
United States Cellular Corporation (“U.S. Cellular”) owns, operates and
invests in wireless markets throughout the United States. U.S. Cellular is an
82.0%-owned subsidiary of Telephone and Data Systems, Inc. (“TDS”).

The following discussion and analysis should be read in conjunction with
U.S. Cellular’s audited consolidated financial statements and footnotes
included herein and the description of U.S. Cellular’s business included in
Item 1 in the U.S. Cellular Annual Report on Form 10-K for the year ended
December 31, 2004.

U.S. Cellular owned, or had the right to acquire pursuant to certain agree-
ments, either majority or minority interests in 151 cellular markets and 69
personal communication service markets at December 31, 2004. A summary
of the number of markets U.S. Cellular owns or has rights to acquire as of
December 31, 2004 follows:

Number of Markets

Consolidated markets(1) 175
Consolidated markets to be acquired pursuant to existing agreements(2) 21
Minority interests accounted for using equity method(3) 19
Minority interests accounted for using cost method(4) 5

Total markets to be owned after completion of pending transactions 220

(1) U.S. Cellular owns a controlling interest in each of these markets.

(2) U.S. Cellular owns rights to acquire controlling interests in 21 additional wireless licenses,
20 of which result from an acquisition agreement with AT&T Wireless, now Cingular, which
closed in August 2003. U.S. Cellular has up to five years from the transaction closing date to
exercise its rights to acquire the licenses. In a separate agreement, U.S. Cellular agreed to
purchase a controlling interest in one license from Cingular.

(3) Represents licenses in which U.S. Cellular owns an interest that is not a controlling financial
interest and which are accounted for using the equity method.

(4) Represents licenses in which U.S. Cellular owns an interest that is not a controlling financial
interest and which are accounted for using the cost method.

The following is a summary of certain selected information from the com-
plete management discussion that follows the overview and does not
contain all of the information that may be important. You should carefully
read this entire Management’s Discussion and Analysis of Results of
Operations and Financial Condition and not rely solely on the overview.

U.S. Cellular positions itself as a regional operator, focusing its efforts on
providing wireless service to customers in the geographic areas where it has
licenses to provide such service. U.S. Cellular differentiates itself from its
competitors through a customer satisfaction strategy, reflecting a customer
service focus and a high-quality wireless network.

Recent Acquisitions, Exchanges and Divestitures
U.S. Cellular’s business development strategy is to purchase controlling
interests in wireless licenses in areas adjacent to or in proximity to its other
wireless licenses, thereby building contiguous operating market areas. Its
largest contiguous service area is in the Midwest/Southwest, where it serves
3.0 million customers and has licenses covering a total population of more
than 31 million. U.S. Cellular’s operating strategy is to strengthen the 
geographic areas where it can continue to build long-term operating 
synergies and to exit those areas where it does not have opportunities to
build such synergies. U.S. Cellular’s most recently completed transactions 
are summarized below.

• Carroll Wireless, L.P. (”Carroll Wireless”), an entity in which U.S. Cellular is
a limited partner, was a successful bidder for 17 licensed areas in the
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auction of wireless spectrum designated by the FCC as Auction 58, which
ended on February 15, 2005. These 17 licensed areas cover portions of 
11 states and are in markets which are either adjacent to or overlap
current U.S. Cellular licensed areas.

• On December 20, 2004, U.S. Cellular completed the sale of the Daytona
Beach, Florida 20 megahertz C block personal communication service
license to MetroPCS California/Florida, Inc. (“MetroPCS”) for $8.5 million.

• On November 30, 2004, U.S. Cellular completed the sale of certain wire-
less properties to ALLTEL Communications, Inc. (“ALLTEL”) for $80.2 million
in cash, subject to a working capital adjustment. The properties sold
included two consolidated operating markets and five minority interests.

• On February 18, 2004, U.S. Cellular completed the sale of certain wireless
properties in southern Texas to AT&T Wireless Services, Inc. (“AT&T
Wireless”), now a subsidiary of Cingular Wireless LLC (“Cingular”), for
$96.5 million in cash.

