Management’s Discussion and Analysis of Financial Condition and Results of Operations

substantial completion of federal and state tax audits, U.S. Cellular has
reclassified $51 million from other deferred liabilities and credits to other
current liabilities.

Contingencies, Indemnities and Commitments

Contingent obligations, including indemnities, litigation and other possible
commitments are accounted for in accordance with SFAF No. 5, “Accounting
for Contingencies,” which require that an estimated loss be recorded if it is
probable that an asset has been impaired or a liability has been incurred at
the date of the financial statements and the amount of the loss can be
reasonably estimated. Accordingly, those contingencies that are deemed to
be probable and where the amount of such settlement is reasonably
estimable are accrued in the financial statements. If only a range of loss can
be determined, the best estimate within that range is accrued; if none of the
estimates within that range is better than another, the low end of the range
is accrued. Disclosure of a contingency is required if there is at least a
reasonable possibility that a loss has been incurred, even if the amount is
not estimable. The assessment of contingencies is a highly subjective process
that requires judgments about future events. Contingencies are reviewed at
least quarterly to determine the adequacy of the accruals and related finan-
cial statement disclosure. The ultimate settlement of contingencies may differ
materially from amounts accrued in the financial statements.

Certain Relationships and Related Transactions

In August 2002, U.S. Cellular entered into a loan agreement with TDS under
which it borrowed $105 million, which was used for the Chicago market
purchase. The loan had an annual interest rate of 8.1%, payable quarterly,
and was due in August 2008, with prepayments optional. U.S. Cellular's
Board of Directors, including independent directors, approved the terms of
this loan and determined that such terms were fair to U.S. Cellular and all of
its shareholders. In February 2004, U.S. Cellular repaid this note.

U.S. Cellular is billed for all services it receives from TDS, pursuant to the
terms of various agreements between U.S. Cellular and TDS. The majority of
these billings are included in U.S. Cellular’s selling, general and administra-
tive expenses. Some of these agreements were established at a time prior
to U.S. Cellular's initial public offering when TDS owned more than 90% of
U.S. Cellular's outstanding capital stock and may not reflect terms that would
be obtainable from an unrelated third party through arm's-length negotia-
tions. The principal arrangements that affect U.S. Cellular's operations are
described in Item 13 of U.S. Cellular's Annual Report on Form 10-K for the
year ended December 31, 2004. Management believes the method TDS uses
to allocate common expenses is reasonable and that all expenses and costs
applicable to U.S. Cellular are reflected in U.S. Cellular's financial statements.

The following persons are partners of Sidley Austin Brown & Wood LLP, the
principal law firm of U.S. Cellular and its subsidiaries: Walter C.D. Carlson,

a director of U.S. Cellular, a director and non-executive Chairman of the
Board of Directors of TDS and a trustee and beneficiary of a voting trust
that controls TDS; William S. DeCarlo, the General Counsel of TDS and an
Assistant Secretary of TDS and certain subsidiaries of TDS; and Stephen P.
Fitzell, the General Counsel and/or an Assistant Secretary of U.S. Cellular and
certain other subsidiaries of TDS. Walter C.D. Carlson does not provide legal
services to TDS, U.S. Cellular or their subsidiaries.

Private Securities Litigation Reform Act of 1995:

Safe Harbor Cautionary Statement

This Management'’s Discussion and Analysis of Results of Operations and
Financial Condition and other sections of this Annual Report to Shareholders
contain statements that are not based on historical fact, including the words
“believes,” "anticipates,” “intends,” “expects” and similar words. These
statements constitute “forward-looking statements” within the meaning of
the Private Securities Litigation Reform Act of 1995. Such forward-looking
statements involve known and unknown risks, uncertainties and other
factors that may cause actual results, events or developments to be signifi-
cantly different from any future results, events or developments expressed or
implied by such forward-looking statements. Such factors include, but are
not limited to, the following risks:

"o

e Increases in the level of competition in the markets in which
U.S. Cellular operates could adversely affect its revenues or increase
its costs to compete.

e Consolidation in the wireless industry may create stronger competi-
tors both operationally and financially which could adversely affect
U.S. Cellular’s revenues and increase its costs to compete.

e Advances or changes in telecommunications technology could render
certain technologies used by U.S. Cellular obsolete, could reduce its
revenues or could increase its cost of doing business.

e Changes in the telecommunications requlatory environment, or a
failure to timely or fully comply with any regulatory requirements,
such as wireless number portability and E-911 services, could
adversely affect U.S. Cellular’s financial condition, results of opera-
tions or ability to do business.

e Changes in U.S. Cellular’s enterprise value, changes in the supply or
demand of the market for wireless licenses, adverse developments in
U.S. Cellular’s business or the wireless industry and/or other factors
could require U.S. Cellular to recognize impairments in the carrying
value of U.S. Cellular’s investment in licenses, goodwill and/or
physical assets.

e Farly redemptions of debt or repurchases of debt, changes in prepaid
forward contracts, operating leases, purchase obligations or other
factors or developments could cause the amounts reported under
Contractual Obligations in this Management's Discussion and Analysis
to be different from the amounts actually incurred.

e Changes in accounting standards or U.S. Cellular’s accounting
policies, estimates and/or the assumptions underlying the accounting
estimates, including those described under Application of Critical
Accounting Policies and Estimates, could have an adverse effect on
its financial condition and results of operations.

e Settlements, judgments, restraints on its current or future manner of
doing business and/or legal costs resulting from pending or future
litigation could have an adverse effect on U.S. Cellular’s financial
condition, results of operations or ability to do business.

e Costs, integration problems or other factors associated with acquisi-
tions/divestitures of properties and/or licenses could have an adverse
effect on U.S. Cellular’s financial condition or results of operations.
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