATEMENTS

Comprehensive Incorr

Total comprehensive income was equal to net incduanimg the year ended December 31, 2014 and thedoieom July 23, 2013 1
December 31, 2013.

Interest Expens

Material interest costs incurred during the corwtom period of capital projects are capitalizadetest is capitalized in the period
commencing with the first expenditure for a qualtify capital project and ending when the capitajgmiois substantially complete
and ready for its intended use. We capitalized@stecosts of $197,000 and $49,000 during the geded December 31, 2014 and
the period July 23, 2013 to December 31, 2013 esgely.

Income Taxe:

We are organized as a limited liability corporatitherefore, all items of income, deduction, gaid éoss pass through to our
members. Accordingly, no provision for current efetred income taxes has been made in the finasteis@ments.

We account for uncertain tax positions under tlwvigions of ASC 740lncome Taxesyhich requires us to recognize the financial
statement benefit of a tax position only after dairing that the relevant tax authority would mékely than not sustain the
position following an audit. For tax positions magtthe more-likely-than-not threshold, the amo@tognized in the financial
statements is the largest benefit that has a gritete 50 percent likelihood of being realized updimate settlement with the
relevant tax authority. We had no unrecognizecbexefits, penalties, or interest as of DecembeP314 and 2013. The tax years
2014 and 2013 remain open to examination by majang jurisdictions to which we are subject.

Use of Estimate

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States of America
(“GAAP”) requires us to make estimates and asswnptthat affect the reported amounts of assetdiaitities and disclosure of
contingent assets and liabilities at the date effitencial statements and the reported amounsvehues and expenses during the
reporting period. Significant items subject to msties and assumptions include the allowance fdotfldueceivables, unbilled
revenues, accrual of the USF high cost Remotepmgram support, depreciable and amortizable bfesssets, the carrying value
of long-lived assets including goodwill and wiraddigenses, purchase price allocations, defer@sklexpense, asset retirement
obligations, the accrual of cost of goods sold [gsiee of depreciation and amortization expensepreciation and the accrual of
contingencies and litigation. Actual results codiffer from those estimates.

Concentrations of Ris

Financial instruments that potentially subjectaisancentrations of risk are primarily cash andaots receivable. Excess cash is
invested in high quality short-term liquid monegtiuments. At December 31, 2014, substantiallpfatlur cash were invested in
short-term liquid money instruments. At DecemberZi14 and 2013 cash balances were in excess ef&ddeposit Insurance
Corporation insured limits.

We have the following major customers:

Percent of Toti

Custome Revenue:

Verizon 31%
GClI 33%
ACS 22%
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NOTES TO FINANCIAL STATEMENTS

ACS and GCI are both members of AWN and are cotutadly required to purchase our wholesale wirefessices for their
customers. We provide roaming services for Verix@rizon has been developing their Alaskan LonghTEwvolution network and
the service provided over their network is limitecdata only.

We also depend on a limited number of suppliersdaming services outside Alaska. Our operatingltesould be adversely
affected if these suppliers experience financiaredit difficulties, service interruptions, or ethproblems.

All services provided by us are in Alaska. Becaofsthis geographic concentration, our growth andrapions depend upon
economic conditions in Alaska.

(o) Guarantee

Certain of our customers have guaranteed levedemice. If an interruption in service occurs wentd recognize revenue that will
be refunded to the customer or not billed to th@@mer due to these service level agreements.

(p) Recently Issued Accounting Pronouncemt

In May 2014, the Financial Accounting Standardsr8assued Accounting Standards Update (“ASU”) Na1£2-09,Revenue from
Contracts with Customersy ASU 2014-09. This new standard provides guiddocéhe recognition, measurement and disclosure
of revenue resulting from contracts with custonaerd will supersede virtually all of the currenteeue recognition guidance under
GAAP. The standard is effective for the first imtemperiod within annual reporting periods beginnafter December 15, 2016.
Early adoption is not permitted. The standard perthie use of either the retrospective or cumutagiffect transition method. We
are currently evaluating the impact of the provisiof this new standard on our financial positiod eesults of operations.

