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REPORT OF INDEPENDENT AUDITORS

The Board of Directors
Alaska Power & Telephone Company

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Alaska Power & Telephone
Company (Company) and its subsidiaries, which comprise the consolidated balance sheets as of
December 31, 2014 and 2013, and the related consolidated statements of income, comprehensive
income, stockholders’ equity, and cash flows for the years then ended, and the related notes to the
consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America;
this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in
order to design audit procedures that are appropriate for the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.




REPORT OF INDEPENDENT AUDITORS
(continued)

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Alaska Power & Telephone Company and its subsidiaries as of
December 31, 2014 and 2013, and the results of their operations and their cash flows for the years then
ended in accordance with accounting principles generally accepted in the United States of America.

Moss Abans | o

Spokane, Washington
April 10, 2015



ALASKA POWER & TELEPHONE COMPANY

CONSOLIDATED BALANCE SHEETS

ASSETS

PROPERTY, PLANT, AND EQUIPMENT
Electric
Telecommunications
Nonutility

Less accumulated depreciation and amortization

Utility plant under construction

Total property, plant, and equipment

OTHER ASSETS
Investments
Goodwill, net of amortization
Rate stabilization asset
Other assets

Total other assets

CURRENT ASSETS
Cash and cash equivalents
Receivables, less allowance for doubtful accounts
of $35,484 in 2014 and $35,119 in 2013
Securities available for sale
Inventory and other current assets
Income tax refunds receivable

Total current assets

Total assets

December 31,

2014 2013
$ 104,611,930 $ 98,987,261
81,595,771 77,463,655
135,055 135,055
186,342,756 176,585,971
106,839,528 99,367,860
79,503,228 77,218,111
4,074,023 4,364,097
83,577,251 81,582,208
10,772,212 10,641,121
7,473,922 9,266,403
5,078,487 5,239,506
1,915,070 1,652,787
25,239,691 26,799,817
5,349,026 2,790,891
6,950,540 6,052,732
2,798 212,798
3,122,590 3,083,335
564,972 69,868
15,989,926 12,209,624

$ 124,806,868

$ 120,591,649




ALASKA POWER & TELEPHONE COMPANY
CONSOLIDATED BALANCE SHEETS

LIABILITIES AND STOCKHOLDERS' EQUITY

December 31,
2014 2013

STOCKHOLDERS' EQUITY
Common stock, $1 par value, 10,000,000 shares authorized
1,307,665 and 1,341,064 shares issued and outstanding
in 2014 and 2013, respectively $ 1,307,665 $ 1,341,064

Additional paid-in capital 4,254,297 5,159,738
Retained earnings 35,650,926 33,443,955
Accumulated other comprehensive loss (3,621,367) (3,764,182)
Total stockholders’ equity 37,591,521 36,180,575
LONG-TERM DEBT, less current portion
Goat Lake Hydro, Inc. note payable 10,183,333 11,050,000
Other long-term debt 44,840,384 43,851,092
Total long-term debt 55,023,717 54,901,092
FINANCE LEASES 628,414 -
INTEREST RATE SWAP 5,995,641 6,232,087
OTHER LIABILITIES AND DEFERRED CREDITS
Deferred income taxes 14,984,371 14,227,209
Other deferred credits 755,739 869,192
Total other liabilities and deferred credits 15,740,110 15,096,401
CURRENT LIABILITIES
Accounts payable and other accrued liabilities 4,466,542 3,841,897
Deferred income taxes 145,155 111,386
Current portion of finance leases 399,645 -
Current portion of long-term debt 4,816,123 4,228,211
Total current liabilities 9,827,465 8,181,494

Total liabilities and stockholders’ equity

See accompanying notes.

$ 124,806,868

$ 120,591,649




ALASKA POWER & TELEPHONE COMPANY
CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31,
2014 2013
REVENUE
Electric $ 19,613,847 20,256,346
Telecommunications 14,344,012 15,105,588
Other nonregulated 10,108,765 7,748,360
44,066,624 43,110,294
EXPENSES
Electric 12,569,941 14,030,788
Telecommunications 9,616,927 9,833,246
Other nonregulated 5,521,621 4,264,304
Operations and maintenance expense 27,708,489 28,128,338
Depreciation and amortization expense 6,867,409 7,858,912
34,575,898 35,987,250
Income from operations 9,490,726 7,123,044
OTHER INCOME (EXPENSE)
Loss from asset impairment - (2,334,160)
Gain from disposal of assets 201 3,571
Dividend income 455,340 566,024
Amortization of goodwill (1,792,481) -
Miscellaneous (24,438) 33,471
Total other income (1,361,378) (1,731,094)
Interest income 4,043 3,296
Interest expense (3,959,014) (3,601,573)
Net interest expense (3,954,971) (3,598,277)
Income before income taxes 4,174,377 1,793,673
Provision for income taxes (1,393,007) (403,861)
Net income $ 2,781,370 $ 1,389,812
Basic and diluted earnings per share $ 2.10 $ 1.04
Weighted-average basic and diluted shares outstanding 1,324,625 1,341,585

5 See accompanying notes.




ALASKA POWER & TELEPHONE COMPANY
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Net income

Other comprehensive income before tax
Gain from fair value adjustment to interest rate swap

Income tax expense related to fair value adjustment
to interest rate swap liability

Comprehensive income

See accompanying notes.

