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TELEPHONE AND DATA
SYSTEMS, INC.

30 North LaSalle Street
Suite 4000

Chicago, Illinois 60602
Phone: (312) 630-1900
Fax: (312) 630-1908

April 27, 2009
TO OUR SHAREHOLDERS

At TDS , our main goals are to provide outstanding communication services to our customers, and to meet the needs of our shareholders,
our people and our communities. For the past 40 years, we have focused on building our businesses for the long term. With approximately
7.4 million customers in 36 states, operating revenues in 2008 of more than $5 billion, and a committed workforce of 12,500 associates and
employees, TDS is dedicated to the future of the telecommunications business.

U.S. Cellular®, TDS' 81-percent owned wireless business, is the fifth-largest full-service wireless service provider in the United States.
Operating on a customer satisfaction strategy, U.S. Cellular drives customer engagement by providing a comprehensive range of wireless
services and products, superior customer support, and a high-quality network.

TDS Telecom®, TDS' wholly owned subsidiary, is the country's eighth-largest incumbent local exchange company (ILEC). TDS Telecom
provides innovative voice, Internet and entertainment services, as well as leading-edge business services, to rural and suburban communities in
30 states.

Challenges and Strengths in 2008

The TDS companies experienced pressure in the past year from a combination of general effects of the economic downturn, and
competition in the wireless and wireline industries. U.S. Cellular competes in a wireless market with increasingly large national providers. TDS
Telecom is experiencing a decline in physical access lines, due to competition from cable companies and a trend toward wireless voice
replacement.

Despite these challenges, the companies achieved solid results in 2008, including double-digit increases in data revenues at U.S. Cellular,
and strong gains in digital subscriber line (DSL) customers and associated data revenues at TDS Telecom. The difficult economic environment
highlighted the benefits of TDS' fundamental strengths: experienced management teams that focus on long-term growth, a conservative
investment strategy, a strong balance sheet, and associates and employees who are dedicated to customer satisfaction. The companies continued
to emphasize the qualities that are particularly important to customers in difficult times high-value services and products, consistently high call
and data service quality, and a shared commitment to exceeding our customers' expectations.

It is these fundamental strengths that give TDS its strong foundation and keep it moving forward, enabling our companies to produce
consistently positive results over the long term.

Summary of 2008 Operating Results

TDS increased its operating revenues in 2008, driven in large part by growth in data revenues in both the wireless and wireline operations.
As customer desire for data service availability, capacity and speed continues to grow, the TDS companies are intent on bringing data services
and products to market quickly, with the quality and reliability our customers expect.

U.S. Cellular drove data growth in 2008 by increasing sales of data-intensive smart phones and premium touch screen phones to both
residential and business customers, which in turn propelled growth of complementary data plans and applications. To support these increased
customer data needs, U.S. Cellular expanded its 3G / Evolution Data Optimized (EVDO) Rev. A network to key markets as part of its
continuous, long-term network upgrading approach.

TDS Telecom added many residential and commercial broadband customers, and grew its data revenues, by aggressively marketing its new
services, increasing the broadband speeds available to its customers, and bundling its broadband products with voice and video services. TDS
Telecom also
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introduced managedIP services hosted, integrated voice and data solutions for small- to medium-sized businesses.

In addition, Suttle-Straus®, TDS' 80-percent owned communications solutions provider, increased its gross sales compared to 2007,
implemented several continuous improvement programs to maintain strong customer relationships and increase operating efficiency, and
consolidated its facilities, moving all operations to Waunakee, Wisconsin.

TDS CONSOLIDATED

At the Corporate level, TDS works to realize the overall company mission by delivering effective shared services and support to the TDS
businesses, and by providing strategic direction and financial stability to the TDS Enterprise. As such, TDS' goals at the Corporate level are to:

Build and maintain strong, experienced management teams, which in turn develop talented and dedicated workforces that are
focused on ensuring the best possible communications experiences for TDS customers;

Focus on steady growth over the long term, while empowering business unit management teams to make operating decisions
in a rapidly changing industry;

Continuously evaluate and improve processes to ensure that the TDS companies operate as efficiently as possible and make
the most effective use of their resources;

Maintain a strong balance sheet that gives the TDS companies the flexibility to take advantage of market opportunities;

Balance risk and return in the company's investment position and minimize exposure to economic crises; and

Champion ethical practices in all areas of the business and in every relationship with associates and employees, customers
and vendors.

In addition, TDS' fundamental financial goals are to:

Grow revenues at rates greater than those of the markets in which we participate. The long-term target is five- to
seven-percent compound annual revenue growth;

Generate in each business a return on capital (ROC) greater than its weighted average cost of capital; and

Maintain strong, investment-grade credit ratings from rating agencies.

TDS carefully managed its liquid investment portfolio in 2008 to limit its exposure to the credit crisis. The company also used portions of
its substantial cash reserves to take advantage of attractive opportunities in 2008, including strategic spectrum purchases for its wireless
business, and acquisitions to strengthen its wireline footprint.

TDS maintained investment-grade credit ratings from Moody's Investors Services, Standard & Poor's Rating Services, and Fitch Ratings.
Continuing Stock Repurchase Programs

TDS continued to buy back stock in 2008, completing a $250 million stock repurchase program begun in June 2007, and beginning a new
$250 million stock repurchase program that will continue until 2011. U.S. Cellular also repurchased common shares in 2008.
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Improving Stock Liquidity

To provide greater liquidity and higher visibility for the companies' stocks, TDS and U.S. Cellular moved their stock listings from the
American Stock Exchange to the New York Stock Exchange (NYSE) in 2008. The NYSE's considerable investments in technology benefit our
shareholders, and our bondholders, by providing high-quality, more liquid trading markets, and thereby reducing volatility.
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Enhancing Finance and Accounting Processes

Building on its significant work in 2007 to strengthen accounting and reporting processes, TDS in 2008 remediated its final material
weakness, related to accounting for income taxes. The company implemented additional processes and internal controls in this area, which are
discussed in TDS' 2008 Form 10-K.

For the past several years, TDS has strengthened its accounting and control teams and placed special emphasis on ensuring that team
members in finance, accounting, and other key areas continuously update their understanding of internal and external regulations and processes.
As aresult, TDS' collective expertise and skills in these areas are much stronger.

U.S. CELLULAR

While the number of people who do not yet have a wireless phone continues to decline, more are using multiple wireless devices: for
business and personal use, and for primarily data use, such as laptops and netbooks. U.S. Cellular is implementing strategies designed to drive
deeper and longer customer engagement, generate greater revenue from existing customers, and attract customers seeking a high-quality wireless
experience. In particular, U.S. Cellular is building on its very strong network quality and superior customer service to deliver high-quality
wireless voice and data experiences. U.S. Cellular also continuously updates its strong portfolio of voice- and data-enabled handsets, including
smart phones and premium touch screen phones.

In 2008, the company enabled many more of its customers to realize the full potential of these devices by expanding its 3G / EVDO

network to more key markets, and by emphasizing Mobile Internet, Mobile E-mail and other high-demand offerings in its easyedgeSM line of
applications.

These complementary initiatives, along with increased use of text and picture messaging, drove significant increases in data revenues and
ARPU, which in turn increased service revenues for the year. Although U.S. Cellular added fewer retail postpay customers than expected in the
first three quarters of 2008, additions increased in the fourth quarter, and U.S. Cellular ended the year with 6.2 million total customers.
Ninety-five percent of the company's retail customers are in the target postpay segment.

