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In 2002, TDS received $1,631.8 million from forward contracts
related to its investments in Deutsche Telekom, Vodafone and
VeriSign. A portion of the proceeds from the Deutsche Telekom and
VeriSign forward contracts was used by TDS to pay down TDS’s
short-term debt. U.S. Cellular received $159.9 million from forward
contracts related to its Vodafone investment and used the proceeds
to pay down short-term debt.

In November 2002, U.S. Cellular issued $130 million of 8.75% senior
notes due in November 2032. The net proceeds of $129.8 million,
after the reimbursement of expenses, were used to repurchase a
portion of the $175 million 9% Series A notes that U.S. Cellular
issued in connection with the acquisition of the Chicago market.

TDS retired a total of $70.5 million and $51.0 million of medium-
term notes at par value in 2003 and 2002, respectively. Borrowings
under revolving credit facilities totaled $420.0 million in 2004,
primarily to repay long-term debt and fund capital expenditures;
$279.3 million in 2003, primarily to fund capital expenditures;
and $542.6 million in 2002, primarily to fund the Chicago market
acquisition and capital expenditures. Repayments under the revolv-
ing credit facilities totaled $390.0 million in 2004, $739.3 million
in 2003 and $346.6 million in 2002. Dividends paid on TDS
Common and Preferred Shares, excluding dividends reinvested,
totaled $38.0 million in 2004, $36.2 million in 2003 and

$34.4 million in 2002.

The Board of Directors of TDS has authorized the repurchase of
TDS Common Shares. During 2004, TDS repurchased 214,800 of its
Common Shares, for an aggregate purchase price of $14.9 million,
or an average of $69.15 per share including commissions. During
2003, TDS repurchased 1,960,900 of its Common Shares, for an
aggregate purchase price of $92.4 million, or an average of
$47.10 per share including commissions. No shares were repur-
chased in 2002. Cash required for the repurchase of the Common
Shares totaled $20.4 million in 2004 and $86.8 million in 2003,
reflecting differences in the number of shares acquired and timing
differences in the cash disbursements.

The Board of Directors of U.S. Cellular from time to time has
authorized the repurchase of U.S. Cellular Common Shares not
owned by TDS. U.S. Cellular's primary repurchase program expired
in December 2003. However, U.S. Cellular has an ongoing authori-
zation to repurchase a limited amount of U.S. Cellular Common
Shares on a quarterly basis, primarily for use in employee benefit
plans. In 2004, U.S. Cellular repurchased 91,700 of its Common
Shares under this authorization for an aggregate purchase price of
$3.9 million, or an average of $42.62 per share including commis-
sions. U.S. Cellular did not purchase any of its Common Shares in
2003 and 2002.

LIQUIDITY AND CAPITAL RESOURCES

TDS believes that cash flows from operating activities, existing
cash and cash equivalents and funds available from line of credit
arrangements provide sufficient financial resources to finance TDS's
near-term capital, business development and expansion expendi-
tures. TDS and its subsidiaries may have access to public and
private capital markets to help meet their long-term financing

needs. TDS and its subsidiaries anticipate accessing public and
private capital markets to issue debt and equity securities when
and if capital requirements, financial market conditions and other
factors warrant.

However, the availability of external financial resources is depend-
ent on economic events, business developments, technological
changes, financial conditions or other factors. If at any time
financing is not available on terms acceptable to TDS, TDS might
be required to reduce its business development and capital expen-
diture plans, which could have a materially adverse effect on its
business and financial condition. TDS does not believe that any cir-
cumstances that could materially adversely affect TDS's liquidity or
its capital resources are currently reasonably likely to occur, but it
cannot provide assurances that such circumstances will not occur
or that they will not occur rapidly. Economic downturns, changes
in financial markets or other factors could rapidly change the avail-
ability of TDS's liquidity and capital resources. Uncertainty of
access to capital for telecommunications companies, deterioration
in the capital markets, other changes in market conditions or other
factors could limit or restrict the availability of financing on terms
and prices acceptable to TDS, which could require TDS to reduce

its construction, development, acquisition programs and Common
Share repurchase programs.

TDS generates substantial funds from the operations of U.S. Cellular
and TDS Telecom. Cash flows from operating activities totaled
$747.4 million in 2004, $920.4 million in 2003 and $793.6 million
in 2002. TDS and its subsidiaries had cash and cash equivalents
totaling $1,168.6 million at December 31, 2004.

Revolving Credit Facilities

As discussed below, TDS and its subsidiaries had $1,266.4 million
of revolving credit facilities available for general corporate pur-
poses as well as an additional $75.0 million of bank lines of credit
as of December 31, 2004.