Years Ended December 31,

2014 2013

$ 2,781,370 $ 1,389,812

236,446 2,541,557
(93,631) (1,006,457)

$ 2,924,185 $ 2,924,912
6




ALASKA POWER & TELEPHONE COMPANY

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Balance at December 31, 2012
Net income
Sale of common stock
Repurchase of common stock

Fair value adjustment to interest
rate swap, net of tax

Dividends paid to shareholders
Balance at December 31, 2013

Net income

Sale of common stock

Repurchase of common stock

Fair value adjustment to interest
rate swap, net of tax

Dividends paid to shareholders

Balance at December 31, 2014

Accumulated
Additional Other
Common Paid-In Retained Comprehensive

Stock Capital Earnings Loss Total
$ 1342104 $ 5187913 $ 32,616,615 $ (5299,282) $ 33,847,350
- - 1,389,812 - 1,389,812
21,634 586,271 - - 607,905
(22,674) (614,446) - - (637,120)
- - - 1,535,100 1,535,100
- - (562,472) - (562,472)
1,341,064 5,159,738 33,443,955 (3,764,182) 36,180,575
- - 2,781,370 - 2,781,370
22,099 599,095 - - 621,194
(55,498) (1,504,536) - - (1,560,034)
- - - 142,815 142,815
- - (574,399) - (574,399)
$ 1307665 $ 4254297 $ 35650926 $ (3,621,367) $ 37,591,521

See accompanying notes.




ALASKA POWER & TELEPHONE COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash
from operating activities
Depreciation and amortization
Asset impairment
(Gain) loss from disposal of assets
Noncash patronage dividends
Deferred income tax benefit (provision)
Accretion of rate stabilization asset
Changes in assets and liabilities
Receivables
Income taxes
Other assets and liabilities

Net cash from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Acquisitions of property, plant, and equipment, net
Reimbursable construction projects

Investment in affiliate

Proceeds from sale of available for sale securities
Acquisition by purchase of assets

Net cash from investing activities

Years Ended December 31,
2014 2013
$ 2,781,370 $ 1,389,812
8,731,503 7,858,912
- 2,334,160
(201) (3,571)
(129,117) (135,250)
663,531 (340,577)
161,019 146,324
(824,400) (570,848)
(495,104) (541,653)
(237,087) 1,312,990
10,651,514 11,450,299
(4,903,185) (7,424,443)
- (486,331)
(1,974) (64,333)
210,000 -
(2,400,177) -
(7,095,336) (7,975,107)




ALASKA POWER & TELEPHONE COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from long-term debt

Payments on long-term debt

Payments on finance leases

Proceeds from sale of common stock

Repurchase of common stock

Dividends

Net cash from financing activities

NET CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of the year

CASH AND CASH EQUIVALENTS, end of the year
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for
Interest expense

Income taxes

NONCASH INVESTING AND FINANCING ACTIVITIES
Unrealized gain on interest rate swap, net of tax

Acquisition of equipment from finance leases

Net assets acquired
Working capital adjustment

Net cash paid

Years Ended December 31,

2014 2013
$ 5,018,265 $ -
(4,307,728) (3,371,441)
(195,341) -
621,194 607,905
(1,560,034) (637,120)
(574,399) (421,660)
(998,043) (3,822,316)
2,558,135 (347,124)
2,790,891 3,138,015
5,349,026 $ 2,790,891
3,927,763 $ 3,583,271
1,075,000 $ 1,147,486
142,815 $ 1,535,100
1,223,400 $ -
2,935,632 $ -
(535,455) -
2,400,177 $ -

See accompanying notes.




ALASKA POWER & TELEPHONE COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - The Company and Summary of Significant Accounting Policies

Description of entity - Alaska Power & Telephone Company and its subsidiaries (AP&T or Company)
supply electric and telephone service to several communities in the state of Alaska. AP&T is subject to
regulation by the Regulatory Commission of Alaska (RCA), the Federal Communications Commission
(FCC), and the Federal Energy Regulatory Commission (Commissions) with respect to rates for service
and maintenance of its accounting records. AP&T’s accounting policies conform to accounting principles
generally accepted in the United States of America as applied to regulated public utilities and are in
accordance with the accounting requirements and rate-making practices of the Commissions.