Connecting Customers with U.S. Cellular

In June of 2008, U.S. Cellular rolled out a marketing and brand positioning initiative to define its unique qualities and benefits for
customers, and thereby forge stronger customer relationships. In its retail and sales environments, marketing materials, and advertising,
U.S. Cellular encourages existing and potential customers to "Believe in Something Better " to believe in a unique wireless company that shares
their values and understands their needs.

U.S. Cellular is backing up its market positioning with services and features that demonstrate its commitment to providing a superior
wireless experience, such as free incoming calls, free storage of customer contacts (My Contacts Backup), early equipment upgrades with no
fees, and free plan changes.

Delivering a Superior Mobile Data Experience

U.S. Cellular customers can choose from a strong lineup of devices, including BlackBerry® smart phones, and premium touch screen
phones from HTC, Samsung, and LG. Smart phone-related ARPU for many customers is nearly twice as high as standard retail postpay ARPU.
Thus, the revenue growth potential is considerable, despite a higher upfront smart phone equipment subsidy. As U.S. Cellular continues to bring
more high-demand, data-intensive devices to market, and makes 3G speeds available to much more of its network, the company expects ongoing
revenue growth in this area.

Investing for the Future

U.S. Cellular took important steps in 2008 to ensure that its network supports developing customer needs for technology. The company
expanded its 3G network to approximately 23 percent of its cell

1ii
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sites, and intends to bring 3G speeds to at least 60 percent of its cell sites by the end of 2009. The company also added many new cell sites in
2008 financing the expansion in part with Universal Service Fund disbursements.

These investments enabled U.S. Cellular to maintain its award-winning network quality. J.D. Power and Associates has ranked
U.S. Cellular "Highest Call Quality Performance Among Wireless Cell Phone Users in the North Central Region" for seven consecutive
reporting periods.

U.S. Cellular, indirectly through its limited partnership interest in King Street Wireless, made strategic investments in spectrum in 2008
through participation in a major Federal Communications Commission (FCC) auction. The company also made several direct spectrum
acquisitions. The spectrum covers areas that complement U.S. Cellular's strategic footprint and could help to support an eventual transition to
4G / Long-Term Evolution network technology.

At year end, U.S. Cellular was well-positioned for strong future growth, with a total operating market population of 46 million in 26 states.
TDS TELECOM

TDS' wireline business is also making important progress with its services by deploying high-speed data and increasing customer
satisfaction. TDS Telecom continues to add broadband customers and increase data revenues through its ILEC operations, and the company is
attracting commercial customers with high-speed broadband and voice solutions through its competitive local exchange carrier (CLEC)
business. TDS Telecom's strategy of bundling broadband, voice, and video services is helping the company offset the revenue loss from a
decline in voice service physical access lines.

Additionally, by continuing to carefully manage costs, TDS Telecom was able to increase operating income in 2008, despite a decrease in
operating revenues.

Expanding High-Speed Broadband Access

Data speeds are one key to a high-quality experience for wireline broadband customers. TDS Telecom consistently increases the broadband
speeds available to its customers. At the end of 2008, approximately 90 percent of TDS Telecom's ILEC lines had access to DSL capability, and
85 percent of its ILEC DSL customers received 1.5 Mbps or faster service, with 52 percent having 3 Mbps or faster service. The company offers
its commercial customers in certain markets speeds of up to 1G.

TDS Telecom plans to upgrade its capability so that it can deliver 10 Mbps or faster service to more than 50 percent of its customer base by
the end of 2009, with 25 Mbps or faster service in strategic markets.

Promoting Loyalty with Triple Play Bundles

Sales of TDS Telecom's Triple Play bundles of voice, high-speed broadband, and DISH Network video services continue to grow.
Customers who buy these bundles look to TDS Telecom as their single source for fixed communications services, and are significantly less
likely to churn than customers who purchase fewer than two services from the company.

Targeting Businesses with Managed Solutions

TDS Telecom's CLEC operation targets small- to medium-sized businesses with its integrated communications solutions. In addition to
bundled services, the company in 2008 began offering managedIP, an integrated voice and data communications solution, to business customers
in select markets. The hosted Internet Protocol (IP) solution enables businesses to integrate their voice mail and e-mail platforms, phone systems
and computers, and to manage their advanced calling features. TDS Telecom delivers its managedIP solution over a private communications
network hosted at a secure facility. This enables customers to avoid significant capital expenditures, and allows them to focus on running their
businesses, while TDS Telecom manages and protects their communications systems.

v
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To further support managedIP and increase network capacity and reliability, TDS Telecom is implementing a 10G regional fiber transport
network that it expects will reach a majority of its access lines by the end of 2009.

Strengthening the Footprint

In 2008, TDS Telecom increased its ILEC presence in Wisconsin and Indiana with the addition of residential and business voice and DSL
lines gained through the acquisitions of The State Long Distance Telephone Company, LLC, Mosinee Telephone Company, LLC, and West
Point Telephone Company.

Managing Regulatory Issues

TDS Telecom continued to work with state and federal regulatory agencies in 2008 to seek to assure that the right regulatory decisions are
made on key issues that could affect its residential and small business customers.

LOOKING FORWARD

The general economic pressures are likely to continue throughout 2009, and TDS is well prepared with its solid customer base and
outstanding customer focus, as well as a strong balance sheet and substantial cash reserves. U.S. Cellular and TDS Telecom remain committed
to driving customer satisfaction and long-term revenue growth by strengthening relationships with their customers. Both business units plan to
undertake significant network and infrastructure initiatives in 2009 to bring faster broadband speeds to more of their customers, while increasing
the efficiency and effectiveness of internal processes.

TDS applauds and is encouraged by the new administration's support for increasing broadband speeds and for expanding broadband
availability to unserved and underserved areas of the country. U.S. Cellular and TDS Telecom look forward to working with the new
administration, with Congress, and with the members of the FCC to bring advanced, high-speed broadband services to many more communities.

U.S. Cellular

U.S. Cellular remains committed to growing customers and revenues over the long term by providing a high-quality network, competitive
services and products, and superior customer service. As part of this long-term strategy, the company is targeting selected customer segments,
particularly the postpay consumer and small- to medium-sized commercial segments. To establish a strong organizational foundation for
achieving its objective, U.S. Cellular plans to begin several interdependent initiatives in 2009, including:

Developing deeper and more customized relationships with customers at every touch point online, in retail stores, and
through the billing system through new customer relationship management and electronic data warehouse systems;

Driving online sales and customer engagement by enhancing the learning, shopping, and support experiences at
www.uscellular.com;

Promoting flexible pricing and faster service and product implementation by developing a unified billing system platform for
all customer segments;

Introducing new services and products more quickly by strengthening service and product development capabilities; and

Automating inventory distribution and equipment returns, and centralizing repairs for all sales channels, including agents,
through a new handset logistics system.

U.S. Cellular will continue to build its portfolio of data services and products in 2009, supported by the ongoing expansion of its 3G
network. The company also plans to introduce new and competitive prepaid offerings, while remaining primarily focused on its retail postpay
customers. While U.S. Cellular
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expects total roaming revenues to decrease in 2009 as a result of the merger of Verizon and Alltel, its continued growth in cell sites and network
quality ensures an attractive voice and data roaming experience for its roaming partners.