TDS had a $600 million revolving credit facility with a group of
banks at December 31, 2004. TDS had $3.4 million of letters of
credit outstanding against the revolving credit facility, leaving
$596.6 million available for use. On December 9, 2004, TDS
entered into an agreement to amend the terms and conditions of
this facility. The primary changes to the terms and conditions are
that (i) the maturity date has been extended to December 2009
and (ii) the material adverse change condition has been removed
with respect to drawdowns. Borrowings bear interest at the London
InterBank Offered Rate (“LIBOR”) plus a contractual spread based
on TDS’s credit rating. At December 31, 2004, the contractual
spread was 30 basis points (the one month LIBOR rate was 2.4%
at December 31, 2004). Under certain circumstances, with less
than two days’ notice of intent to borrow, interest on borrowings
are at the prime rate less 50 basis points (the prime rate was
5.25% at December 31, 2004).

TDS also had $75 million of direct bank lines of credit at
December 31, 2004, all of which were unused. The terms of the
direct bank lines of credit provide for borrowings at negotiated
rates up to the prime rate (the prime rate was 5.25% at
December 31, 2004).
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On December 19, 2003, U.S. Cellular amended its $325 million
revolving credit facility with a group of banks to increase the size
of the facility to $700 million. At December 31, 2004, U.S. Cellular's
$700 million revolving credit facility had $30.0 million of borrowings
and $0.2 million of letters of credit outstanding against it leaving
$669.8 million available for use. On December 9, 2004, U.S. Cellular
entered into an agreement to amend the terms and conditions of
this facility. The primary changes to the terms and conditions are
that (i) the maturity date has been extended to December 2009;
(i) the facility fee and certain interest rates payable on loans have
been reduced; (iii) a utilization fee has been added for each day
that facility usage exceeds 50% of the total facility; and (iv) the
material adverse change condition has been removed with respect
to drawdowns. Borrowings bear interest at the LIBOR rate plus

a contractual spread based on U.S. Cellular’s credit rating. At
December 31, 2004, the contractual spread was 30 basis points

(the one-month LIBOR rate was 2.4% at December 31, 2004). Under
certain circumstances, with less than two days’ notice of intent to
borrow, interest on borrowings are at the prime rate less 50 basis
points (the prime rate was 5.25% at December 31, 2004).

The financial covenants associated with TDS’s and U.S. Cellular’s
lines of credit require that each company maintain certain debt-to-
capital and interest coverage ratios. In addition, the financial
covenants associated with revolving credit facilities and lines of
credit of certain subsidiaries require that these subsidiaries main-
tain certain debt-to-capital and interest coverage ratios. The
covenants of U.S. Cellular's revolving credit facility prescribe
certain terms associated with intercompany loans from TDS or TDS
subsidiaries to U.S. Cellular or U.S. Cellular subsidiaries.

TDS’s and U.S. Cellular’s interest costs on its revolving credit
facilities would increase if their credit ratings from either
Standard & Poor’s or Moody's were lowered. However, their credit
facilities would not cease to be available solely as a result of

a decline in their credit ratings. A downgrade in TDS's or

U.S. Cellular's credit ratings could adversely affect their ability to
renew existing, or obtain access to new, credit facilities in the
future. Standard & Poor’s currently rates both TDS and U.S. Cellular
at A- with a Negative Outlook. Moody’s currently rates both

Baal with a Negative Outlook.

The maturity dates of certain of TDS's and U.S. Cellular’s credit
facilities would accelerate in the event of a change in control.

The continued availability of the revolving credit facilities requires
TDS and U.S. Cellular to comply with certain negative and affirma-
tive covenants, maintain certain financial ratios and represent
certain matters at the time of each borrowing. On April 19, 2004
and December 22, 2004, TDS and U.S. Cellular announced that they
would restate certain financial statements. The restatements
resulted in defaults under the revolving credit agreements. TDS and
U.S. Cellular were not in violation of any covenants that require
TDS and U.S. Cellular to maintain certain financial ratios. TDS and
U.S. Cellular did not fail to make any scheduled payments under
such revolving credit agreements. TDS and U.S. Cellular received
waivers from the lenders associated with the credit agreements
under which the lenders agreed to waive any defaults that may have
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occurred as a result of the restatements. As of December 31, 2004,
TDS and U.S. Cellular were in compliance with all covenants and
other requirements set forth in their revolving credit agreements.

Long-Term Financing

In June 2004, U.S. Cellular issued $330 million in aggregate prin-
cipal amount of unsecured 7.5% senior notes due June 15, 2034.
The net proceeds from this offering, after deducting underwriting
discounts, were approximately $319.6 million. Also, in June 2004,
U.S. Cellular issued $100 million in aggregate principal amount of
unsecured 6.7% senior notes due December 15, 2033, priced to
yield 7.21% to maturity. The net proceeds from this offering, after
deducting underwriting discounts, were approximately $92.9 mil-
lion. This was a further issuance of U.S. Cellular’s 6.7% senior
notes that were issued on December 8, 2003 in the aggregate
principal amount of $444 million.

The total net proceeds from the 7.5% and 6.7% note offerings
completed in June 2004, after deducting underwriting discounts,
were approximately $412.5 million. Of this amount, $163.3 million
was used to redeem U.S. Cellular’s Liquid Yield Option Notes in
July 2004, at accreted value. The balance of the net proceeds,
together with borrowings under the revolving credit agreement,
was used to redeem all $250 million of U.S. Cellular's 7.25% senior
notes in August 2004. No gain or loss was recognized as a result
of such redemptions. However, U.S. Cellular wrote off $3.6 million
of deferred debt expenses related to the redemption of long-term
debt to other income (expense), net in the Statement of
Operations in 2004.