Consolidation - The accompanying consolidated financial statements include the accounts of AP&T and
its wholly-owned energy subsidiaries, Alaska Power Company, BBL Hydro, Inc., and Goat Lake Hydro,
Inc; its wholly-owned telecommunications subsidiaries, Alaska Telephone Company, AP&T Long
Distance, Inc., AP&T Wireless, Inc., Bettles Telephone, Inc, and North Country Telephone, Inc. All
material intercompany balances and transactions have been eliminated in consolidation.

Business combinations - The Company applies authoritative guidance on accounting for business
combinations. The guidance establishes principles and requirements for determining how an enterprise
recognizes and measures the fair value of acquired assets and assumed liabilities acquired in a business
combination, including noncontrolling interests, contingent consideration, and certain acquired
contingent liabilities. The guidance also requires acquisition-related transaction and restructuring costs
be expensed as incurred rather than capitalized as a component of the business combination.

Accounting estimates - The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Significant estimates include depreciation, interstate access
revenue settlements, the fair value of goodwill, the fair value of the interest rate swap, unbilled revenue,
and deferred income taxes. Actual results could differ from those estimates.

Cash and cash equivalents - All highly liquid investments with original maturities of 90 days or less
are carried at cost plus accrued interest, which approximates fair value, and are considered to be cash
equivalents. All other investments not considered to be cash equivalents are separately categorized as
investments or securities available for sale.

Concentration of risks - At various times throughout the year, the cash balances deposited in local
institutions exceed federally insured limits. A possible loss exists for those amounts in excess of the
federally insured limits. AP&T minimizes this risk by utilizing numerous financial institutions for
deposits of cash funds.

10




ALASKA POWER & TELEPHONE COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - The Company and Summary of Significant Accounting Policies (continued)

Comprehensive income - Accounting principles require that recognized revenues, expenses, gains, and
losses be included in net income. In addition, certain changes in assets and liabilities, such as unrealized
gains and losses on available for sale securities and changes in the fair market value of interest rate
swaps, are reported as a separate component of equity. These items, along with net income, are
components of comprehensive income, which is reported in a separate consolidated statement of
comprehensive income.

Valuation of accounts receivable - Accounts receivable are stated at the amount management expects
to collect on outstanding balances. AP&T reviews the collectability of accounts receivable annually based
upon an analysis of outstanding receivables, historical collection information, and existing economic
conditions. Receivables from power and telecommunications subscribers are due 30 days after issuance
of the subscriber bill. Receivables from other customers are typically outstanding 30 to 60 days before
payment is received. Management provides for probable uncollectible amounts through a charge to
earnings and a credit to a valuation allowance based on its assessment of the current status of individual
accounts. Balances that are still outstanding after management has used reasonable collection efforts
are written off through a charge to the valuation allowance and a credit to accounts receivable.
Management believes it has established adequate reserves for any risk associated with these
receivables.

Securities available for sale - Securities not classified as held to maturity or trading are classified as
available for sale. Available for sale securities are stated at fair value with any material unrealized gains
and losses, net of deferred taxes, reported as a separate component of stockholders’ equity. Unrealized
gains and losses were not material in 2014 or 2013. Quoted prices in active markets are available for all
of the Company’s securities available for sale.

Fuel, supplies, and other inventory - Fuel, supplies, and other inventory are valued at the lower of
average cost or market. Cost is determined on a first-in, first-out basis. The supplies and other inventory
are primarily held for use in construction projects including repairs and maintenance of AP&T’s delivery
systems.

Property, plant, equipment, and depreciation - Property, plant, and equipment are stated at cost.
Regulated plant includes assets that are jointly used for regulated and nonregulated activities. The cost
of additions to and replacements of property, plant, and equipment are capitalized. This cost includes
direct material, labor, and similar items and charges for such indirect costs as engineering, supervision,
payroll taxes, and pension benefits. AP&T capitalizes, as an additional cost of utility plant, an allowance
for funds used during construction (AFUDC), which represents the allowed cost of capital used to
finance a portion of construction work in progress for projects of more than one year in duration.
AFUDC consists of debt and equity components that, when capitalized, are credited as noncash items to
other income and interest charges. There was no AFUDC recorded in 2014 or 2013.

11




ALASKA POWER & TELEPHONE COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - The Company and Summary of Significant Accounting Policies (continued)

Property, plant, equipment, and depreciation (continued) - The cost of current repairs and
maintenance is charged to expense, while the cost of betterment is capitalized. The original cost of
property, plant, and equipment together with removal cost, less salvage, is charged to accumulated
depreciation at such times as assets are retired and removed from service. For financial statement
purposes, depreciation is computed on the straight-line method using rates based on average service
lives. For income tax purposes, AP&T computes depreciation using accelerated methods where
permitted.