TDS Telecom

TDS Telecom will continue to focus on earning customer loyalty by exceeding customer expectations, and will drive broadband adoption
by offering enhanced service bundles, higher data speeds and attractive broadband pricing to stimulate market demand. Specifically, the
company plans to:

Make 10 Mbps service available to 50 percent of its customers by year end;

Expand its managedIP offerings for commercial customers;

Promote customer loyalty with competitive Triple Play bundles that include DISH Network video service;

Increase network reliability and enable new services by implementing its 10G regional fiber transport network; and

Provide strategic decision support for targeting new services to customers, by accumulating better information about
customers.

TDS Telecom continues to improve its effective and cost-efficient organizational structure, enabling it to proactively adapt to changing
market conditions and target its resources more effectively.

Thank You

TDS' 12,500 associates and employees are keeping their focus on our most important asset our customers. We thank each of them for their
strong and unwavering dedication to providing the highest possible quality communications experience and customer satisfaction.

We also thank you, our shareholders and bondholders, for your continuing support of TDS, U.S. Cellular and TDS Telecom, and their
long-term growth strategies.

Cordially yours,
LeRoy T. Carlson, Jr. Walter C.D. Carlson
President and Chief Executive Officer Chairman of the Board
vi
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TELEPHONE AND DATA SYSTEMS, INC.

ANNUAL REPORT TO SHAREHOLDERS FOR THE YEAR ENDED DECEMBER 31, 2008
Pursuant to SEC RULE 14(a)-3 and New York Stock Exchange Section 203.01

The following audited financial statements and certain other financial information for the year ended December 31, 2008, represents TDS'
annual report to shareholders as required by the rules and regulations of the Securities and Exchange Commission ("SEC") and under the
requirements of the New York Stock Exchange ("NYSE").

TDS also is required to comply with certain listing standards of the NYSE because it has shares listed on the NYSE, including the
disclosure of the following information in TDS' annual report.

Pursuant to Section 303A.12(a) of the NYSE Listed Company Manual, TDS' CEO certified to the NYSE that he was not aware of any
violation by the company of NYSE corporate governance listing standards, without qualification, at the time that TDS first listed shares on the
NYSE on September 15, 2008. TDS' CEOQ is required to provide a similar certification to the NYSE on an annual basis within 30 days after each
annual meeting. TDS expects that its CEO will file a similar certification without qualification with the NYSE within 30 days after the 2009
annual meeting.

In addition, pursuant to Section 303A.12(a) of the NYSE Listed Company Manual, TDS confirms that its CEO and CFO filed with the SEC
the certifications required under Section 302 of the Sarbanes-Oxley Act as Exhibits to TDS' Annual Report on Form 10-K for the year ended
December 31, 2008.

The following information was filed with the SEC on February 26, 2009 as Exhibit 13 to TDS' Annual Report on Form 10-K for the year
ended December 31, 2008. Such information has not been updated or revised since the date it was originally filed with the SEC. Accordingly,
you are encouraged to review such information together with any subsequent information that we have filed with the SEC and other publicly
available information.
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Telephone and Data Systems, Inc.

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

Telephone and Data Systems, Inc. ("TDS ") is a diversified telecommunications company providing high-quality telecommunications services in
36 states to approximately 6.2 million wireless customers and 1.2 million wireline equivalent access lines at December 31, 2008. TDS conducts
substantially all of its wireless operations through its 81%-owned subsidiary, United States Cellular Corporation ("U.S. Cellular®"), and
provides wireline services through its incumbent local exchange carrier ("ILEC") and competitive local exchange carrier ("CLEC") operations
under its wholly owned subsidiary, TDS Telecommunications Corporation ("TDS Telecom®"). TDS conducts printing and distribution services
through its 80%-owned subsidiary, Suttle-Straus, Inc. ("Suttle-Straus®") which represents a small portion of TDS' operations.

The following discussion and analysis should be read in conjunction with TDS' audited consolidated financial statements and footnotes included
herein and the description of TDS' business included in Item 1 of the TDS Annual Report on Form 10-K ("Form 10-K") for the year ended
December 31, 2008.

OVERVIEW

The following is a summary of certain selected information contained in the comprehensive Management's Discussion and Analysis of Financial
Condition and Results of Operations that follows. The summary does not contain all of the information that may be important. You should
carefully read the entire Management's Discussion and Analysis of Financial Condition and Results of Operations and not rely solely on the
overview.

U.S. Cellular U.S. Cellular provides wireless telecommunications services to approximately 6.2 million customers in five geographic market
areas in 26 states. As of December 31, 2008, U.S. Cellular owned interests in 239 consolidated wireless markets and operated 6,877 cell sites.
U.S. Cellular operates on a customer satisfaction strategy, seeking to meet customer needs by providing a comprehensive range of wireless
products and services, excellent customer support, and a high-quality network. U.S. Cellular's business development strategy is to operate
controlling interests in wireless licenses in areas adjacent to or in proximity to its other wireless licenses, thereby building contiguous operating
market areas. U.S. Cellular believes that operating in contiguous market areas will continue to provide it with certain economies in its capital
and operating costs.

Financial and operating highlights in 2008 included the following:

Total customers increased 2% year-over-year to 6.2 million at December 31, 2008; net retail customer additions were 149,000
compared to 333,000 in the prior year;

The postpay churn rates were 1.5% and 1.4% in 2008 and 2007, respectively. Postpay customers comprised approximately 87% of
U.S. Cellular's customer base as of December 31, 2008;

Average monthly service revenue per customer increased 4% year-over-year to $53.23;

Additions to property, plant and equipment totaled $585.6 million, including expenditures to construct cell sites, increase capacity in
existing cell sites and switches, purchase equipment to expand Evolution Data Optimized ("EVDO") services to additional markets,
outfit new and remodel existing retail stores and continue development and enhancement of U.S. Cellular's office systems. Total cell

sites in service increased 8% year-over-year to 6,877;

U.S. Cellular participated in the Federal Communications Commission ("FCC") auction of spectrum in the 700 megahertz band,
known as Auction 73, indirectly through its interest in King Street Wireless, L.P. ("King Street Wireless"). U.S. Cellular is a limited
partner in King Street Wireless. King Street Wireless was the provisional winning bidder for 152 licenses for an aggregate bid of
$300.5 million, net of its designated entity discount of 25%. The licenses expected to be granted to King Street Wireless cover areas
that overlap or are proximate or contiguous to areas covered by licenses that U.S. Cellular currently owns, operates and/or
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consolidates; and

17



Edgar Filing: TELEPHONE & DATA SYSTEMS INC /DE/ - Form ARS

Table of Contents

Telephone and Data Systems, Inc.

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

U.S. Cellular recognized a loss on impairment of licenses of $386.7 million in 2008. An additional $27.7 million impairment loss on
licenses was recognized at the TDS consolidated level in 2008 due to the fact that TDS has recorded amounts as licenses as a result of
accounting for U.S. Cellular's purchases of U.S. Cellular Common Shares as step acquisitions using purchase accounting. The total
$414.4 million Loss on impairment of licenses, net of the related income tax and minority interest impact reduced TDS' net income
and diluted earnings per share by $209.2 million and $1.80, respectively in 2008. The loss is attributable to further deterioration in the
credit and financial markets and the accelerated decline in the overall economy in the fourth quarter of 2008, which has led to the use
of a higher discount rate when projecting future cash flows and lower than previously projected earnings in the wireless industry.

