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December 31, 2003 and are accounted for using either the equity or
cost method. U.S. Cellular’s maximum loss exposure for these variable
interests is limited to the aggregate carrying amount of the investments.

Indemnity Agreements
U.S. Cellular enters into agreements in the normal course of business
that provide for indemnification of counterparties. These include certain
asset sales and financings with other parties. The term of the indemnifi-
cation varies by agreement. The events or circumstances that would
require U.S. Cellular to perform under these indemnities are transaction
specific, however these agreements may require U.S. Cellular to indem-
nify the counterparty for costs and losses incurred from litigation or
claims arising from the underlying transaction. U.S. Cellular is unable to
estimate the maximum potential liability for these types of indemnifica-
tions as the amounts are dependent on the outcome of future events,
the nature and likelihood of which cannot be determined at this time.
Historically, U.S. Cellular has not made any significant indemnification
payments under such agreements.

U.S. Cellular prepares its consolidated financial statements in accor-
dance with accounting principles generally accepted in the United
States of America. U.S. Cellular’s significant accounting policies are
discussed in detail in Note 1 – Summary of Significant Accounting
Policies in the Notes to Consolidated Financial Statements.

The preparation of financial statements in accordance with GAAP
requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosures of contin-
gent 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 estimates 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
assumptions or conditions.

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

Investment in Licenses and Goodwill
As of December 31, 2003, U.S. Cellular reported $1,189.3 million of
investment in licenses and $430.3 million of goodwill, as a result of
acquisitions of interests in wireless licenses and businesses. In addition,
U.S. Cellular reported $42.0 million of License rights related to licenses
that will be received when the AT&T Wireless exchange transaction 
is fully completed. Included in Assets of Operations Held for Sale 
was $63.6 million of license costs and $7.6 million of goodwill at
December 31, 2003.

APPLICATION OF CRITICAL ACCOUNTING 
POLICIES AND ESTIMATES

See Note 4 – Investment in Licenses and Goodwill for a schedule of
investments in licenses and goodwill activity in 2003 and 2002.

Investments in 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. U.S. Cellular performs the
annual impairment review on investments in licenses and goodwill
during the second quarter. There can be no assurance that, upon review
at a later date, material 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,
as identified in accordance with SFAS No. 142, 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 combination 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 avail-
able, the estimate of fair value shall be based on the best information
available, including prices for similar assets and the use of other valua-
tion techniques. Other valuation techniques include present value
analysis, multiples of earnings or revenue or a similar performance
measure. The use of these techniques involve assumptions by manage-
ment about factors that are highly uncertain and can result in a range
of values, including future cash flows, the appropriate discount rate 
and other factors and inputs. Different assumptions for these inputs or
valuation 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 identified seven 
reporting units pursuant to paragraph 30 of SFAS No. 142. The seven
reporting units represent seven geographic groupings of FCC licenses,
constituting seven markets or service areas. U.S. Cellular combines its
FCC licenses into seven units of accounting for purposes of testing 
the licenses for impairment pursuant to Emerging Issues Task Force
Statement 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.

U.S. Cellular retained a third-party valuation firm to prepare valuations
of the seven reporting units. A discounted cash flow approach was used
to value each of the reporting units, using value drivers and risks specific
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to each individual geographic region. The cash flow estimates incorpo-
rate assumptions that market participants would use in their estimates
of fair value. Key assumptions made in this process were the selection
of a discount rate, estimated future cash flow levels, projected capital
expenditures, and selection of terminal values.

U.S. Cellular also retained a third party valuation firm to prepare 
valuations of the seven groupings of FCC licenses (units of accounting
pursuant to EITF 02-7). The valuations were prepared using an excess
earnings methodology, through the use of a discounted cash flow
approach. This excess earnings methodology estimates the fair value 
of the intangible assets (FCC license units of accounting) by measuring
the future cash flows of the license groups, reduced by charges for
contributory assets such as working capital, trademarks, existing 
subscribers, fixed assets, assembled workforce and goodwill.

U.S. Cellular recorded an impairment loss on its investment in licenses
totaling $49.6 million in 2003 related to the impairment of two report-
ing units. Upon adoption of SFAS No. 142 in 2002, U.S. Cellular recorded
an initial impairment loss on investment in licenses of $12.7 million
($20.9 million net of income taxes of $8.2 million) as a cumulative
effect of an accounting change.

In 2003, a license impairment loss of $3.5 million was recorded related
to U.S. Cellular’s investment in a non-operational market in Florida that
remains after the exchange with AT&T Wireless is completed. Also in
2003, U.S. Cellular reduced the carrying value of one of its cost method
investments by $1.7 million based on a cash flow analysis of the invest-
ment. Both charges were included in Loss on marketable equity
securities and other investments in the statements of operations.

Asset Retirement Obligations
SFAS No. 143, “Accounting for Asset Retirement Obligations,” was
issued in June 2001, and became effective for U.S. Cellular beginning
January 1, 2003. SFAS No. 143 requires entities to record the fair value
of a liability for legal obligations associated with an asset retirement in
the period in which the obligations are incurred. When the liability is
initially recorded, the entity capitalizes the cost of the asset retirement
obligation by increasing the carrying amount of the related long-lived
asset. Over time, the liability is accreted to its present value each period,
and the capitalized cost is depreciated over the useful life of the related
asset. Upon settlement of the obligation, any difference between the
cost to retire the asset and the liability recorded is recognized in the
statements of operations as a gain or loss.

The calculation of the asset retirement obligation for U.S. Cellular 
is a critical accounting estimate because changing the factors used in
calculating the obligation could result in a larger or smaller estimated
obligation that could have a significant impact on U.S. Cellular’s results
of operations and financial condition. Such factors may include proba-
bilities or likelihood of remediation, cost estimates, lease renewals and
salvage values. Actual results may differ materially from estimates 
under different assumptions or conditions.