Net Property and Equipment in Serv

Net property and equipment in service consistheffollowing at December 31, 2014 and 2013 (amoumtisousands):

2014 2013
Land and buildings $ 544 521
Telephony transmission equipment and distributamrilities 290,08: 255,99:
Support equipment and syste 8,051 7,06(
298,67¢ 263,57.
Less accumulated depreciati 109,92t 71,76
Net property and equipment in serv $188,75: 191,80!

GCl and ACS contributed wireless facilities thatynh@ redundant; therefore, we expect to complet@natysis of our wireless facilities
to rationalize our combined network and have reedra $7.6 million reserve against our telephonystm@ission equipment and
distribution facilities.

Intangible Assets and Goodw

As of October 31, 2014, wireless licenses and gdbdsre tested for impairment and the fair valuesre greater than the carrying
amounts; therefore, these intangible assets weeendieed not to be impaired at December 31, 20h4.rfEmaining useful lives of our
wireless licenses and goodwill were evaluated @adbber 31, 2014, and events and circumstancdsaerto support an indefinite
useful life.

There are no indicators of impairment of our rigiatsise capacity asset or software licenses azoémber 31, 2014.
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Changes in intangible assets are as follows (arsadnrthousands):

Software

Rights Future
Goodwill License: to Use Capacity

Balances at July 23, 2013 $ — — — —
Additions from AWN acquisitiot 155,44! 7,46¢ 55,40¢ 15,31

Asset addition: — 1,70¢ — —

Less amortization expen — (1,295 (1,227) —
Balances at December 31, 2( $155,44! 7,871 54,18t 15,31
Purchase price adjustme 8,861 — (7,299¢) 1,20¢
Capacity placed in servic — — 174 (1749

Asset addition: — 4,207 — —

Less amortization expen — (3,419 (2,249) —
Balances at December 31, 2( $164,31. 8,67( 44,81 16,34:

Amortization expense for our rights to use capaagiyet and software licenses for each of the ficeeeding fiscal years is estimated to
be (amounts in thousands):

Years Ending December .

2015 $5,57¢
2016 4,69¢
2017 3,50
2018 3,01%
2019 2,66¢

(4) Long-Term Debt

We have a $50.0 million line of credit from GCI Idaigs, Inc., a wholly owned subsidiary of GCI, with outstanding balance of $2.1

million and $3.9 million at December 31, 2014 afd 2, respectively. Outstanding obligations are staeting July 22, 2017 with the full
balance due on July 22, 2021. The line of credirban interest rate of London Interbank OffereteRRéus the per annum interest rate
margin being paid by GCI Holdings, Inc. As of Ded®mmn31, 2014, the interest rate was 3.0%. Inteneshe line of credit increases the
outstanding obligation.

Maturities of the line of credit as of December 3014 are as follows (amounts in thousands):

Years ending December :

2015 $ —

2016 —

2017 26E
2018 52¢
2019 52¢
2020 and thereaftt 793
Total line of credit from GCI Holdings, In $2,11¢

(5) Einancial Instrument

Fair Value of Financial Instruments

The fair value of a financial instrument is the ambat which the instrument could be exchangeddareent transaction between willing
parties. At December 31, 2014 and 2013, the fdiresaof cash, net receivables, accounts payalierrdd revenues and accrued
liabilities approximate their carrying values dodtie short-term nature of these financial instmise
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Our line of credit of $2.1 million outstanding wi@Cl Holdings, Inc. is estimated to approximate¢haying value because this
instrument is subject to variable interest ratesvfl 2).