Service revenues increased $261.1 million, or 7%, to $3,940.3 million in 2008 from $3,679.2 million in 2007. U.S. Cellular experienced an
increase in the number of customers, as well as an increase in average monthly revenue per customer driven primarily by growth in revenues
from data products and services.

Operating income decreased $368.5 million, or 93%, to $27.7 million in 2008 from $396.2 million in 2007, primarily as a result of the 2008
impairment loss related to licenses.

U.S. Cellular anticipates that future growth in its operating income will be affected by the following factors:

Uncertainty related to current economic conditions and their impact on demand for U.S. Cellular's products and services;

Increasing penetration in the wireless industry;

Costs of customer acquisition and retention, such as equipment subsidies and advertising;

Industry consolidation and the resultant effects on roaming revenues, service and equipment pricing and other effects of competition;

Providing service in recently launched areas or potential new market areas;

Potential increases in prepay and reseller customers as a percentage of U.S. Cellular's customer base;

Costs of developing and introducing new products and services;

Costs of development and enhancement of office and customer support systems;

Continued enhancements to its wireless networks, including potential deployments of new technology;

Increasing costs of regulatory compliance; and

Uncertainty in future eligible telecommunication carrier ("ETC") funding.

18
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See "Results of Operations Wireless"
2009 Wireless Estimates

U.S. Cellular expects the factors described above to impact revenues and operating income for the next several quarters. Any changes in the
above factors, as well as the effects of other drivers of U.S. Cellular's operating results, may cause revenues and operating income to fluctuate
over the next several quarters.

U.S. Cellular's estimates of full-year 2009 results for net retail customer additions; service revenues; operating income; depreciation,
amortization and accretion expenses; and capital expenditures are shown below. Such estimates represent U.S. Cellular's views as of the date of
filing of U.S. Cellular's Form 10-K for the year ended December 31, 2008. Such forward-looking statements should not be assumed to be
accurate as of any future date. U.S. Cellular undertakes no duty to update such

19
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Management's Discussion and Analysis of Financial Condition and Results of Operations

information whether as a result of new information, future events or otherwise. There can be no assurance that final results will not differ
materially from such estimated results.

2008
2009 Actual

Estimated Results Results
Net retail customer additions 75,000 - 150,000 149,000
Service revenues $3,900 - $4,000 million $3,940.3 million
Operating income $275 - $350 million $33.2 million
Depreciation, amortization and accretion expenses, and
losses on disposals and impairment of assets(1) Approx. $600 million $987.0 million
Capital expenditures Approx. $575 million $585.6 million
M

2008 Actual Results include losses on disposals of $23.4 million and impairments of assets of $386.7 million. The 2009 Estimated
Results include only the estimate for Depreciation, amortization and accretion expenses and losses on disposals of assets, and do not
include any estimate for losses on impairment of assets (since these can not be predicted).

U.S. Cellular management currently believes that the foregoing estimates represent a reasonable view of what is achievable considering actions
that U.S. Cellular has taken and will be taking. However, the current general economic conditions have created a challenging business
environment that could significantly impact actual results. U.S. Cellular anticipates that its customer base will increase during 2009 as a result of
its continuing focus on customer satisfaction, attractively priced service plans, a broader line of handsets and other products, and improvements
in distribution. U.S. Cellular believes growth in its revenues will result primarily from capturing wireless users switching from other wireless
carriers, selling additional products and services to its existing customers, and increasing the number of multi-device users among its existing
customers, rather than by adding users that are new to wireless service. U.S. Cellular is focusing on opportunities to increase revenues, pursuing
cost reduction initiatives in various areas and implementing a number of initiatives to enable future growth. The initiatives are intended, among
other things, to allow U.S. Cellular to accelerate its rollout of new products and services, better segment its customers for retention and to sell
additional services, such as data, expand its Internet sales and customer service capabilities and improve its prepay products and services.

TDS Telecom TDS Telecom provides high-quality telecommunication services, including full-service local exchange service, long-distance
telephone service, and Internet access, to rural and suburban area communities. TDS Telecom's business plan is designed for a full-service
telecommunications company, including both ILEC and CLEC operations. TDS Telecom's strategy is to be the preferred provider of
telecommunications services including voice, broadband, and video services in its chosen markets. This strategy encompasses many components,
including:

Developing services and products;

Market and customer strategies;

Investing in networks and deploying advanced technologies;

Monitoring the competitive environment;
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Advocating with respect to state and federal regulation for positions that support its ability to provide advanced telecommunications
services to its customers; and

Exploring transactions to acquire or divest properties that would result in strengthening its operations.

Both ILECs and CLECs are faced with significant challenges, including the industry-wide decline in use of second lines by customers, growing
competition from wireless and other wireline providers (other CLECs and cable providers), changes in regulation, new technologies such as
Voice over Internet
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Protocol ("VoIP"), and the uncertainty in the economy. These challenges could have a material adverse effect on the financial condition, results
of operations and cash flows of TDS Telecom in the future.

Overall equivalent access lines served by TDS Telecom as of December 31, 2008 decreased 2% compared to December 31, 2007. Equivalent
access lines are the sum of physical access lines and high-capacity data lines adjusted to estimate the equivalent number of physical access lines
in terms of capacity. A physical access line is an individual circuit connecting a customer to a telephone company's central office facilities. Each
digital subscriber line ("DSL") is treated as an equivalent access line in addition to a voice line that may operate on the same copper loop.

Operating revenues decreased $35.9 million, or 4.2% to $824.3 million during 2008 from $860.2 million in 2007. The decrease in 2008 was
primarily due to a decline in ILEC and CLEC physical access lines, lower rates from bundling promotions and a decrease in network usage by
inter-exchange carriers. These decreases were partially offset by an increase in ILEC data customers and revenues.

Operating income increased to $142.2 million during 2008 compared to $141.2 million in 2007, as decreased revenues were offset by lower
costs. The lower costs in 2008 were primarily due to reduced contributions to certain ILEC national network access pools, various process
improvements implemented by TDS Telecom and the continued shift in focus of the CLEC operations toward serving primarily a commercial
customer base.

See "Results of Operations Wireline."
2009 Wireline Estimates

TDS Telecom's estimates of full-year 2009 results are shown below. Such forward-looking statements should not be assumed to be accurate as
of any future date. Such estimates represent TDS Telecom's view as of the filing date of TDS' Form 10-K for the year ended December 31, 2008.
TDS undertakes no duty to update such information whether as a result of new information, future events or otherwise. There can be no
assurance that final results will not differ materially from these estimated results.

2008
2009 Actual

Estimated Results Results
ILEC and CLEC operations:

Operating revenues $780 - $820 million $824.3 million
Operating income $100 - $130 million $142.2 million
Depreciation, amortization and accretion expenses Approx. $160 million $158.4 million
Capital expenditures Approx. $130 million $140.8 million

The above estimates reflect the expectations of TDS Telecom's management considering the current general economic conditions. During this
challenging business environment, TDS Telecom will continue to focus on its cost-reduction initiatives through product cost improvement and
process efficiencies. TDS Telecom also plans to continue to focus on customer retention programs, including "triple play" bundles involving
voice, DSL and satellite TV.