U.S. Cellular is subject to asset retirement obligations associated 
primarily with its cell sites, retail sites and office locations. Asset retire-
ment obligations generally include costs to remediate leased land 
on which U.S. Cellular’s cell sites and switching offices are located.

U.S. Cellular is also generally required to return leased retail store
premises and office space to their pre-existing conditions.

U.S. Cellular determined that it had an obligation to remove long-lived
assets in its cell sites, retail sites and office locations as described by
SFAS No. 143, and has recorded an initial $54.4 million liability upon
the adoption of SFAS No. 143 on January 1, 2003. Current year addi-
tions and accretion have increased the December 31, 2003 asset
retirement obligation to $64.5 million.

See Asset Retirement Obligation in Note 1 – Summary of Significant
Accounting Policies for a schedule of the changes in asset retirement
obligations in 2003.

Income Taxes
The accounting for income taxes, the amounts of income tax assets and
liabilities and the related income tax provision are critical accounting
estimates because such amounts are significant to U.S. Cellular’s finan-
cial condition, changes in financial condition and results of operations.

The preparation of the consolidated financial statements requires 
U.S. Cellular to calculate its provision for income taxes. This process
involves estimating the actual current income tax liability together with
assessing temporary differences resulting from the different treatment
of items, such as depreciation expense, for tax and accounting purposes
as well as estimating the impact of potential adjustments to filed tax
returns. These temporary differences result in deferred tax assets and
liabilities, which are included in U.S. Cellular’s consolidated balance
sheet. U.S. Cellular must then assess the likelihood that deferred tax
assets will be recovered from future taxable income, and, to the extent
management believes that recovery is not likely, establish a valuation
allowance. Management’s judgment is required in determining the
provision for income taxes, deferred tax assets and liabilities and any
valuation allowance recorded against deferred tax assets. U.S. Cellular’s
current net deferred tax asset was $16.8 million as of December 31,
2003, representing primarily the deferred tax effects of the allowance
for doubtful accounts on accounts receivable.

The temporary differences that gave rise to the noncurrent deferred tax
assets and liabilities as of December 31, 2003 are as follows:

December 31, 2003
(as restated)

(Dollars in thousands)
Deferred Tax Asset

Net operating loss carryforwards $ 30,671
Unearned revenue 1,772
Derivative accounting 22,015
Other 5,222

59,680
Less valuation allowance (10,480)

Total Deferred Tax Asset 49,200

Deferred Tax Liability
Property, plant and equipment 222,213
Licenses 206,129
Marketable equity securities 86,251
Partnership investments 30,511

Total Deferred Tax Liability 545,104

Net Deferred Income Tax Liability $495,904
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The valuation allowance relates to state net operating loss carry-
forwards that are expected to expire before they can be utilized.

The deferred income tax liability relating to marketable equity securities
of $86.3 million at December 31, 2003 represents deferred income taxes
calculated on the difference between the book basis and the tax basis
of the marketable equity securities. Income taxes will be payable when
U.S. Cellular sells the marketable equity securities.

U.S. Cellular is routinely subject to examination of its income tax returns
by the Internal Revenue Service (“IRS”) and other tax authorities. U.S.
Cellular periodically assesses the likelihood of adjustments to its tax
liabilities resulting from these examinations to determine the adequacy
of its provision for income taxes, including related interest. Management
judgment is required in assessing the eventual outcome of these exami-
nations. Changes to such assessments affect the calculation of U.S.
Cellular’s income tax expense. The IRS has completed audits of U.S.
Cellular’s federal income tax returns for tax years through 1996.

In the event of an increase in the value of tax assets or a decrease in
the value of tax liabilities, U.S. Cellular would decrease the income tax
expense or increase the income tax benefit by an equivalent amount.
In the event of a decrease in the value of tax assets or an increase in
the value of tax liabilities, U.S. Cellular would increase the income tax
expense or decrease the income tax benefit by an equivalent amount.

U.S. Cellular is included in a consolidated federal income tax return 
with other members of the TDS consolidated group. TDS and U.S.
Cellular are parties to the TDS Tax Allocation Agreement. The TDS Tax
Allocation Agreement provides that U.S. Cellular and its subsidiaries 
be included with the TDS affiliated group in a consolidated federal
income tax return and in state income or franchise tax returns in certain
situations. U.S. Cellular and its subsidiaries calculate their income tax
and credits as if they comprised a separate affiliated group. Under 
the TDS Tax Agreement, U.S. Cellular remits its applicable income tax
payments to TDS.

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 bears interest at an annual rate of 8.1%,
payable quarterly, and becomes due in August 2008, with prepayments
optional. The terms of the loan do not contain restrictive covenants that
are greater than those included in U.S. Cellular’s senior debt, except that
the loan agreement provides that U.S. Cellular may not incur senior debt
in an aggregate principle amount in excess of $325 million unless it
obtains the consent of TDS as a lender. 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. On January 9, 2004, U.S. Cellular notified TDS of its intent
to repay this note, and such repayment was made in February 2004.
Consequently, U.S. Cellular has classified this note as a current liability
as of December 31, 2003.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

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 administrative expenses. Some of these agreements were estab-
lished 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 arms-length negotiations. 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,
2003, as amended. 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 on a basis which is representative of what they would have
been if U.S. Cellular operated on a stand-alone basis.

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.

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 state-
ments” 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 significantly 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:

• 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.

• 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.

• 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.

PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995 
SAFE HARBOR CAUTIONARY STATEMENT
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