Leased assets - Where substantially all of the risks and rewards incidental to ownership of a leased
asset have been transferred to the Company (finance lease), the asset is treated as if it had been
purchased outright. The amount initially recognized as an asset is the lower of the fair value of the
leased property and the present value of the minimum lease payments payable over the term of the
lease. The corresponding lease commitment is shown as a liability. Lease payments are analyzed
between capital and interest. The interest element is charged to the consolidated statement of income
over the period of the lease and is calculated so that it represents a constant proportion of the lease
liability. The capital element reduces the balance owed to the lessor.

Where substantially all of the risks and rewards incidental to ownership are not transferred to the
Company (an operating lease), the total rentals payable under the lease are charged to the consolidated
statement of income on a straight-line basis over the lease term. The aggregate benefit of lease
incentives is recognized as a reduction of the rental expense over the lease term on a straight-line basis.

Goodwill - In 1999, AP&T purchased certain telecommunications properties of GTE Alaska and in 1995
through 1997 purchased the power assets of three service areas in Alaska from existing power
providers. The excess of the purchase price over the assets acquired has been recorded as goodwill in
the amount of $8,550,741 for the telecommunications properties and $715,662 for the power
properties. AP&T adopted Accounting Standards Update (ASU) 2014-02, Intangibles - Goodwill and
Other (Topic 350) - Accounting for Goodwill, for the year ended December 31, 2014. Under this guidance,
goodwill is tested for impairment by management when a triggering event occurs that indicates the fair
value of the reporting unit is less than its carrying amount. In addition, under this standard,
management has elected to amortize goodwill on a straight-line basis over a period of five years for
goodwill related to telecommunications properties and ten years for goodwill related to power
properties. Management has reviewed events and circumstances that may be considered a triggering
event, and determined no such event occurred during 2014. Total amortization expense related to
goodwill for the years ended December 31, 2014 and 2013, was $1,792,481.

Goodwill is included in other assets on the consolidated balance sheets. As of December 31, 2014, the

carrying amount of goodwill was $7,473,922, which included accumulated amortization of $1,792,481.
As of December 31 2013, the carrying amount of goodwill was $9,266,403.

12




ALASKA POWER & TELEPHONE COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - The Company and Summary of Significant Accounting Policies (continued)

Preliminary survey and investigation costs - AP&T defers costs incurred for the preliminary survey
and investigation of proposed construction projects in accordance with the rules of the Commissions.
These deferred costs are capitalized into utility plant when the preliminary survey and investigation
projects are completed or are charged to expense in the period that a proposed project is abandoned.

Income taxes - Deferred taxes are provided on an asset and liability method whereby deferred tax
assets are recognized for deductible temporary differences and deferred tax liabilities are recognized for
taxable temporary differences. Temporary differences are the differences between the reported
amounts of assets and liabilities and their tax basis. Deferred tax assets relate primarily to asset
impairment deductions on the books. Deferred tax liabilities relate primarily to the use of accelerated
depreciation for income tax purposes. Deferred tax assets are reduced by a valuation allowance when, in
the opinion of management, it is more likely than not that some portion or all of the deferred tax assets
will not be realized. Deferred tax assets and liabilities are adjusted for the effects of changes in tax laws
and rates on the date of enactment.

The Company records uncertain tax positions if the likelihood the position will be sustained upon
examination is less than 50%. As of December 31, 2014 and 2013, the Company had no accrued amounts
related to uncertain tax positions. The Company is no longer subject to U.S. federal or state and local
income tax examinations by tax authorities for years before 2011.

Other deferred credits — Other deferred credits consist of customer advances for construction, grant
funded projects, and other deferred revenue. Customer advances for construction of additions to the
electric distribution systems are recorded as a liability and are amortized through discounted service
billings to the customer over a 60-month period. At the end of the amortization period, any remaining
balance is recorded as a reduction of the respective utility plant accounts. Customer advances for
construction were $492,929 and $539,521 at December 31, 2014 and 2013, respectively.

Revenue recognition - Electric - AP&T utilizes cycle billing and records revenue billed to its
customers when the meters are read each month. In addition, AP&T recognizes unbilled revenue from
electric power delivered, but not yet billed.

Revenue recognition - Telecommunications - AP&T’s local wireline rates and access revenues
(revenues earned for originating and terminating long distance calls) are determined by rates approved
by regulators. Other sources of revenues, such as Internet, equipment sales, wireless, and long distance
resale are not rate regulated. Pending and future regulatory actions may have a significant impact on
AP&T’s future operations and financial condition.

Monthly service fees derived from local wireline, data services, and wireless are billed one month in
advance, but recognized in the month that service is provided.