Cash Flows and Investments TDS and its subsidiaries had cash and cash equivalents totaling $777.3 million, borrowing capacity under their
revolving credit facilities of $1,296.3 million, and additional bank lines of credit of $25.0 million as of December 31, 2008. Also, during 2008,
TDS and its subsidiaries generated $848.9 million of cash flows from operating activities. Management believes that cash on hand, expected
future cash flows from operating activities and sources of external financing provide financial flexibility and are sufficient to permit TDS and its
subsidiaries to finance their contractual obligations and anticipated capital and operating expenditures for the foreseeable future.

See "Financial Resources" and "Liquidity and Capital Resources" for additional information related to cash flows and investments, including the
impacts of recent economic events.

22



Table of Contents

Edgar Filing: TELEPHONE & DATA SYSTEMS INC /DE/ - Form ARS

Telephone and Data Systems, Inc.

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

RESULTS OF OPERATIONS CONSOLIDATED

December 31,

Operating revenues
U.S. Cellular
TDS Telecom
All other(1)

Total operating
revenues
Operating expenses
U.S. Cellular
TDS Telecom
All other(1)

Total operating
expenses
Operating income
(loss)
U.S. Cellular
TDS Telecom
All other(1)

Total operating
income
Investment and
other income
(expense)
Equity in
earnings of
unconsolidated
entities
Interest and
dividend income
Interest expense
Gain (loss) on
investments and
financial
instruments
Other, net

Total investment

2008 (Decrease)
$ 4,243,185 $ 296,921
824,282 (35,929)
24,552 2,043
5,092,019 263,035
4,215,475 665,410
682,038 (36,971)
66,352 34,340
4,963,865 662,779
27,710 (368,489)
142,244 1,042
(41,800) (32,297)
128,154 (399,744)
89,812 (2,019)
39,131 (160,304)
(137,899) 70,837
31,595 (49,828)
2,213 8,614
24,852 (132,700)

Increase/ Percentage
Change

2007

Increase/ Percentage

(Dollars in thousands)

75% $ 3,946,264 $ 473,109

(4.2)%
9.1%
5.4%

18.7%

(5.1)%
N/M

15.4%

(93.0)%
0.7%
N/M

(75.7)%

2.2)%

(80.4)%
33.9%

(61.2)%
N/M

(84.2)%

860,211 (15,707)
22,509 7,064
4,828,984 464,466
3,550,065 366,806
719,009 (28,053)
32,012 10,592
4,301,086 349,345
396,199 106,303
141,202 12,346
(9,503) (3,528)
527,898 115,121
91,831 (3,339)
199,435 4,791
(208,736) 25,807
81,423 219,102
(6,401) 630
157,552 246,991

(Decrease) Change

2006

13.6% $ 3,473,155

1.8)% 875,918
45.7% 15,445
10.6% 4,364,518
11.5% 3,183,259
(3.8)% 747,062
49.4% 21,420
8.8% 3,951,741
36.7% 289,896
9.6% 128,856
(59.0)% (5,975)
27.9% 412,777
(3.5)% 95,170
2.5% 194,644
11.0% (234,543)
N/M (137,679)
9.0% (7,031)
N/M (89,439)
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and other income
(expense)

Income before
income taxes,
minority interest,
and extraordinary

item 153,006 (532,444) (77.7)% 685,450 362,112 N/M 323,338
Income tax
expense 30,093 (238,961) (88.8)% 269,054 152,595 N/M 116,459

Income before
minority interest
and extraordinary

item 122,913 (293,483) (70.5)% 416,396 209,517 N/M 206,879
Minority share of
income, net of tax (29,372) 43,739 59.8% (73,111) (27,991) (62.0)% (45,120)
Income before
extraordinary item 93,541 (249,744) (72.8)% 343,285 181,526 N/M 161,759
Extraordinary
item, net of taxes (42,827) N/M 42,827 42,827 N/M
Net income 93,541 (292,571) (75.8)% 386,112 224,353 N/M 161,759
Preferred dividend
requirement (52) N/M (52) 113 68.5% (165)
Net income
available to
common $ 93,489 $ (292,571) (75.8)% $ 386,060 $ 224,466 NM $ 161,594
Basic earnings per
share $0.81 $(2.47) (75.3)% $3.28 $1.89 N/M $1.39
Diluted earnings
per share $0.80 $(2.42) (75.2)% $3.22 $1.85 N/M $1.37
(D

Consists of Suttle-Straus printing and distribution operations, corporate operations and intercompany
eliminations. This also includes the loss on impairment on licenses that are recorded at the TDS consolidated
level related to U.S. Cellular. TDS has recorded amounts as licenses as a result of accounting for

U.S. Cellular's purchases of U.S. Cellular Common Shares as step acquisitions using purchase accounting.

N/M Percentage change not meaningful
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Operating Revenues

U.S. Cellular revenue growth reflects average wireless customer growth of 3% and growth in average monthly service revenue per wireless
customer of 4% in 2008. The decline in TDS Telecom revenue primarily reflects the decline in physical access lines and network usage.

Operating Expenses

The increase at U.S. Cellular primarily reflects costs associated with acquiring customers and serving and retaining its expanding customer base.
The reduction in TDS Telecom expenses was primarily due to reduced contributions to certain ILEC national network access pools, various
process improvements implemented by TDS Telecom and the continued shift in focus of the CLEC operations toward serving primarily a
commercial customer base.

Equity in earnings of unconsolidated entities

Equity in earnings of unconsolidated entities represents TDS' share of net income from markets in which it has a minority interest and that are
accounted for by the equity method. TDS follows the equity method of accounting for unconsolidated entities over which it has the ability to
exercise significant influence, generally entities in which its ownership interest is less than or equal to 50% but equals or exceeds 20% for
corporations and 3% for partnerships and limited liability companies.

TDS' investment in the Los Angeles SMSA Limited Partnership ("LA Partnership") contributed $66.1 million, $71.2 million and $62.3 million
to Equity in earnings from unconsolidated entities in 2008, 2007 and 2006, respectively.

Interest and dividend income

Interest income decreased $42.2 million in 2008 from 2007 primarily due to a lower interest rate earned on cash balances in 2008. The weighted
average return on cash investments declined from 4.33% in 2007 to 1.20% in 2008 due to both a decline in short-term interest rates and a change
in the composition of TDS' cash investments. TDS invested substantially all of its cash balances in prime money market funds from January
2006 through August 2007 and in money market funds that invest exclusively in short-term U.S. Treasury securities thereafter. Interest income
increased $7.5 million in 2007 from 2006 primarily due to higher average investment balances in 2007.

Dividend income decreased by $118.1 million in 2008 from 2007 primarily due to a $117.6 million decrease in dividends from Deutsche
Telekom Ordinary Shares. The decrease was due to the disposal of a substantial majority of these shares prior to the record date for the 2008
dividend in May 2008. Dividend income declined by $2.7 million in 2007 compared to 2006 as an $8.2 million increase in the dividend paid by
Deutsche Telekom in 2007 was more than offset by a $12.4 million reduction in 2007 dividends from Vodafone American Depository Receipts
("ADRs") which were disposed of in 2007.