On December 15, 2004, TDS issued notice of its intent to redeem
$17.2 million of medium-term notes in 2005. These notes carry
interest rates of 9.25%-9.35%. This amount has been reclassified

to current portion of long-term debt on the Balance Sheet as of
December 31, 2004. TDS redeemed these notes on January 18, 2005
and February 10, 2005 at a price equal to the principal amount plus
accrued interest to the redemption date. TDS redeemed medium-
term notes aggregating $70.5 million in 2003 and recorded a loss of
$0.8 million on the redemption of $5.0 million of these notes. The
remaining medium-term notes were redeemed at par value in 2003.

In December 2003, U.S. Cellular issued $444.0 million in 6.7% sen-
ior notes due December 2033. Interest on notes is paid
semi-annually. U.S. Cellular may redeem the notes, in whole or in
part, at any time prior to maturity at a redemption price equal to
the greater of (a) 100% of the principal amount of such notes,
plus accrued but unpaid interest, or (b) the sum of the present val-
ues of the remaining scheduled payments of principal and interest
thereon discounted to the redemption date on a semi-annual basis
at the Treasury Rate plus 0.30%. The proceeds were used to repay
all outstanding short-term debt.

In September 2003, TDS's subsidiary trusts, TDS Capital I and

TDS Capital II, redeemed all of their outstanding Trust Originated
Preferred Securities (“TOPrS™”). The redemption price of both the
8.5% and 8.04% TOPrS was equal to 100% of the principal amount,
or $25.00 per security, plus accrued and unpaid distributions. The
outstanding amount of the 8.5% TOPrS redeemed was $150 million.
The outstanding amount of the 8.04% TOPrS redeemed was
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$150 million. There was no gain or loss on the redemption of these
securities. TDS wrote off deferred expenses related to the TOPrS
totaling $8.7 million that were previously included in other assets
and deferred charges on the Balance Sheet to other income
(expense), net in the Statement of Operations.

In November 2002, U.S. Cellular sold $130 million of 8.75% senior
notes due in November 2032. Interest is paid quarterly. U.S. Cellular
may redeem the notes beginning in 2007 at the principal amount
plus accrued interest. The $129.8 million net proceeds from the
sale of the notes (after reimbursement of expenses) were used to
purchase a portion of the 9% Series A notes that were issued to
PrimeCo Wireless Communications LLC (“PrimeCo”). In January 2003,
U.S. Cellular repurchased the remaining $45.2 million of 9% Series
A notes from PrimeCo related to the Chicago market acquisition.
The repurchase was financed using short-term debt. Following such
repurchases, all of the 9% Series A notes were cancelled.

In January 2005, the TDS Board of Directors authorized the issuance
of up to $350 million of debt securities as a drawdown on a TDS
shelf registration statement. Also in January 2005, the TDS Board of
Directors authorized a committee of the TDS Board of Directors to
approve the repayment of some or all of TDS Telecom’s notes issued
under certain loan agreements with the Rural Utilities Service, Rural
Electrification Administration, Rural Telephone Bank, Federal
Financing Bank, Rural Telephone Finance Cooperative, and/or other
federal government or government-sponsored entities. As of March
1, 2005, no debt securities have been issued and the committee
has taken no action to cause TDS Telecom loans to be repaid.

As of December 31, 2004, TDS and its subsidiaries were in
compliance with all covenants and other requirements set forth

in long-term debt indentures. TDS does not have any rating down-
grade triggers that would accelerate the maturity dates of its
long-term debt. However, a downgrade in TDS's credit rating could
adversely affect its ability to refinance existing, or obtain access
to new, long-term debt in the future.

Marketable Equity Securities and Forward Contracts

TDS and its subsidiaries hold a substantial amount of marketable
equity securities that are publicly traded and can have volatile
movements in share prices. TDS and its subsidiaries do not make
direct investments in publicly traded companies and all of these
interests were acquired as a result of sales, trades or reorganiza-
tions of other assets.

The investment in Deutsche Telekom AG (“Deutsche Telekom”)
resulted from TDS's disposition of its over 80%-owned personal
communications services operating subsidiary, Aerial
Communications, Inc., to VoiceStream in exchange for stock of
VoiceStream, which was then acquired by Deutsche Telekom in
exchange for Deutsche Telekom stock. The investment in Vodafone
Group Plc (“Vodafone”) resulted from certain dispositions of non-
strategic wireless investments to or settlements with AirTouch
Communications, Inc. (“AirTouch”) in exchange for stock of
AirTouch, which was then acquired by Vodafone whereby TDS and
its subsidiaries received American Depositary Receipts representing
Vodafone stock. The investment in VeriSign, Inc. (“VeriSign”) is the

result of the acquisition by VeriSign of Illuminet, Inc., a telecom-
munications entity in which several TDS subsidiaries held interests.
The investment in Rural Cellular Corporation (“Rural Cellular”)

is the result of a consolidation of several wireless partnerships

in which TDS subsidiaries held interests in Rural Cellular, and the
distribution of Rural Cellular stock in exchange for these interests.
A contributing factor in TDS's decision not to dispose of the
investments is that their tax basis is significantly lower than
current stock prices, and therefore would trigger a substantial
taxable gain upon disposition.