13




ALASKA POWER & TELEPHONE COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - The Company and Summary of Significant Accounting Policies (continued)

Revenue recognition - Telecommunications (continued) - Usage sensitive revenues such as long
distance and other wireless services are generally billed as a per-minute charge.

AP&T also receives significant universal service support revenue based on the higher costs of providing
rural telecommunications service. These revenues are included in interstate access revenues and are
based on AP&T'’s relative level of operating expense and plant investment. The interstate program is
governed by the FCC and administered by the Universal Service Administrative Company (USAC).

Telecommunications operating revenues include settlements based on AP&T’s participation in the
interstate revenue pools administered by the National Exchange Carrier Association (NECA) and
regulated by the FCC. These revenues are determined by annually prepared separations and interstate
access cost studies. Revenues for the current year are based on estimates prior to the submission of the
cost study reporting actual results of operations. Additionally, the studies are subject to a 24-month pool
adjustment period and final review and acceptance by the pool administrators. There was an
insignificant revenue impact for 2014 and 2013 for adjustments related to prior year differences
between the recorded estimates and actual revenues. Management does not anticipate significant
adjustments to recorded revenues for the years ended December 31, 2014 and 2013.

Additionally, telecommunications operating revenues include revenues received from intrastate
revenue pools administrated by the Alaska Exchange Carriers Association that are based on AP&T’s
relative cost of providing intrastate access service. These revenues are based on projections submitted
periodically and intrastate access cost studies that are submitted every two years. Management does not
anticipate significant adjustments to recorded revenues for the years ended December 31, 2014 or 2013.

Earnings per share - AP&T has calculated its basic earnings per share based on the weighted-average
number of shares of common stock outstanding. Diluted earnings per share reflect the impact of the
dilution caused by outstanding stock options using the treasury stock method. There was no dilutive
effect of any outstanding stock options in 2014 or 2013. Weighted-average shares outstanding for
purposes of calculating basic and diluted earnings per share were 1,324,625 in 2014 and 1,341,585 in
2013.

Taxes imposed by governmental authorities - The Company’s customers are subject to taxes
assessed by various governmental authorities on many different types of revenue transactions with the
Company. These specific taxes are charged to and collected from the Company’s customers and
subsequently remitted to the appropriate taxing authority. The taxes are accounted for on a net basis
and excluded from revenues.

Advertising costs - AP&T expenses advertising costs as incurred. Advertising expenses during the
years ended December 31, 2014 and 2013, were $134,537 and $126,632, respectively.

14




ALASKA POWER & TELEPHONE COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - The Company and Summary of Significant Accounting Policies (continued)

Fair value measurements - Fair value represents the price that would be received to sell an asset or
transfer a liability in an orderly transaction between market participants at the measurement date. The
Company follows the following fair value hierarchy, which requires an entity to maximize the use of
observable inputs and minimize the use of unobservable inputs when measuring fair value:

Level 1  Quoted prices in active markets for identical assets or liabilities.

Level 2  Observable inputs other than Level 1 prices, such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are observable
or can be corroborated by observable market data for substantially the full term of the
assets.

Level 3  Unobservable inputs that are supported by little or no market activity and that are
significant to the fair value of the assets or liabilities.

The fair value measurement guidance is applicable to the Company in the following areas:

e Goodwill impairment testing
e Securities available for sale
e Interest rate swaps

The Company’s investment in securities available for sale and interest rate swaps are classified as
Level 1 in the above hierarchy at December 31, 2014 and 2013.

The following methods were used to estimate the fair value of all other financial instruments recognized
in the accompanying balance sheets:

Cash and cash equivalents - The carrying amounts approximate fair value because of the short
maturity of those instruments.

Long-term debt - The fair value of AP&T’s long-term debt is estimated by discounting the future cash
flows of the various instruments at rates currently available to AP&T for similar debt instruments of
comparable maturities.

The carrying amount of long-term debt approximates the estimated fair value at December 31, 2014 and

2013, due to the low interest rate environment and the current rates for AP&T’s long-term debt
obligations.

15




ALASKA POWER & TELEPHONE COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - The Company and Summary of Significant Accounting Policies (continued)

Subsequent events - Subsequent events are events or transactions that occur after the balance sheet
date but before the financial statements are available to be issued. The Company recognizes in the
financial statements the effects of all subsequent events that provide additional evidence about
conditions that existed at the date of the balance sheet, including the estimates inherent in the process of
preparing the financial statements. The Company’s financial statements do not recognize subsequent
events that provide evidence about conditions that did not exist at the date of the balance sheet but
arose after the balance sheet date and before the financial statements are available to be issued.

The Company has evaluated subsequent events through April 10, 2015, which is the date the financial
statements were available to be issued.