Interest expense

The decrease in interest expense in 2008 was primarily due to a $65.5 million decrease in interest incurred on variable prepaid forward contracts
due to the settlement of variable prepaid forward contracts with an aggregate principal amount of $1,754.1 million in 2007 and 2008. The
decrease in interest expense in 2007 compared to 2006 was primarily due to a $13.9 million decrease in interest incurred on variable prepaid
forward contracts related to the settlement of variable prepaid forward contracts during 2007; an $8.2 million decrease in interest related to TDS'
7.0% senior notes that were paid off in the third quarter of 2006 and a $3.4 million decrease in interest related to U.S. Cellular's revolving credit
facility.
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Interest expense is summarized by related debt instrument in the following table:

Year Ended December 31, 2008 2007 2006
(Dollars in thousands)

Forward contracts $ 12,028 $ 77,543 $ 91,473
U.S. Cellular 6.7% senior notes 37,085 37,084 37,080
U.S. Cellular 7.5% senior notes 25,113 25,113 25,113
U.S. Cellular 8.75% senior notes 11,383 11,380 11,383
TDS 7.6% notes 38,414 38,414 38,414
TDS 6.625% notes 7,798 7,798 7,798
TDS 7.0% notes 8,206
TDS medium-term notes 938
U.S. Cellular revolving credit facility 3,061 4,967 8,337
TDS revolving credit facility 1,695 2,765 1,404
Other 1,322 3,672 4,397
Total interest expense $137,899 $208,736 $234,543

Gain (loss) on investments and financial instruments
In 2008, this amount primarily consists of a $31.7 million gain realized upon the disposition of Rural Cellular Corporation Common Shares.

In 2007, this amount includes an aggregate net gain of $75.1 million related to investments in Vodafone American Depository Receipts,
VeriSign Common Shares and Deutsche Telekom Ordinary Shares, and the collar portions of the variable prepaid forward contracts related to
such investments. This net gain includes gains and losses on the disposition of investments in Vodafone, VeriSign and Deutsche Telekom, and
the settlement of the collar portions of the variable prepaid forward contracts related to the Vodafone and Deutsche Telekom investments. This
amount also includes gains and losses from changes in the fair value of the collar portions of the variable prepaid forward contracts related to the
Vodafone, VeriSign and Deutsche Telekom investments. Also included in 2007 is a $6.3 million additional gain from the sale of U.S. Cellular's
interest in Midwest Wireless Communications, LLC ("Midwest Wireless").

The loss in 2006 was primarily due to the collar portions of the variable prepaid forward contracts related to the Vodafone, VeriSign and
Deutsche Telekom investments. Changes in the fair value of such collars resulted in a loss of $304.6 million. This loss was partially offset by a
$90.3 million gain at TDS Telecom from its remittance of Rural Telephone Bank ("RTB") shares, and a $70.4 million gain from the sale of
U.S. Cellular's interest in Midwest Wireless.

See Note 2 Fair Value Measurements in the Notes to Consolidated Financial Statements, for more information on the details of gains and losses
on investments and financial instruments.

Other, net

Borrowing costs on the variable prepaid forward contracts decreased $5.7 million in 2008 compared to 2007 due to the settlements of variable
prepaid forward contracts in 2008 and 2007.

Income tax expense

The effective tax rate on Income before income taxes, minority interest and extraordinary item ("pre-tax income") was 19.7%, 39.3% and 36.0%
for 2008, 2007 and 2006, respectively.

The 2008 income tax expense includes a tax benefit of $159.8 million related to the $414.4 million loss on impairment of intangible assets. As a
result of this impairment loss, the dollar amount of TDS' pre-tax income and income taxes calculated at the statutory rate was substantially
reduced, which magnifies the
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dollar amount of other tax items in percentage terms. The 2008 state income tax amount includes a $15.6 million benefit from the loss on
impairment of intangible assets, a $19.7 million benefit recorded upon the final disposition of the Deutsche Telekom shares, a $7.4 million
benefit from a change in filing positions in certain states and a $6.4 million expense related to uncertain tax positions. Compared to 2007, the
state tax rate also benefitted due to an increase of $6.1 million in deferred tax valuation allowances in 2007 resulting from the restructuring of
certain legal entities for tax purposes that did not occur in 2008. Compared to 2007, the overall tax rate also benefitted due to a $4.6 million
one-time write-off in 2007 of deferred tax assets for certain partnerships (which is reflected in minority share of income not included in the
consolidated tax return), $11.4 million lower foreign taxes as a result of fewer dividends received from Deutsche Telekom and the resolution of
other prior period tax issues.

The 2007 tax rate was higher than the 2006 tax rate due to the increase in deferred tax valuation allowances and the write-off of deferred tax
assets noted above. In addition, the 2007 state tax rate was higher than 2006 due to the favorable resolution of certain state audits in 2006.

Minority share of income

Minority share of income includes the minority public shareholders' share of U.S. Cellular's net income, the minority shareholders' or partners'
share of certain U.S. Cellular subsidiaries' net income or loss and other TDS minority interests.

Year Ended
December 31,
2008 2007 2006

(Dollars in thousands)
Minority Share of Income
U.S. Cellular
Minority Public Shareholders' $ (6,629) $(60,600) $(33,996)
Minority Shareholders' or Partners' (22,743) (12,398) (10,891)

(29,372)  (72,998)  (44,887)
Other (113) (233)

$(29,372) $(73,111) $(45,120)
Extraordinary Item
The extraordinary item was attributable to TDS Telecom's discontinuance of the application of Statement of Financial Accounting Standards

No. 71, Accounting for the Effects of Certain Types of Regulation, in the third quarter of 2007. See Note 4 Extraordinary Item in the Notes to
Consolidated Financial Statements for more information.
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RESULTS OF OPERATIONS WIRELESS

TDS provides wireless telephone service through U.S. Cellular, an 81%-owned subsidiary. U.S. Cellular owns, manages and invests in wireless
markets throughout the United States.

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

As of December 31,(1) 2008 2007 2006
Total market population of consolidated operating markets(2) 46,009,000 44,955,000 44,043,000
Customers(3) 6,196,000 6,102,000 5,815,000
Market penetration(2) 13.5% 13.6% 13.2%
Total full-time equivalent employees 8,470 7,837 7,608
Cell sites in service 6,877 6,383 5,925
For the Year Ended December 31,(4) 2008 2007 2006

Net customer additions(5) 91,000 281,000 310,000
Net retail customer additions(5) 149,000 333,000 297,000
Average monthly service revenue per customer(6) $ 5323 $ 5117 $ 47.23
Postpay churn rate(7) 1.5% 1.4% 1.6%

)

Amounts include results for U.S. Cellular's consolidated operating markets as of December 31.

@3
Calculated using 2007, 2006 and 2005 Claritas population estimates for 2008, 2007 and 2006, respectively. "Total market population
of consolidated operating markets" is used only for the purposes of calculating market penetration of consolidated operating markets,
which is calculated by dividing customers by the total market population (without duplication of population in overlapping markets).

The total market population and penetration measures for consolidated operating markets apply to markets in which U.S. Cellular
provides wireless service to customers. For comparison purposes, total market population and penetration related to all consolidated
markets in which U.S. Cellular owns an interest were 83,014,000 and 7.5%, 82,371,000 and 7.4%, and 55,543,000 and 10.5% as of
December 31, 2008, 2007 and 2006, respectively.