Related Party Transactio

We have significant transactions with our two merah&Cl and ACS. We provide wholesale services@ &d ACS who use our
network to sell services to their respective ratagtomers, receive from GCI and ACS their high sagport from USF and provide cash
incentives, when requested, to GCI and ACS wheal@ss handsets are sold to their respective retsibmers. During the period

July 23, 2013 to March 31, 2014, and in accordavitethe FNUA, GCI waived the right to request altancentive for wireless hands
sold to their retail customers. We share with G&tain capacity provided by third party vendorsvidiich we reimburse GCI and rece
services from GCI. The following table summarizes amounts received from and paid to related afitiethe year ended December
2014 and the period July 23, 2013 to December @13 2ncluding amounts reimbursed by AWN to its menslfor services rendered by
third parties, and the amounts receivable frompaydble to related parties as of December 31, 268142013 (amounts in thousands):

2014 2013
GCl ACS GCl ACS
Paid to $52,51° 53,427 $16,19¢ 19,79¢
Received in paymen 28,09¢ 48,38’ 8,81 21,16"
Payable tc 61,68¢ 6,28¢ 51,75¢ 10,39¢
Receivable fron 97,06¢ 27,21. 72,78 27,76

Membe's Equity

There is one class of membership interest in AWNdés the terms of the First Amended and Restatedtdlipg Agreement signed by
ACS, GCI, ACS Wireless, and GCI Wireless HoldingsC (“Operating Agreement”), no member of AWN ialtle for any of its debt,
obligations or liabilities, except as provided byrlaw or in the Operating Agreement. A member canunless otherwise provided for in
the Operating Agreement, transfer all or any partibits membership interest. No additional conttibns beyond initial contributions ¢
required of the members per the Operating Agreement

During the Preference Period net income is allattdeGCl and ACS based on their proportion of distions up to the total
distributions, as defined by AWN, during the peribtkt income greater than the total distributicnaliocated based on each member’s
proportional ownership interests. Following thefBrence Period, GCI and ACS will receive distribang proportional to their ownership
interests.

Commitments and Contingenci

Operating Leases

We primarily lease land for cell towers, space elhtowers, and urban rooftop space for cell sikéany of our leases are for multiple
years and contain renewal options. Rental costensuth arrangements amounted to $7.4 million @ &illion for the year ended
December 31, 2014 and the period July 23, 2013=tebBber 31, 2013, respectively.
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A summary of future minimum lease payments follgasounts in thousands):

Years ending December & Operatin(
2015 $ 4,891
2016 4,21¢
2017 3,37:
2018 2,66¢
2019 1,97:
2020 and thereaftt 21,03¢
Total minimum lease paymer $38,15¢

The leases generally provide that we pay the telated to the leased assets. Several of our l@adade renewal options, escalation
clauses and immaterial amounts of contingent nepmeese. We expect that in the normal course ohlessi leases that expire will be
renewed or replaced by leases on other properties.

(9) Subsequent Even

On February 2, 2015, GCI purchased ACS Wirelegstrast in AWN and substantially all the assets 6f5fand its affiliates related to
ACS'’s wireless business (the “Acquired Assets”)darash payment of $293.2 million. The Acquiredéissncluded all of ACS
Wireless’ equity interest in AWN, substantially efl ACS’s wireless subscriber assets, includingsstiber contracts, and certain of
ACS’s CDMA network assets, including fiber stramaigl associated cell site electronics and microviasiities and associated
electronics. GCI did not acquire certain excludsskess specified in the agreement. GCI assumedAG8 postelosing liabilities of ACS
and its affiliates under contracts assumed by G@ll@bilities with respect to the ownership by AB&reless of its equity interest in
AWN to the extent accruing and related to the mkafier closing. All other liabilities were retathby ACS and its affiliates.

For the current reporting period, subsequent ewgats evaluated through March 3, 2015, which reprssthe date the financial
statements were available to be issued.
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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

WCIC Hillsboro, LLC.

WCI 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 ¢

Organizatior
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 liswibve, the Company has a one-third interest iltaska Wireless Network, LLC, a

Delaware 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 Accountingirm

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

We consent to the incorporation by reference irrdéiggstration statements (No. 333-199923, No. 388660 and 333-175179) on Forms S-8 o
Alaska Communication Systems Group, Inc. of ouorepdated March 13, 2015, with respect to the alideted balance sheets of Alaska
Communications Systems Group, Inc. as of Decembe2@®14 and 2013, and the related consolidatedrstatits of comprehensive (loss)
income, stockholders’ equity (deficit), and cagiwi$ for each of the years in the three-year pegitded December 31, 2014, and the
effectiveness of internal control over financigdoeting as of December 31, 2014, which reports apjrethe December 31, 2014, annual re
on Form 10-K of Alaska Communications Systems Gytop