Note 2 - Rate Stabilization Asset

The Company defers certain costs that would otherwise be charged to expense, if it is probable future
rates will permit the recovery of such costs. In September 2000, the Company received approval from
the Commissions to defer the billing of a portion of the allowable annual costs as defined by the power
sales agreement in place between Alaska Power Company and Goat Lake Hydro. Such amounts are
deferred as a regulatory asset and will be billed in future years when the Company’s allowable annual
costs decline below certain levels. Management projects the deferred amounts will be recovered
through additional billings through 2020.

Note 3 -Lease Agreements

Operating leases - AP&T leases a portion of its office space and a portion of its utility plant under
noncancellable leases. Rent expense on the noncancellable leases was $256,043 and $243,578 for 2014
and 2013, respectively. Certain leases include renewal provisions at AP&T’s option. Minimum rental
commitments under noncancellable operating leases are as follows:

2015 $ 218,503
2016 190,253
2017 174,583
2018 153,104
2019 79,551

Additional cancellable lease agreements have been secured for the use of the land for hydroelectric
operations. The term of the agreements extend for the life of the hydroelectric license of 50 years. Total
Company rent expense was $717,820 in 2014 and $699,515 in 2013.
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ALASKA POWER & TELEPHONE COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 3 -Lease Agreements (continued)

Finance leases - AP&T leases certain equipment under finance leases. The lease arrangements require
monthly payments through 2017.

AP&T has included these leases in property, plant, and equipment as follows:

2014
Telecommunications central office assets $ 1,223,400
Accumulated depreciation (10,289)
_$ 1213111

The following is a schedule by year of future minimum lease payments under the finance leases,
together with the present value of net minimum lease payments at year end 2014.

2015 $ 429,539
2016 429,539
2017 250,565
Total minimum lease payments 1,109,643
Less amount representing interest (81,584)
Present value of net minimum lease payments $ 1,028,059
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ALASKA POWER & TELEPHONE COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 4 - Property, Plant, and Equipment

Property, plant, and equipment consist of the following assets at December 31:

Depreciation
2014 2013 Rate
Electric
Hydroelectric 28,757,632 $ 26,573,965 2%
Other generation 19,641,679 19,103,246 4% to 8%
Transmission and distribution 40,604,362 38,265,704 2.5% to 4%
Other 14,357,872 13,877,105 2.5%to 20%
Land 821,068 821,068
Utility plant acquisition adjustment 429,317 346,173 6%
104,611,930 98,987,261
Telecommunications
General support assets 10,926,701 10,568,120 2.5% to 20%
Central office assets 29,399,291 27,128,212 8% to 14%
Cable and wire facilities 21,006,659 20,766,371 3to 6%
Nonregulated investment 19,926,483 18,664,315 10% to 20%
Land 336,637 336,637
81,595,771 77,463,655
Nonutility
Buildings 101,923 101,923 4%
Land 33,132 33,132
135,055 135,055

Total property, plant, and equipment $ 186,342,756 $ 176,585,971

Utility plant under construction includes all direct and indirect costs incurred during the construction of
projects that were not complete and in service at the balance sheet date. The balance also includes
approximately $2.5 million in construction costs related to Soule River Hydro, LLC (SRH). SRH is a
project company formed to construct a hydroelectric facility on the Soule River in Alaska that was not
operational as of December 31, 2014.
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Note 5 - Investments

AP&T'’s investments consist of the following at December 31:

2014 2013
Investment in CoBank $ 4,156,876 $ 4,025,785
Investment in Ketchikan Electric Company, LLC 600,000 600,000
Investment in Hydro West Holdings, Inc. 5,346,000 5,346,000
Investment in Haida Energy, Inc. 609,336 609,336
Other 60,000 60,000
$ 10,772,212 $ 10,641,121

CoBank - CoBank is organized similar to a cooperative and is owned by the customers it serves. As such,
a portion of CoBank’s earnings is returned to its customers based on their patronage with the bank. This
investment is recorded on the cost method. Dividend income was reported in the amounts of $516,469
and $541,002 for 2014 and 2013, respectively, related to these earnings.

Ketchikan Electric Company LLC - AP&T owns a 50% share of Ketchikan Electric Company LLC (KEC)
and accounts for the investment using the equity method. The principal purpose and business of KEC is
to construct, own, operate, and manage a hydroelectric power system in the Ketchikan Gateway
Borough. The investment represents capital contributions to KEC, as the Company is still in the
development stage. There was no activity in 2014 or 2013.

