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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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• Changes in the telecommunications regulatory environment, such 
as wireless number portability and E-911 services, could adversely
affect U.S. Cellular’s financial condition or results of operations 
or ability to do business.

• 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 result in an impairment
of the value of U.S. Cellular’s investment in licenses, goodwill and/or
physical assets, which may require it to write down the value of 
such assets.

• Conversions of debt, early 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 to be different
from the amounts presented.

• Changes in accounting standards or U.S. Cellular’s accounting poli-
cies, estimates and/or the assumptions underlying the accounting
estimates, including those described under Application of Critical
Accounting Policies and Estimates, could have a material effect 
on its financial condition, changes in financial condition and results
of operations.

• 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.

• 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.

• Changes in prices, the number of wireless customers, average
revenue per unit, penetration rates, churn rates, selling expenses 
and net customer retention costs associated with wireless number
portability, roaming rates and the mix of products and services
offered in wireless markets could have an adverse effect 
on U.S. Cellular’s operations.

• Changes in roaming partners’ rates, and the ability to provide voice
and data services on other carriers’ networks could have an adverse
effect on U.S. Cellular’s operations.

• Changes in competitive factors with national and global wireless
carriers could result in product and cost disadvantages and could
have an adverse effect on U.S. Cellular’s operations.

• Lack of standards and roaming agreements for wireless data
products could place U.S. Cellular’s data services offerings at a
disadvantage to those offered by other wireless carriers with
more nationwide service territories.

• Changes in guidance or interpretations of accounting requirements,
changes in industry practice or changes in management assumptions
could require amendments to or restatements of disclosures or finan-
cial information included in this or prior filings with the SEC.

• Uncertainty of access to capital for telecommunications companies,
deterioration in the capital markets, other changes in market condi-
tions, changes in U.S. Cellular’s credit ratings or other factors could
limit or restrict the availability of financing on terms and prices
acceptable to it, which could require it to reduce its construction,
development and acquisition programs.

• Changes in the income tax rates or tax laws, regulations or rulings
could have an adverse effect on U.S. Cellular’s financial condition 
and results of operations.

• War, conflicts, hostilities and/or terrorist attacks could have an
adverse effect on U.S. Cellular’s business.

• Changes in general economic and business conditions, both nation-
ally and in the markets in which U.S. Cellular operates, could have an
adverse effect on U.S. Cellular’s business.

U.S. Cellular undertakes no obligation to update publicly any forward-
looking statements whether as a result of new information, future
events or otherwise. Readers should evaluate any statements in light 
of these important factors.

Long-Term Debt
U.S. Cellular is subject to market rate risks due to fluctuations in interest
rates and equity markets. U.S. Cellular currently has both fixed-rate 
and variable-rate long-term debt instruments, with original maturities
ranging from five to 30 years. Accordingly, fluctuations in interest rates
can lead to significant fluctuations in the fair value of such instruments.
As of December 31, 2003, U.S. Cellular has not entered into financial
derivatives to reduce its exposure to interest rate risks.

The annual requirements for principal payments on long-term debt and
the average interest rates are as follows:

Payments Due by Period
After

Total 2004 2005 2006 2007 2008 5 Years
(Dollars in millions)
Long-term

Debt Obligations(1) $1,092.5 $108.0 $ — $ — $250.0 $ — $734.5

Average Interest 
Rate on Debt(2) 7.1% 8.1% —% —% 7.3% —% 6.8%

Forward Contracts $ 159.9 $ — $ — $ — $159.9 $ — $ —
Average Interest 

Rate on Forward 
Contracts(3) 1.8% —% —% —% 1.7% —% —%

(1) Scheduled debt repayments include long-term debt and current portion of long-term
debt, but exclude $160.3 million of unamortized discount on certain long-term 
debt instruments.

(2) Represents the average interest rate on all long-term debt shown for the 
indicated period.

(3) Average interest rate is variable based on the LIBOR rate plus 50 basis points.
The December 31, 2003 three-month LIBOR rate of 1.15% was used for 2004-2007.

MARKET RISK
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