• On August 1, 2003, U.S. Cellular completed the transfer of properties to
AT&T Wireless and the assignments to it by AT&T Wireless of a portion of
the wireless licenses covered by the agreement with AT&T Wireless. On
the initial closing date, U.S. Cellular transferred wireless assets and cus-
tomers in 10 markets in Florida and Georgia to AT&T Wireless. In return,
U.S. Cellular received approximately $34 million in cash and minority
interests in six wireless markets in which it owns a controlling interest.

In addition to the cash and minority interests, U.S. Cellular will have
received a total of 36 wireless licenses in 13 states when the transaction
is fully consummated. U.S. Cellular has deferred the assignment and
development of 21 of these licenses it has the right to acquire from AT&T
Wireless for up to five years from August 1, 2003.

U.S. Cellular launched service in Lincoln, Nebraska; Oklahoma City,
Oklahoma; and Portland, Maine in 2004. Licenses for these markets were
acquired as part of the 2003 transaction with AT&T Wireless.

• On August 7, 2002, U.S. Cellular completed the acquisition of the
“Chicago market,” a 20 megahertz license in the Chicago major trading
area (excluding Kenosha County, Wisconsin) for $617.8 million.

Operating Results
U.S. Cellular’s operating income increased 49% in 2004 and decreased 58%
in 2003. The increase in 2004 primarily reflected increased revenues and
gains on assets held for sale and the absence of losses on impairments and
assets held for sale compared to 2003. The increase in 2004 was offset by
increased expenses related to the launch of new markets, decreased operat-
ing income due to divestitures of markets, increased equipment subsidies
and increased depreciation expense. The decrease in 2003 is primarily due to
expenses related to the increased costs of acquiring, serving and retaining
U.S. Cellular’s customers, the ongoing development of the Chicago market,
losses on assets held for sale related to the exchange and sale transactions
entered into with AT&T Wireless and loss on impairment of intangible assets.
Operating income margins (as a percent of service revenues) were 6.7% in
2004, 4.9% in 2003 and 13.4% in 2002.

Although operating margins improved in 2004, U.S. Cellular anticipates that
there will be continued pressure on its operating income and margins in the
next few years related to the following factors:

• costs of customer acquisition and retention;

• competition;
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• increased customer use of its services;

• launching service in new areas;

• reduced inbound roaming revenues; and

• continued enhancements to its wireless network.

The effects of these factors are expected to be mitigated to some extent by
the following factors:

• reduced customer usage costs per minute and outbound roaming costs 
per minute; and 

• expansion of revenues from data-related services and newly 
launched markets.

In the exchange and divestiture transactions discussed previously, U.S. Cellular
has divested operations that were generating revenues, cash flows from
operations and operating income; however, a significant portion of such
revenues, cash flows from operations and operating income was attributable
to inbound roaming traffic and was not primarily generated by U.S. Cellular’s
customers in those markets. In exchange, U.S. Cellular received cash and
received or will receive licenses that will be in a development phase for
several years. U.S. Cellular uses cash proceeds from these transactions to
help defray costs related to building out new markets. U.S. Cellular antici-
pates that it may require debt or equity financing over the next few years for
capital expenditures, for the development of new markets and to further its
growth in recently launched markets. However, U.S. Cellular has substantial
borrowing capacity available under its revolving credit agreement to meet
those needs.

Financing Initiatives
U.S. Cellular had cash and cash equivalents totaling $40.9 million and
$669.8 million of availability under its revolving credit facilities as of
December 31, 2004. U.S. Cellular is also generating substantial cash flows
from operations. Cash flows from operating activities totaled $518.4 million
in 2004, $621.7 million in 2003 and $620.1 million in 2002. In addition,
U.S. Cellular has access to public and private capital markets to help meet
its long-term financing needs. Management believes that cash on hand,
expected future cash flows from operations and existing sources of external
financing provide substantial financial flexibility and are sufficient to 
permit U.S. Cellular to finance its contractual obligations and anticipated
capital expenditures.