Hydro West Holdings, Inc. - Hydro West Holdings, Inc. (Holdings) is a domestic holding company that
owns interest in hydroelectric projects in Central America. The Company’s investment consists of 7.6
million shares of nonvoting preferred stock in Holdings. The common and voting stock of Holdings is
held by the individual stockholders of AP&T. The nonvoting preferred stock in Holdings entitles the
Company to receive cumulative dividends at a rate of 8% per annum beginning in August 2013 and
entitles the Company to distribution preference in the event of a liquidation.

The Company’s investment in the preferred stock of Holdings is accounted for using the cost method.
Management reviewed the carrying value of this investment by evaluating current events, future cash
flows, and other circumstances and determined the carrying value exceeded the fair value. As a result,
an impairment loss of $2,334,160 was recorded as other income in the accompanying statement of
income to adjust the investment in Holdings to estimated fair value at December 31, 2013. No additional
impairment loss was recorded at December 31, 2014.
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Note 6 - Long-Term Debt

The Company’s long-term debt consists of the following at December 31:

CoBank notes payable, secured by all assets of AP&T and
its subsidiaries, due in quarterly installments and based on
a 15-year amortization with a fixed interest rate of 4.47%.

CoBank notes payable, secured by all assets of AP&T and
its subsidiaries, due in quarterly installments and based on
a 10-year amortization with a variable interest rate of
2.89% at December 31, 2014. Interest rate swap agreement
below reduces exposure to interest rate fluctuations.

CoBank notes payable, secured by all assets of AP&T and
its subsidiaries, due in quarterly installments and based on
a 15-year amortization with a fixed interest rate of 4.35%.
Notes payable to state of Alaska, secured by certain electric

assets, with interest rates ranging from 0.00% to 5.45%,
maturing at various dates from 2019 through 2037.

Other term debt

Less current portion

2014 2013

$ 11,050,000 $ 11,916,667
41,084,708 44,298,010
4,916,667 -
2,777,506 2,889,752
10,959 24,874
59,839,840 59,129,303
(4,816,123) (4,228,211)

$ 55,023,717 $ 54,901,092

Annual maturities for the five years beginning January 1, 2015, are $4,252,118, $4,225,039, $4,523,411,
$4,841,509, and $5,188,421, respectively, and $36,809,342 thereafter.
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Note 6 - Long-Term Debt (continued)

The Company uses variable-rate debt to finance its operations and these debt obligations expose the
Company to variability in interest payments due to changes in interest rates. Management believes that
it is prudent to limit the variability of a portion of its interest payments as well as the uncertainty
associated with interest rates when its balloon payment with CoBank becomes due. To meet this
objective, management periodically considers interest rate swap agreements to manage fluctuations in
cash flows resulting from interest rate risk. These swaps change the variable-rate cash flow exposure on
the debt obligations to fixed cash flows. The Company does not enter into derivative instruments for
speculative purposes. Under the terms of the interest rate swaps, the Company receives variable interest
rate payments and makes fixed interest rate payments, thereby creating the equivalent of fixed-rate
debt. Changes in the fair value of interest rate swaps designated as hedging instruments that effectively
offset the variability of cash flows associated with variable-rate debt obligations are reported in
accumulated other comprehensive loss.

The Company has entered into an interest rate swap agreement on all of its variable rate long-term debt
with CoBank. The interest rate swap became effective in August 2013 and amortizes over an additional
ten-year term at 7.62% per annum. The fair value of the interest rate swap liability was $5,995,641 and
$6,232,087 at December 31, 2014 and 2013, respectively, and is classified within Level 2 of the valuation
hierarchy.

The loan agreements with CoBank contain provisions and restrictions pertaining to, among other things,
limitations on additional debt, and defined amounts related to the Company’s total debt to EBITDA,
equity to assets ratio, and debt service coverage ratio.

The Company has a $3 million line of credit established with CoBank. There were no outstanding
balances on the line of credit as of December 31, 2014 or 2013.

Note 7 - Income Taxes

The components of the consolidated provision for income taxes are as follows for the years ended
December 31:

2014 2013
Current $ 695,707 $ 744,438
Deferred 697,300 (340,577)

$ 1,393,007 $ 403,861
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Note 7 - Income Taxes (continued)

Total tax expense differs from that computed at the statutory federal income tax rate due to the

following:

Income tax provision at federal rate of 34%
State income taxes, net of federal benefit
Permanent items

Other

Provision for income taxes

The components of the deferred tax (assets) and liabilities as of December 31 are as follows:

Current deferred tax (asset) liability
Allowance for bad debt
Accrued employee benefits
Prepaid expenses

Net current deferred tax liability

Noncurrent deferred tax (asset) liability
Tax amortization and depreciation greater than book
Deferred revenues and expenses
Book vs. tax basis of investments
Fair value adjustment of interest rate swap liability