As a result of exchange transactions with AT&T that closed in August 2003, U.S. Cellular obtained rights to acquire majority interests
in additional licenses, some of which have been previously acquired and are reflected in the total market population of consolidated
markets. During 2008, U.S. Cellular exercised its rights to acquire all but one of the remaining licenses pursuant to this exchange
agreement. The licenses that were exercised but not yet acquired as of December 31, 2008 will increase total market population of
consolidated markets by 1,555,000 to 84,569,000. The exercise of these rights did not require U.S. Cellular to provide any additional
consideration to AT&T, other than consideration already provided in conjunction with the August 2003 exchange transaction.
Therefore, exercise of these rights did not cause a change in U.S. Cellular's Licenses balance in 2008. U.S. Cellular continues to have a
right that does not have a stated expiration date to acquire a majority interest in one license under the exchange agreement.
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3

U.S. Cellular's customer base consists of the following types of customers:

2008 2007 2006

Customers on postpay service plans in which the end user

is a customer of U.S. Cellular ("postpay customers") 5,420,000 5,269,000 4,912,000
Customers on prepay service plans in which the end user

is a customer of U.S. Cellular ("prepay customers") 287,000 295,000 313,000
End user customers acquired through U.S. Cellular's

agreements with third parties ("reseller customers") 489,000 538,000 590,000
Total customers 6,196,000 6,102,000 5,815,000
C))

Amounts include results for U.S. Cellular's consolidated operating markets for the period January 1 through December 31; operating
markets acquired during a particular period are included as of the acquisition date.

®)
"Net customer additions" represents the number of net customers added to U.S. Cellular's overall customer base through all of its
marketing distribution channels, excluding any customers transferred through acquisitions, divestitures or exchanges. "Net retail
customer additions" represents the number of net customers added to U.S. Cellular's customer base through its marketing distribution
channels, excluding net reseller customers added to its reseller customer base and excluding any customers transferred through
acquisitions, divestitures or exchanges.

(0)
Management uses this measurement to assess the amount of service revenue that U.S. Cellular generates each month on a per customer
basis. Variances in this measurement are monitored and compared to variances in expenses on a per customer basis. Average monthly
service revenue per customer is calculated as follows:

2008 2007 2006
Service revenues per Consolidated Statement of
Operations (000s) $3,940,326  $3,679,237 $3,214,410
Divided by average customers during period (000s)* 6,169 5,992 5,671
Divided by number of months in each period 12 12 12

Average monthly service revenue per customer $ 5323 $§ 5117 $ 4723

"Average customers during period" is calculated by adding the number of total customers at the beginning of the first month
of the period and at the end of each month in the period and dividing by the number of months in the period plus one.
Acquired and divested customers are included in the calculation on a prorated basis for the amount of time U.S. Cellular
included such customers during each period.

O]

Postpay churn rate represents the percentage of the postpay customer base that disconnects service each month.
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Components of Operating Income

Year Ended Increase/ Percentage Increase/ Percentage
December 31, 2008 (Decrease) Change 2007 (Decrease) Change 2006
Retail service $ 3,445,762 $ 191,800 59% $ 3,253,962 $ 372,116 129%$% 2,881,846
Inbound roaming 329,196 35,430 12.1% 293,766 60,889 26.1% 232,877
Other 165,368 33,859 25.7% 131,509 31,822 31.9% 99,687
Service revenues 3,940,326 261,089 71% 3,679,237 464,827 14.5% 3,214,410
Equipment sales 302,859 35,832 13.4% 267,027 8,282 3.2% 258,745
Total operating
revenues 4,243,185 296,921 7.5% 3,946,264 473,109 13.6% 3,473,155
System operations
(excluding
Depreciation,
amortization and
accretion reported
below) 784,057 66,982 9.3% 717,075 77,392 12.1% 639,683
Cost of equipment
sold 743,406 106,108 16.6% 637,298 68,395 12.0% 568,903
Selling, general and
administrative 1,701,050 142,483 9.1% 1,558,567 159,006 11.4% 1,399,561
Depreciation,
amortization and
accretion 576,931 (1,255) (0.2)% 578,186 22,661 4.1% 555,525
Loss on impairment of
intangible assets 386,653 361,730 N/M 24,923 24,923 N/M
Loss on asset
disposals, net 23,378 (10,638) (31.3)% 34,016 14,429 73.7% 19,587
Total operating
expenses 4,215,475 665,410 18.7% 3,550,065 366,806 11.5% 3,183,259
Operating income $ 27,710 $ (368,489) (93.0)0%$ 396,199 $ 106,303 36.7%% 289,896

N/M Percentage change not meaningful
Operating Revenues

Service revenues

Service revenues consist primarily of: (i) charges for access, airtime, roaming, recovery of regulatory costs and value-added services, including
data products and services and long distance, provided to U.S. Cellular's retail customers and to end users through third-party resellers ("retail
service"); (ii) charges to other wireless carriers whose customers use U.S. Cellular's wireless systems when roaming, including long-distance

roaming ("inbound roaming"); and (iii) amounts received from the Federal Universal Service Fund ("USF").
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The increase in Service revenues was due to the growth in the average customer base, which increased 3% to 6.2 million in 2008 following an
increase of 5% to 6.0 million in 2007 and higher monthly service revenue per customer. Monthly service revenue per customer averaged $53.23
in 2008, $51.17 in 2007 and $47.23 in 2006.

Retail service revenues

The increases in Retail service revenues in 2008 and 2007 were due primarily to growth in U.S. Cellular's average customer base and an increase
in average monthly retail service revenue per customer.

The increase in the average number of customers each year was driven primarily by the net retail customer additions that U.S. Cellular generated
from its marketing distribution channels. The average number of customers also was affected by the timing of acquisitions, divestitures and
exchanges.

U.S. Cellular anticipates that its customer base will increase during 2009 as a result of its continuing focus on customer satisfaction, attractively
priced service plans, a broader line of handsets and other products, and improvements in distribution. U.S. Cellular believes growth in its
revenues will be primarily from capturing wireless users switching from other wireless carriers, selling additional products to its existing
customers and increasing the number of multi-device users among its existing customers, rather than by adding users that are new to wireless
service. However, the level of growth in the customer base for 2009 will depend upon U.S. Cellular's ability to attract new customers and retain
existing customers in a highly and increasingly competitive marketplace. The rate of growth in U.S. Cellular's total customer

11

32



Edgar Filing: TELEPHONE & DATA SYSTEMS INC /DE/ - Form ARS

Table of Contents

Telephone and Data Systems, Inc.

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

base has slowed over time, as U.S. Cellular's total customers increased 5% from 2006 to 2007 and 2% from 2007 to 2008. See "Overview 2009
Estimates" for U.S. Cellular's estimate of net retail customer additions for 2009.

Average monthly retail service revenue per customer increased 3% to $46.55 in 2008 from $45.25 in 2007, and increased 7% in 2007 from
$42.35 in 2006. The increase in average monthly retail service revenue was driven primarily by growth in revenues from data products and
services.

Monthly retail voice minutes of use per customer averaged 695 in 2008, 676 in 2007 and 590 in 2006. The increases in both years were driven
primarily by U.S. Cellular's focus on designing sales incentive programs and customer billing rate plans to stimulate overall usage. The impact
on retail service revenues of the increase in average monthly minutes of use was offset by a decrease in average revenue per minute of use. The
decrease in average revenue per minute of use reflects the impact of increasing competition, which has led to the inclusion of an increasing
number of minutes in package pricing plans and the inclusion of features such as unlimited inbound calling, which U.S. Cellular had made a
differentiating factor in its current calling plans, as well as unlimited night and weekend minutes and unlimited mobile-to-mobile minutes in
certain pricing plans. U.S. Cellular anticipates that its average revenue per minute of use may continue to decline in the future, reflecting
increased competition and continued penetration of the consumer market.