TDS and its subsidiaries have entered into a number of forward
contracts with counterparties related to the marketable equity
securities that they hold. The forward contracts mature from

May 2007 to August 2008 and, at TDS’s and U.S. Cellular’s option,
may be settled in shares of the respective securities or cash. TDS
and U.S. Cellular have provided guarantees to the counterparties
which provide assurance that all principal and interest amounts
will be paid upon settlement of the contracts by their subsidiaries.
If shares are delivered in the settlement of the forward contract,
TDS and U.S. Cellular would incur a current tax liability at the time
of delivery based on the difference between the tax basis of the
marketable equity securities delivered and the net amount realized
through maturity. Deferred taxes have been provided for the differ-
ence between the book basis and the tax basis of the marketable
equity securities and are included in deferred tax liabilities on the
Balance Sheet. As of December 31, 2004, such deferred tax liabili-
ties totaled $1,271.6 million.

TDS and U.S. Cellular are required to comply with certain covenants
under the forward contracts. On April 19, 2004 and December 22,
2004, TDS and U.S. Cellular announced that they would restate
certain financial statements. The restatements resulted in defaults
under certain of the forward contracts. TDS and U.S. Cellular did
not fail to make any scheduled payments under such forward con-
tracts. TDS and U.S. Cellular were not in violation of any covenants
that require TDS and U.S. Cellular to maintain certain financial
ratios. TDS and U.S. Cellular received waivers from the counterparty
to such forward contracts under which the counterparty agreed

to waive any defaults that may have occurred as a result of the
restatement. As of December 31, 2004, TDS and U.S. Cellular were
in compliance with all covenants and other requirements set forth
in the forward contracts.

Capital Expenditures

U.S. Cellular’s anticipated capital expenditures for 2005 primarily
reflect plans for construction, system expansion and the buildout
of certain of its personal communications service licensed areas.
U.S. Cellular plans to finance its construction program using inter-
nally generated cash and short-term financing. U.S. Cellular’s
estimated capital spending for 2005 is $570 million to $610 mil-
lion. These expenditures primarily address the following needs:

e Expand and enhance U.S. Cellular’'s coverage in its service areas.

® Provide additional capacity to accommodate increased network
usage by current customers.

e Enhance U.S. Cellular’s retail store network and office systems.
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U.S. Cellular's overlay of its previously utilized technologies, prima-
rily TDMA, with Code Division Multiple Access (“CDMA-1XRTT")
technology was completed in 2004, at a total cost of $286 million.
U.S. Cellular will utilize CDMA-1XRTT technology in building out
the licenses it has acquired and expects to acquire in the future
from AT&T Wireless.

While U.S. Cellular does not expect a significant portion of its
capital spending in 2005 to be related to the buildout of newly
acquired licensed areas, it does expect that capital spending
related to these areas could be significant in 2006 and over the
following several years.

TDS Telecom’s estimated capital spending for 2005 is $150 million
to $165 million. The incumbent local exchange companies are
expected to spend $120 million to $130 million to provide for
normal growth and to upgrade plant and equipment to provide
enhanced services. The competitive local exchange companies are
expected to spend $30 million to $35 million primarily to build
switching and transmission facilities to meet the needs of a grow-
ing customer base. TDS Telecom plans to finance its construction
program using primarily internally generated cash.

TDS Telecom currently has three Fiber-to-the-Premises trials under-
way. First is a complete fiber build-out of a large subdivision in
one of the incumbent local exchange carrier markets. Second is a
combination Fiber-to-the-Premises overbuild and asymmetric digital
subscriber line deployment in one of the existing incumbent local
exchange carrier markets. Lastly, a Fiber-to-the-Premises overbuild
in a Regional Bell Operating Company market where TDS Telecom is
currently a competitive local exchange carrier. The capital spending
guidance provided above includes the impact of these projects that
relates to 2005.

Acquisitions, Exchanges and Divestitures

TDS assesses its holdings on an ongoing basis in order to maximize
the benefits derived from its operations. TDS reviews attractive
opportunities to acquire additional telecommunications companies
and wireless spectrum, which add value to the business. As part

of this strategy, TDS may from time to time be engaged in negotia-
tions relating to the acquisition of companies, strategic properties
or wireless spectrum.