Our report dated March 13, 2015, on the effectigerd internal control over financial reportingaiecember 31, 2014, contains an
explanatory paragraph that states Alaska CommuormBystems Group, Inc. acquired TekMate, LLCamuary 31, 2014, and management
excluded from its assessment of the effectivenbsdaska Communications Systems Group, Inc.’s imaécontrol over financial reporting as
of December 31, 2014, TekMate, LLhternal control over financial reporting asstaibwith total assets of $2.3 million and totaleeuves o
$7.3 million included in the consolidated financsgéhtements of Alaska Communications Systems Giagpand subsidiaries as of and for the
year ended December 31, 2014. Our audit of intermadrol over financial reporting of Alaska Commeations Systems Group, Inc. a
excluded an evaluation of the internal control dugaincial reporting of TekMate, LLC.

Our report dated March 13, 2015, on the effectigsrad internal control over financial reportingedDecember 31, 2014, expresses our
opinion that Alaska Communications Systems Grong, did not maintain effective internal control o¥i@ancial reporting as of December !
2014 because of the effect of a material weaknesh@achievement of the objectives of the cortriééria and contains an explanatory
paragraph that states a material weakness exiatedd¢o the Company’s failure to maintain an effeccontrol environment and risk
assessment and monitoring activities that ensre thre sufficient qualified accounting resources.

KPMc LLP

Anchorage, Alask
March 13, 201!



Exhibit 23.Z
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our report dated March 3, 2015 rgipect to the financial statements of The Alask&Mss Network, LLC, included in the
Annual Report of Alaska Communications Systems @rdnc. on Form 10-K for the year ended Decembe2814. We hereby consent to the
incorporation by reference of the said report m Registration Statements of Alaska Communicat®ystems Group, Inc. on Forms S-8 (File

No. 33:-181660 and File No. 333-175179).
/s/ GRANT THORNTON LLF

Seattle, Washingto

March 13, 201!



Exhibit 31.1

Sarbanes-Oxley Section 302(a) Certification

I, Anand Vadapalli, certify that:
1. I have reviewed this annual report on Form 16fKdlaska 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 statemeamis,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, thegoks presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as define:
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 procedaresused such disclosure controls and procedoites designed under our supervision, tc
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financiglaing, 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 registratdisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt 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 geaiin 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 anddve disclosed, based on our most recent evaluatiorernal control over financial reporting,
to the registrant’s auditors and the audit commitibthe 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, processnmarize and report financial information; and

b) Any fraud, whether or not material, that invaweanagement or other employees who have a sigmifiole in the registrant’s internal
controls over financial reporting.

Date: March 13, 2015 /s/ Anand Vadapalli

Anand Vadapall
President and Chief Executive Offic

Alaska Communications Systems Group,



Exhibit 31.Z

Sarbanes-Oxley Section 302(a) Certification

I, Wayne Graham, certify that:
1. I have reviewed this annual report on Form 16fKdlaska 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 statemeamis,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, thegoks presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as define:
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 procedaresused such disclosure controls and procedoites designed under our supervision, tc
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financiglaing, 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 registratdisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt 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 geaiin 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 anddve disclosed, based on our most recent evaluatiorernal control over financial reporting,
to the registrant’s auditors and the audit commitibthe 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, processnmarize and report financial information; and

b) Any fraud, whether or not material, that invaweanagement or other employees who have a sigmifiole in the registrant’s internal
controls over financial reporting.

Date: March 13, 2015 /s/ Wayne Graham

Wayne Grahan
Chief Financial Office

Alaska Communications Systems Group,



Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Alaska Coumications Systems Group, Inc. (the “Company”) omir 10K for the fiscal year endir
December 31, 2014 (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 13, 2015 /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 1350, AS ADOPTED 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, 2014 (the “Report”), I, Wayne Grah@mgf 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 tkeuities 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 13, 2015 /s/ Wayne Graham

Wayne Grahan

Chief Financial Office

Alaska Communications Systems Group,