Revenues from data products and services grew significantly year-over-year totaling $511.7 million in 2008, $367.9 million in 2007 and
$217.4 million in 2006 and represented 13% of total service revenues in 2008 compared to 10% and 7% of total service revenues in 2007 and
2006, respectively. Such growth, which positively impacted average monthly retail service revenue per customer, reflected customers' continued

. . , . . . . SM . ..
and increasing acceptance and usage of U.S. Cellular's text messaging and picture messaging services, easyedge™ service and applications, and
Smartphone handsets and services.

Inbound roaming revenues

In both years, the increase in Inbound roaming revenues was related primarily to higher usage for both voice and data products and services,
partially offset by a decline in rates per minute or kilobyte of use with key roaming partners. The increase in inbound usage was driven primarily
by the overall growth in the number of customers and higher usage per customer throughout the wireless industry, including usage related to
both voice and data products and services, which led to an increase in inbound traffic from other wireless carriers.

A significant portion of Inbound roaming revenues is derived from Verizon Wireless ("Verizon") and Alltel Corporation ("Alltel"). In January
2009, Verizon acquired Alltel. As a result of this transaction, the network footprints of Verizon and Alltel were combined. This is expected to
result in a significant decrease in inbound roaming revenues for U.S. Cellular, because the combined Verizon and Alltel entity is expected to
significantly reduce its use of U.S. Cellular's network in certain coverage areas that are currently used by Verizon and Alltel as separate entities.
U.S. Cellular anticipates that such a decline would more than offset the positive impact of the trends of increasing minutes of use and increasing
data usage described in the preceding paragraph. Additional changes in the network footprints of other carriers also could have an adverse effect
on U.S. Cellular's inbound roaming revenues. For example, consolidation among other carriers which have network footprints that currently
overlap U.S. Cellular's network could further decrease the amount of inbound roaming revenues for U.S. Cellular. U.S. Cellular also anticipates
that its roaming revenue per minute or kilobyte of use could decline over time due to the renegotiation of existing contracts as a result of the
aforementioned further industry consolidation. The foregoing could have an adverse effect on U.S. Cellular's business, financial condition or
results of operations.

Other revenues

The increases in Other revenues in 2008 and 2007 were due primarily to increases in amounts that were received from the USF for states in
which U.S. Cellular has been designated as an ETC. In 2008, 2007
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and 2006, U.S. Cellular was eligible to receive ETC funds in sixteen, nine and seven states, respectively. ETC revenues recorded in 2008, 2007
and 2006 were $127.5 million, $98.0 million and $67.9 million, respectively. As described in U.S. Cellular's Form 10-K, Item 1. Business
Description, under the heading of "Regulation, Pending Proceedings Universal Service," ETC revenues may decline significantly in future
periods.

Equipment sales revenues

Equipment sales revenues include revenues from sales of handsets and related accessories to both new and existing customers, as well as
revenues from sales of handsets and accessories to agents. All equipment sales revenues are recorded net of anticipated rebates.

U.S. Cellular strives to offer a competitive line of quality handsets to both new and existing customers. U.S. Cellular's customer retention efforts
include offering new handsets at discounted prices to existing customers as the expiration date of the customer's service contract approaches.
U.S. Cellular also continues to sell handsets to agents; this practice enables U.S. Cellular to provide better control over the quality of handsets
sold to its customers, establish roaming preferences and earn quantity discounts from handset manufacturers which are passed along to agents.
U.S. Cellular anticipates that it will continue to sell handsets to agents in the future.

The increase in 2008 Equipment sales revenues was driven by an increase of 10% in average revenue per handset sold, primarily reflecting the
sale of more expensive handsets with expanded capabilities. Average revenue per handset sold was flat in 2007 compared to 2006. The increase
in 2007 Equipment sales revenues was due primarily to an increase of 3% in the number of handsets sold.

Operating Expenses
System operations expenses (excluding Depreciation, amortization, and accretion)

System operations expenses (excluding Depreciation, amortization, and accretion) include charges from wireline telecommunications service
providers for U.S. Cellular's customers' use of their facilities, costs related to local interconnection to the wireline network, charges for
maintenance of U.S. Cellular's network, long-distance charges, outbound roaming expenses and payments to third-party data product and
platform developers. Key components of the overall increases in system operations expenses were as follows:

Expenses incurred when U.S. Cellular's customers used other carriers' networks while roaming increased $28.0 million, or 17%, in
2008 and $29.6 million, or 22%, in 2007. The increases were due to an increase in roaming minutes of use driven by customer

migration to national and wide area plans.

Maintenance, utility and cell site expenses increased $24.6 million, or 9%, in 2008 and $27.5 million, or 11% in 2007, primarily driven
by increases in the number of cell sites within U.S. Cellular's network and rent expense per cell site. The number of cell sites totaled
6,877 in 2008, 6,383 in 2007 and 5,925 in 2006, as U.S. Cellular continued to grow by expanding and enhancing coverage in its
existing markets and also through acquisitions of existing wireless operations. The increase in 2008 also was due to an increase in

software maintenance costs to support rapidly growing data needs.

The cost of network usage on U.S. Cellular's systems increased $14.4 million, or 5%, in 2008 and $20.3 million, or 8%, in 2007, as
voice and data usage on U.S. Cellular's systems increased driven primarily by continued migration to voice plans with a larger number
of packaged minutes, text messaging plans, and other data offerings. In addition, data network and developer costs increased due to the
increase in data usage.
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U.S. Cellular expects total system operations expenses to increase in the foreseeable future, driven by the following factors:

Increases in the number of cell sites and other network facilities within U.S. Cellular's systems as it continues to add capacity and
enhance quality;

Continued expansion of EVDO services to additional markets; and

Increases in voice minutes of use and data usage, both on U.S. Cellular's network and by U.S. Cellular's customers on other carriers'
networks when roaming.

These factors are expected to be partially offset by anticipated decreases in the per-minute cost of usage both on U.S. Cellular's network and on
other carriers' networks.

Cost of equipment sold

Cost of equipment sold increased in 2008 and 2007 primarily from increases in the average cost per handset sold as a result of sales of more
expensive handsets with expanded capabilities; such increases were 13% and 9% in 2008 and 2007, respectively. U.S. Cellular believes that the
expanded capabilities will drive increases in data revenues.

U.S. Cellular expects loss on equipment, defined as equipment sales revenues less cost of equipment sold, to increase in the foreseeable future as
wireless carriers continue to use handset availability and pricing as a means of competitive differentiation. New handsets with expanded
capabilities, particularly Smartphones, generally have higher purchase costs for carriers which, due to competitive market conditions, generally
cannot be recovered through proportionately higher selling prices to customers.

Selling, general and administrative expenses

Selling, general and administrative expenses include salaries, commissions and expenses of field sales and retail personnel and facilities;
telesales department salaries and expenses; agent commissions and related expenses; corporate marketing and merchandise management;
advertising; and public relations expenses. Selling, general and administrative expenses also include bad debts expense, the costs of operating
U.S. Cellular's customer care centers and the majority of U.S. Cellular's corporate expenses.

The increases in Selling, general and administrative expenses in 2008 and 2007 were due primarily to higher expenses associated with acquiring,
serving and retaining customers, driven in part by an increase in U.S. Cellular's customer base in both years and increased regulatory charges
and taxes. Key components of the increases in Selling, general and administrative expenses were as follows:

2008

General and administrative expenses increased $63.3 million, or 8%, due to increases in expenses related to the operations of
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