U.S. Cellular is a limited partner in Carroll Wireless, an entity which
participated in the auction of wireless spectrum designated by the
FCC as Auction 58. Carroll Wireless was qualified to bid on spec-
trum which was available only to companies that fall under the FCC
definition of “designated entities,” which are small businesses that
have a limited amount of assets. Carroll Wireless was a successful
bidder for 17 licensed areas in 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 March 4, 2005, Carroll Wireless increased the amount on deposit
with the FCC to approximately $26 million, from $9 million initially
deposited, and filed an application with the FCC seeking a grant of
the subject licenses. The aggregate amount due to the FCC for the
17 licenses is $129.9 million, net of all bidding credits to which
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Carroll Wireless is entitled as a designated entity. U.S. Cellular con-
solidates Carroll Wireless for financial reporting purposes, pursuant
to the guidelines of Financial Accounting Standards Board (“FASB”)
Interpretation No. 46R (“FIN 46R”), as U.S. Cellular anticipates
absorbing a majority of Carroll Wireless” expected gains or losses.

Carroll Wireless is in the process of developing its long-term
business and financing plans. As of March 4, 2005, U.S. Cellular
has made capital contributions and advances to Carroll Wireless
and/or its general partner of approximately $26 million. Pending
finalization of Carroll Wireless” permanent financing plan, and
upon request by Carroll Wireless, U.S. Cellular may make capital
contributions and advances to Carroll Wireless and/or its general
partner of up to $130 million to fund the payments to the FCC
and additional working capital.

Recently, TDS has been selling or trading markets that are not
strategic to long-term success and redeploying capital to markets
it believes offer strategic benefits. TDS may from time to time

be engaged in negotiations relating to the disposition of other
non-strategic properties.

2004 Activity

On December 20, 2004, U.S. Cellular completed the sale of its
Daytona Beach Florida 20 megahertz C block personal communica-
tions service license to MetroPCS California/Florida, Inc. (“MetroPCS”)
for $8.5 million. TDS recorded impairment losses of $1.8 million in
2004 and $3.5 million in 2003 in gain (loss) on investments included
within investment and other income (expense) on the Statement of
Operations related to the Daytona license. Also included in gain
(loss) on investments in 2004 was $0.3 million associated with buy-
ing out the former partner of the Daytona investment.

On November 30, 2004, TDS and U.S. Cellular completed the sale
to ALLTEL of certain wireless properties. TDS and U.S. Cellular
subsidiaries sold three consolidated properties and six minority
interests to ALLTEL for $142.9 million in cash, including repayment
of debt and working capital that is subject to adjustment. TDS
recorded a pre-tax gain of $49.6 million related to the ALLTEL
transaction representing the excess of the cash received over the
net book value of the assets and liabilities sold. The portion of the
gain related to the two consolidated markets included in opera-
tions of $10.1 million was recorded in (gain) loss on assets held
for sale in the Statement of Operations. The remaining portion of
the gains of $39.5 million was recorded in gain (loss) on invest-
ments included within investment and other income (expense) of
the Statement of Operations. TDS has included the results of opera-
tions of the markets sold to ALLTEL in the Statement of Operations
through November 30, 2004.

On February 18, 2004, U.S. Cellular completed the sale of certain
of its wireless properties in southern Texas to AT&T Wireless for
$96.5 million in cash, including a working capital adjustment.

The U.S. Cellular properties sold to AT&T Wireless included wireless
assets and customers in six markets. An aggregate loss of

$21.3 million (including a $22.0 million estimate of the loss on
assets of operations held for sale in the fourth quarter of 2003 and
a $0.7 million reduction of the loss in 2004) was recorded as a
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(gain) loss on assets of operations held for sale (included in oper-
ating expenses), representing the difference between the carrying
value of the markets sold to AT&T Wireless and the cash received
in the transaction. On December 31, 2003, U.S. Cellular reflected
the assets and liabilities to be transferred to AT&T Wireless as

assets and liabilities held for sale in accordance with SFAS No. 144.

U.S. Cellular has included the results of operations of the markets
sold to AT&T Wireless in the Statement of Operations through
February 17, 2004.

In addition, in 2004 U.S. Cellular purchased certain minority interests
in several wireless markets in which it already owned a controlling
interest for $40.8 million in cash and $2.0 million to be paid in
2005. These acquisitions increased licenses, goodwill and customer
lists by $5.6 million, $4.2 million and $12.9 million, respectively.

In aggregate, the 2004 divestitures decreased licenses by

$2.8 million and goodwill by $34.9 million. Licenses and goodwill
associated with the southern Texas transaction with AT&T Wireless
that closed in 2004 were included in assets of operations held for
sale in 2003. However, an adjustment of $0.3 million was made in
2004 to reduce the amount of licenses associated with the south-
ern Texas markets resulting in an increase in licenses in 2004.

2003 Activity
During 2003, U.S. Cellular completed an exchange with AT&T
Wireless along with the acquisition of two minority interests.