Net noncurrent deferred tax liability

2014 2013
$ 1,419,077 $ 609,898
233,872 100,515
(194,752) (157,974)
(65,190) (148,578)
$ 1,393,007 $ 403,861
2014 2013
$  (14052) $  (14,836)
(224,369) (237,783)
383,576 364,005
$ 145,155 $ 111,386
$ 17,222,336 $ 16,492,765
1,894,187 1,960,227
(1,757,878) (1,757,878)
(2,374,274) (2,467,905)
$ 14,984,371 $ 14,227,209
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Note 8 - Employee Stock Ownership Plan and Other Benefits

AP&T maintains an employee stock ownership plan (Plan). All employees expected to work at least
1,000 hours per year become eligible to participate in the Plan upon attaining the age of 18 and
completing three months of service. Participants may elect to contribute from 1% to 80% of their wages
to the Plan, subject to Internal Revenue Service maximums, which can be invested in the common stock
of AP&T or into other investment accounts.

The Company makes a defined matching contribution to each eligible participant’s account of 5% of the
participant’s wages payable in Company stock. The Company also makes a profit sharing contribution
where 1.52% of the prior year’s earnings before interest, taxes, depreciation, and amortization
(EBITDA) is paid out to the qualified Plan participants in cash.

The Plan provides that participants’ interests in employer-funded contributions become fully vested
after the completion of three years of service. The Plan defines a year of service as the completion of not
fewer than 1,000 hours of service within the calendar year.

In 2014, employer matching contributions and discretionary contributions were $472,014 and
$104,236, respectively. In 2013, employer matching contributions and profit sharing contributions were
$460,723 and $256,868, respectively.

Note 9 - Business Segment Information

AP&T'’s electric segment provides retail and wholesale electric service including both hydro electric and
diesel generation facilities in rural portions of Alaska. AP&T’s telecommunications segment provides
local telephone service also in rural areas of Alaska. AP&T’s reportable segments are strategic business
units managed separately due to their different operating and regulatory environments. The “other
nonregulated” category includes the parent company and segments below the quantitative threshold for
separate disclosure.

2014 Regulated Regulated Other

(all numbers in thousands) Electric Telecom Nonregulated  Consolidated
Operating revenue $ 19,614 $ 14,344 $ 10,109 $ 44,067
Depreciation and amortization 3,213 2,656 998 6,867
Operating income 3,830 2,071 3,590 9,491
Interest expense 653 - 3,306 3,959
Interest income - - 4 4
Total fixed assets 104,612 61,669 20,062 186,343
Capital expenditure 2,013 1,700 1,190 4,903
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Note 9 - Business Segment Information (continued)

2013 Regulated Regulated Other

(all numbers in thousands) Electric Telecom Nonregulated  Consolidated
Operating revenue $ 20,256 $ 15,106 $ 7,748 $ 43,110
Depreciation and amortization 3,130 3,803 926 7,859
Operating income 3,096 1,469 2,558 7,123
Interest expense 583 - 3,019 3,602
Interest income - - 3 3
Total fixed assets 98,987 58,799 18,800 176,586
Capital expenditure 2,034 1,465 3,925 7,424

Note 10 - Other Assets

Other assets consist of the following at December 31:

2014 2013
Deferred loan origination fees $ 620,643 $ 692,256
Miscellaneous regulatory assets - power 835,902 505,060
Other 458,525 455,471

$ 1,915,070 $ 1,652,787

The deferred loan origination fees are related to the note payable to CoBank and are being amortized on
a straight-line basis over the ten-year life of the note.
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Note 11 - Asset Acquisition

Effective, August 22, 2014, the Company acquired certain assets of Gustavus Electric, Inc. (GEI) through
an asset purchase agreement. The purpose of the acquisition was to provide the Company with
additional power production and distribution facilities and to continue to operate the Fall Creek
Hydroelectric Facility, which is an electrical generational utility that provides electric services to
customers in the Gustavus, Alaska, area. The total consideration transferred was $2,935,632, which
consisted of the following:

Consideration
Transferred to
Prior Owners

Cash paid to prior owners $ 2,400,177
Working capital adjustment 535,455
Total consideration transferred $ 2,935,632

The transaction was accounted for as a business combination in accordance with Accounting Standards
Codification 805, Business Combinations, which requires the basis of the assets acquired and liabilities
assumed to be recorded at their respective fair values at the acquisition date with certain exceptions.
The fair value determination of assets and liabilities recorded are those of management.

The following table summarizes the estimated fair values of the net assets acquired:

Accounts receivable $ 73,408
Fuel, supplies, and other inventory 3,943
Electric plant under construction 2,963,042

Total identifiable assets 3,040,393
Customer advances for construction 50,042
Customer deposits and advance billings 4,719
Accrued taxes and expenses 50,000
Total identifiable liabilities 104,761

Net assets acquired $ 2,935,632
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