U.S. Cellular is committed to maintaining a strong Balance Sheet and its
investment grade rating. During 2004, 2003 and 2002, U.S. Cellular entered
into financing transactions that have provided financial flexibility as it 
continues to grow its wireless business. These transactions are summarized
as follows:

2004
• Sold $330 million of 30-year, 7.5% senior notes and $100 million of 

30-year, 6.7% senior notes.

• Redeemed $250 million of 7.25% senior notes and $163.3 million of 
6% zero coupon convertible debentures (also known as Liquid Yield
Option Notes).

• Renegotiated and extended the maturity date of its $700 million revolving
credit facility with a series of banks to December 2009.

• Repurchased 91,700 Common Shares.

2003
• Sold $444 million of 30-year, 6.7% senior notes and repaid all borrowings

under its revolving credit facility.

• Amended its $325 million revolving credit facility entered into in 2002 to
increase the capacity to $700 million.

• Canceled its revolving credit facility entered into in 1997, which had
previously had a capacity of $500 million.

2002
• Monetized its investment in Vodafone Group Plc through variable prepaid

forward contracts (“forward contracts”) which mature in 2007, receiving
$159.9 million in cash.

• Established a five-year, $325 million revolving credit facility with 
a series of banks.

• Sold $130 million of 30-year, 8.75% senior notes.

See “Financial Resources” and “Liquidity and Capital Resources.”

Following is a table of summarized operating data for U.S. Cellular’s 
consolidated operations:

December 31,(1a) 2004 2003 2002

Total market population(2) 44,391,000 46,267,000 41,048,000
Customers(3) 4,945,000 4,409,000 4,103,000
Market penetration(4) 11.14% 9.53% 10.00%
Total full-time equivalent employees 6,725 6,225 6,100
Cell sites in service 4,856 4,184 3,914

For the Year Ended December 31,(1b) 2004 2003 2002

Average monthly service revenue
per customer(5) $ «47.15 $ «47.38 $ «47.25

Post-pay churn rate per month(6) 1.5% 1.5% 1.8%
Sales and marketing cost per gross

customer addition(7) $ 404 $ 380 $ 365

(1a) Amounts in 2004 (i) do not include the two markets sold to ALLTEL in November 2004; (ii)
do not include the six markets sold to AT&T Wireless in February 2004; (iii) do not include the
10 markets transferred to AT&T Wireless in August 2003; and (iv) include the 15 markets
acquired and transferred from AT&T Wireless in August 2003. Amounts in 2003 (i) include
the two markets sold to ALLTEL in November 2004; (ii) include the six markets sold to AT&T
Wireless in February 2004; (iii) do not include the 10 markets transferred to AT&T Wireless in
August 2003; and (iv) include the 15 markets acquired and transferred from AT&T Wireless in
August 2003. Amounts in 2002 include the results from the Chicago market acquired in
August 2002.

(1b) Amounts in 2004 (i) include the results of the two markets sold to ALLTEL through November
30, 2004; (ii) include the results of the six markets sold to AT&T Wireless through February
17, 2004; (iii) do not include the results of the 10 markets transferred to AT&T Wireless in
August 2003 for the entire period; and (iv) include the development and operating activities
of the 15 markets acquired and transferred from AT&T Wireless in August 2003 for the entire
period. Amounts in 2003 (i) include the results of the two markets sold to ALLTEL in
November 2004 for the entire period; (ii) include the results of the six markets sold to AT&T
Wireless in February 2004 for the entire period; (iii) include the results of the 10 markets
transferred to AT&T Wireless through July 31, 2003; and (iv) include the development and
acquisition activities of the 15 markets acquired and transferred from AT&T Wireless from the
transfer date of August 1, 2003 to December 31, 2003. Amounts in 2002 include the
operations of the Chicago market from August 7 through December 31.
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