On August 1, 2003, U.S. Cellular completed the transfer of proper-
ties to AT&T Wireless and the assignments to it by AT&T Wireless
of a portion of the licenses covered by the agreement with AT&T
Wireless. On the initial closing date, U.S. Cellular also received
approximately $34.0 million in cash and minority interests in six
markets in which it currently owns a controlling interest. Also on
the initial closing date, U.S. Cellular transferred wireless assets and
customers in 10 markets in Florida and Georgia to AT&T Wireless.
The assignment and development of certain licenses has been
deferred by U.S. Cellular for a period of up to five years from the
closing date, in accordance with the agreement. U.S. Cellular will
take possession of the licenses in staggered closings over that
five-year period to comply with service requirements of the Federal
Communications Commission. The acquisition of the licenses in the
exchange was accounted for as a purchase by U.S. Cellular and the
transfer of the properties by U.S. Cellular to AT&T Wireless was
accounted for as a sale. TDS capitalized $2.8 million of costs asso-
ciated with the AT&T Wireless transaction.

The 15 licenses that have been transferred to U.S. Cellular as of
December 31, 2003, with a recorded value of $136.6 million, are
included in licenses on the Balance Sheet. The 21 licenses that
have not yet been assigned to U.S. Cellular, with a recorded value
of $42.0 million, are included in license rights on the Balance
Sheet. TDS has included the results of operations in the Florida and
Georgia markets in the Statement of Operations until the date of
the transfer, August 1, 2003.

Prior to the close of the AT&T Wireless exchange, U.S. Cellular
allocated $70.0 million of goodwill related to the properties
transferred to AT&T Wireless to assets of operations held for sale

in accordance with SFAS No. 142. A loss of $23.9 million was
recorded as a loss on assets held for sale (included in operating
expenses) representing the difference between the book value of
the markets transferred to AT&T Wireless and the fair value of the
assets received or to be received in this transaction.

In addition, in 2003, U.S. Cellular acquired the minority interest
in two entities which held licenses for $2.3 million.

In aggregate, the 2003 acquisitions, divestitures and exchanges
increased licenses by $59.7 million and license rights by $42.0 mil-
lion and reduced U.S. Cellular goodwill by $62.4 million.

2002 Activity

On August 7, 2002, U.S. Cellular completed the acquisition of the
assets and certain liabilities of Chicago 20 MHz, LLC, now known
as United States Cellular Operating Company of Chicago, LLC
(“USCOC of Chicago” or the “Chicago market”) from PrimeCo.
USCOC of Chicago operates a wireless system in the Chicago major
trading area. USCOC of Chicago is the holder of certain FCC
licenses, including a 20 megahertz PCS license in the Chicago
major trading area (excluding Kenosha County, Wisconsin) covering
13.2 million population equivalents.

U.S. Cellular financed the purchase price ($617.8 million) using
$327.3 million of revolving lines of credit, $175.0 million in 30
year notes issued to PrimeCo, a $105.0 million loan from TDS and
a $10.5 million accrued payable. TDS has included the Chicago
market results of operations in the Statement of Operations
subsequent to the purchase date.

The tangible fixed assets were valued at fair value. The personal
communications service licenses were valued at $163.5 million.
The customer list was assigned a value of $43.4 million and is
being amortized based on a 30-month average customer retention
period using the declining balance method.

Total goodwill attributed to the Chicago market acquisition aggre-
gated $168.4 million. In January 2003, U.S. Cellular repurchased
the $45.2 million 9% Series A notes that remained outstanding at
December 31, 2002, at 90% of face value. The $4.5 million gain
on retirement of the 9% Series A notes was credited to goodwill,
reducing the aggregate goodwill attributed to the Chicago market
acquisition to $163.9 million. Such goodwill is deductible for tax
purposes and will be amortized over 15 years.

In addition, TDS acquired two incumbent local telephone companies,
three additional personal communications service licenses and addi-
tional minority interests in majority-owned markets during 2002.

In aggregate, the 2002 acquisitions increased licenses by
$181.5 million, U.S. Cellular goodwill by $172.3 million and
TDS Telecom’s incumbent local exchange carrier goodwill

by $64.2 million.

Repurchase of Securities and Dividends

In 2003, the Board of Directors of TDS authorized the repurchase
of up to 3.0 million TDS Common Shares through February 2006.
As market conditions warrant, TDS may repurchase Common Shares
on the open market or at negotiated prices in private transactions,
at prices approximating then existing market prices. TDS may use
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repurchased shares to fund acquisitions and for other corporate
purposes. In 2004, TDS repurchased 214,800 Common Shares under
this authorization for an aggregate purchase price of $14.9 million,
representing an average per share price of $69.15 including com-
missions. As of December 31, 2004, shares remaining available for
repurchase under this authorization totaled 824,300. In 2003, TDS
repurchased 1,961,000 Common Shares under this authorization for
an aggregate purchase price of $92.4 million, representing an aver-
age per share price of $47.10, including commissions.

In 2000, U.S. Cellular authorized the repurchase of up to

4.2 million U.S. Cellular Common Shares through three separate
1.4 million share programs. This repurchase program expired in
December 2003. However, U.S. Cellular has an ongoing authoriza-
tion to repurchase a limited amount of U.S. Cellular Common
Shares on a quarterly basis, primarily for use in employee benefit
plans. In 2004, U.S. Cellular repurchased 91,700 U.S. Cellular
Common Shares under this authorization for an aggregate purchase
price of $3.9 million, representing an average per share price of
$42.62 including commissions. No U.S. Cellular Common Shares
were repurchased in 2003 or 2002.

TDS paid total dividends on its Common and Preferred Stock of
$38.0 million in 2004, $36.2 million in 2003 and $34.4 million in
2002. TDS paid quarterly dividends of $0.165, $0.155 and $0.145 in
2004, 2003 and 2002, respectively. In February 2005, the TDS Board
of Directors (the “TDS Board”) declared a $0.175 dividend per
Common and Series A Common Share for the first quarter of 2005.
TDS has no current plans to change its policy of paying dividends.

Stock Dividend

On February 17, 2005, the TDS Board unanimously approved a
proposal (the “Special Common Share Proposal”), to be submitted
to TDS shareholders at a special meeting of shareholders of

TDS scheduled for April 11, 2005, to approve an amendment

(the “Amendment”) to the Restated Certificate of Incorporation of
TDS to increase the authorized number of Special Common Shares
of TDS from 20,000,000 to 165,000,000.

On February 17, 2005, the TDS Board also approved a distribution

of one Special Common Share in the form of a stock dividend with
respect to each outstanding Common Share and Series A Common
Share of TDS (the “Distribution”), which is expected to be effective
May 13, 2005 to shareholders of record on April 29, 2005, subject to
the approval of the Special Common Share Proposal by shareholders,
the effectiveness of the Amendment, and certain other conditions.

Following approval and effectiveness of the Special Common Share
Proposal, at some time in the future TDS may possibly offer to
issue Special Common Shares in exchange for all of the Common
Shares of U.S. Cellular which are not owned by TDS (a “Possible
U.S. Cellular Transaction”). TDS currently owns approximately

82% of the shares of common stock of U.S. Cellular. A Possible
U.S. Cellular Transaction would cause U.S. Cellular to become a
wholly owned subsidiary of TDS. TDS has set no time frame for a
Possible U.S. Cellular Transaction and there are no assurances that
a transaction will occur.
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Contractual and Other Obligations
As of December 31, 2004, the resources required for scheduled
repayment of contractual obligations were as follows:

Payments due by Period

Less than 2-3 4 -5 More than
Total 1 Year Years Years 5 Years
(Dollars in millions)
Long-term debt
obligations(® $2,013.4 $ 388 $ 2455 $ 53.7 $1,675.4
Long-term
debt interest 3,714.7 143.3 268.5 2493 3,053.6
Forward contract
obligations(® 1,754.1 — 7387  1,0154 —
Forward contract
interest(3) 118.5 39.5 72.7 6.3 —
Operating leases(4) 547.7 96.9 152.3 93.1 205.4
Purchase
obligations®)®)( 7341  517.7  216.4 — —
$8,882.5  $836.2 $1,694.1 $1,417.8 $4,934.4

(1) Scheduled debt repayments include long-term debt and the current portion
of long-term debt. See Note 15 - Long-term Debt.

(2) Scheduled forward contract repayments include interest (unamortized discount)
that has been or will be accreted up to the maturity date. See Note 15 -
Long-term Debt.

(3) Interest amounts shown are for variable rate forward contracts based on the
December 31, 2004 LIBOR rate plus 50 basis points. The three month LIBOR rate
was 2.56% at December 31, 2004.

(4

=

Represents the amounts due under noncancellable, long-term operating leases
for the periods specified. See Note 22 - Commitments and Contingencies. TDS has
no material capital leases.

(5) Includes amounts payable under other agreements to purchase goods or services,
including open purchase orders. Also includes obligations due under equipment
vendor contracts. The amounts due in less than one year include estimated capi-
tal expenditures for U.S. Cellular. See Note 22 - Commitments and Contingencies.

(6) Includes $5.3 million for other post-retirement benefits expected to be
paid in 2005. No amounts for other post-retirement benefits are included in
periods beyond 2005 as these amounts are discretionary and have not yet
been determined.

(7) Includes $121 million paid or to be paid to the FCC in 2005 related to Auction
58. See “Acquisitions, Exchanges and Divestitures.”

0ff-Balance Sheet Arrangements

TDS has no transactions, agreements or contractual arrangements
with unconsolidated entities involving “off-balance sheet arrange-
ments,” as defined by SEC rules, that have or are reasonably likely
to have a material current or future effect on financial condition,
changes in financial condition, results of operations, liquidity,
capital expenditures, capital resources, revenues or expenses.

TDS has certain variable interests in investments in unconsolidated
entities where TDS holds a minority interest. The investments in
unconsolidated entities totaled $206.8 million as of December 31,
2004, and are accounted for using either the equity or cost
method. TDS’s maximum loss exposure for these variable interests
is limited to the aggregate carrying amount of the investments.

Indemnity Agreements. TDS enters into agreements in the normal
course of business that provide for indemnification of counterpar-
ties. These include certain asset sales and financings with other
parties. The term of the indemnification varies by agreement.
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The events or circumstances that would require TDS to perform
under these indemnities are transaction specific; however, these
agreements may require TDS to indemnify the counterparty for
costs and losses incurred from litigation or claims arising from

the underlying transaction. TDS is unable to estimate the maximum
potential liability for these types of indemnifications as the
amounts are dependent on the outcome of future events, the
nature and likelihood of which cannot be determined at this time.
Historically, TDS has not made any significant indemnification
payments under such agreements. TDS is party to an indemnity
agreement with T-Mobile regarding certain contingent liabilities at
Aerial Communications for the period prior to Aerial’s merger into
VoiceStream Wireless in 2000. As of December 31, 2004, TDS has
recorded liabilities of $9.3 million relating to this indemnity.

APPLICATION OF CRITICAL ACCOUNTING
POLICIES AND ESTIMATES

TDS prepares its consolidated financial statement in accordance
with accounting principles generally accepted in the United States of
America (“U.S. GAAP”). TDS’s significant accounting policies are dis-
cussed in detail in Note 1 to the consolidated financial statements.

The preparation of financial statements in accordance with U.S.
GAAP requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and dis-
closures of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and
expenses during the reporting period. Management bases its esti-
mates on historical experience and on various other assumptions
and information that are believed to be reasonable under the
circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities.
Actual results may differ from estimates under different assump-
tions or conditions.

Management believes the following reflect its more significant
accounting policies and estimates used in the preparation of its
consolidated financial statements. TDS’s senior management has
discussed the development of each of the following accounting
policies and estimates and the following disclosures with the
audit committee of the TDS Board of Directors.

Licenses and Goodwill

TDS reported $1,186.8 million of licenses and $823.3 million

of goodwill at December 31, 2004, as a result of the acquisition
of wireless licenses and markets, and the acquisition of operating
telephone companies. In addition, TDS reported $42.0 million of
license rights related to the licenses that will be received when
the AT&T Wireless exchange transaction is fully completed.

See Note 5 - Licenses and Goodwill for a schedule of license and
goodwill activity in 2004 and 2003.

Licenses and goodwill must be reviewed for impairment annually,
or more frequently if events or changes in circumstances indicate
that the asset might be impaired. TDS performs the annual impair-
ment review on licenses and goodwill during the second quarter.
There can be no assurance that upon review at a later date mate-
rial impairment charges will not be required.

The intangible asset impairment test consists of comparing the
fair value of the intangible asset to the carrying amount of the
intangible asset. If the carrying amount exceeds the fair value,

an impairment loss is recognized for the difference. The goodwill
impairment test is a two-step process. The first step compares the
fair value of the reporting unit to its carrying value. If the carrying
amount exceeds the fair value, the second step of the test is
performed to measure the amount of impairment loss, if any. The
second step compares the implied fair value of reporting unit
goodwill with the carrying amount of that goodwill. To calculate
the implied fair value of goodwill, an enterprise allocates the fair
value of the reporting unit to all of the assets and liabilities of
that reporting unit (including any unrecognized intangible assets)
as if the reporting unit had been acquired in a business combina-
tion and the fair value was the price paid to acquire the reporting
unit. The excess of the fair value of the reporting unit over the
amounts assigned to the assets and liabilities of the reporting
unit is the implied fair value of goodwill. If the carrying amount
exceeds the implied fair value, an impairment loss is recognized
for that difference.

The fair value of an intangible asset and reporting unit goodwill is
the amount at which that asset or reporting unit could be bought
or sold in a current transaction between willing parties. Therefore,
quoted market prices in active markets are the best evidence of fair
value and should be used when available. If quoted market prices
are not available, the estimate of fair value is based on the best
information available, including prices for similar assets and the
use of other valuation techniques. Other valuation techniques
include present value analysis, multiples of earnings or revenue

or a similar performance measure. The use of these techniques
involves assumptions by management about factors that are highly
uncertain including future cash flows, the appropriate discount rate
and other inputs. Different assumptions for these inputs or valua-
tion methodologies could create materially different results.

U.S. Cellular tests goodwill for impairment at the level of
reporting referred to as a reporting unit. U.S. Cellular has identi-
fied six reporting units pursuant to paragraph 30 of SFAS No. 142,
“Goodwill and Other Intangible Assets.” The six reporting units
represent six geographic groupings of FCC licenses, constituting
six geographic service areas. U.S. Cellular combines its FCC licenses
into six units of accounting for purposes of testing the licenses
for impairment pursuant to Emerging Issues Task Force Issue 02-7,
“Unit of Accounting for Testing Impairment of Indefinite-Lived
Intangible Assets” (“EITF 02-7"), and SFAS No. 142, using the
same geographic groupings as its reporting units. The divestitures
of markets in 2004 resulted in the elimination of one of the six
reporting units.

U.S. Cellular prepared valuations of each of the reporting units

for purposes of goodwill impairment testing. A discounted cash
flow approach was used to value each of the reporting units,
using value drivers and risks specific to each individual geographic
region. The cash flow estimates incorporate assumptions that mar-
ket participants would use in their estimates of fair value. Key
assumptions made in this process were the selection of a discount
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