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PART I. FINANCIAL INFORMATION
Item 1. —— FINANCIAL STATEMENTS
ATRGATE PCS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(unaudited)
(dollars in thousands, except share amounts)
Assets

Current assets:

Cash and cash equUivalent s . ...ttt ittt ettt et et ettt et eeeeeeeeeaeeeeeeeeeaaeeeeeens
Accounts receivable, net of allowance for doubtful accounts of $11,455

and $11,256, TeSPECLIVE LY w i ittt ittt it ittt ettt ettt eeeeeeaneeeeeeeeeesnaaeeeeeeeeennnneees
Receivable from Sprant ... it ittt ittt e e e et ettt e e ettt eaee e eeeeeeeeeeeeaeaeeeneanns
0 0 7 o e e =
J al Y T e B D4 1D o= Y
[O o oY o 3B s af =D o L = =

Total CULTENE @S SEE S . i i ittt ittt e e e et e et ettt ettt eee et eaeeeeeeseeaeeeeeeeeeneeens

Property and equipment, net of accumulated depreciation of $133,262 and $112,913, respectively..
I8 o = 0 B o L J @ = i
Intangible assets, net of accumulated amortization of $21,856 and $17,592, respectively.........
Direct subscriber activabion CoOSt S ...ttt it ittt ettt it ettt
L oL = = = = i

B it T N i

Liabilities and Stockholders' Equity (Deficit)
Current liabilities:

ACCOUNE S PaAVAD . ittt ittt e et e e e e e e e e e e et et e
ACCTUEA EXPEINISES t ¢ v v et ettt e et e e et e e et e e et e e et e e ettt ettt ettt
Payable Lo SPI ANt . ittt ittt et e e e e e e e e e e e e ettt et
Deferred FOVEIMUE . t v vttt ittt ettt e ettt ettt ettt et s nen e eeeeeeensneaeeeeeeeensnnneeeeeeeennnnas
Current maturities of long-term debt and capital lease obligations...............cccccio....
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Total current 1iabilaties . ittt ittt ettt ittt et ittt ennnas
Deferred subscriber activation fee FevVeNUE. .. ...ttt ittt ittt eeeeennnnaeeeeeeenn
Other long-—term 1iabilitdes . @ittt ittt et e e ettt e ee et e eaeeeeeeeeeaeeeeeeeeeneenns
Long-term debt and capital lease obligations, excluding current maturities................ ...

e = B 5 = Y o i 0 I e
Commitments and CONLINgeNCIE S . . it ittt it ittt e et e e ettt eaeeee e eenaeaeeeeeanns

Stockholders' equity (deficit):
Preferred stock, par value, $.01 per share;
5,000,000 shares authorized; no shares issued and outstanding.............cceiiieee....
Common stock, par value, $.01 per share; 150,000,000 shares authorized; 25,836,520 and
25,806,520 shares issued and outstanding at December 31, 2002 and September 30, 2002,
BTSN} o LT e I S
Additional paid—In=—Capital. ...ttt ittt ettt et ettt et e e
Unearned StoOCKk COmMPenSatiom. vttt it ittt ettt et et e ettt aee e eeaeeeeeeeeneeeeeeeeanns
Accumulated defdC it vttt i ittt ettt i et e e e e e

Total stockholders' equity (Aeficit) &ttt ittt e ettt e ettt e eaeeeeeeeeeneaens

Total liabilities and stockholders' equity (deficit) .......i it eennnnns

See accompanying notes to the unaudited consolidated financial statements.

ATRGATE PCS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited)
(dollars in thousands, except share and per share amounts)

Three Months Ended
December 31,

2002 2001

Revenues:

SV IiCE TOVENUES . v v vt vttt ettt ettt eeeee e eeeeeeeeeennnnn $ 96,328 $ 55

ROAMING FOVENUE S . ¢ vt et e e et ettt te e e e et eeeeeeeeeeennaeeeens 31,991 21

EQUIPMENT FeVENUES . ¢ i ittt ettt ettt e et et eeeeeeeeeeeneeeeens 4,782 4

TOtaAl FOVENUES e v v i vt ettt ettt e teeseeeeeeeneeaeeenns 133,101 81

Operating Expenses:

Cost of services and roaming (exclusive

of depreciation, and amortization as shown separately

LT o (88,006) (57

Cost Of equipment ... ...ttt ittt ettt eeee e e (12,127) (9

Selling and marketing. . ...ttt ittt ittt (28,903) (29

General and administrative expensesS........c.ceeiieereennnnn (7,408) (5
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Non-cash stock compensation expense...........ceeeeeeeeenen. (176)
Depreciation and amortization of property and equipment... (20, 626) (11
Amortization of intangible assets...........iiiiiiiio.. (4,264) (4
Total operating EXPEeNSES . v v vttt it e e eeeeeeeneeeeeeens (161,510) (118
OpPerating LOSS . v v ittt ittt ettt e ettt (28,409) (36
Interest INCOmME. & . ittt ittt e ittt e et ettt et aee et eaneaees 40
B o ool oy o N D g oYY o 1 (19,305) (10
(@ ol o TS oD o o 1= -
Loss before income tax benefit......... ... (47,674) (47
Income tax benefit... ... ..ttt iieeennnn - 17
J = S X = S (47,674) S (29
Basic and diluted net loss per share of common stock........... S (1.85) S (
Basic and diluted weighted-average outstanding common shares... 25,824,149 17,675

See accompanying notes to the unaudited consolidated financial statements.

ATRGATE PCS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)
(dollars in thousands)

D LS 0 e
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization of property and equipment........ ..ttt enneneeeeens
Amortization Of Intangible asSSel S . i it ittt ittt et ettt et et e e e e e
Amortization of financing costs into interest exXpPense....... .ttt ittt innnnnneeeeens
Provision for doubtful aCCOUNE S . @ittt ittt ittt et ettt ettt nnnnees
Interest expense associated with accretion of disSCOUNLS. ...ttt ittt ittt eeeeeeeeeannns
Non-cash StoCK CoOmMPeNnSatiom. @ittt ittt e e e e e e et et e ettt eeeeeeeeeeaneeeeeeeeanens
Deferred income tax bDenef it . . ...ttt i i ettt ittt ettt e
Changes in assets and liabilities:
ACCOUNL S reCelvab e . i ittt ittt i i et ettt ittt e e i e e e e e
Receivable from Sprint ... ..ttt it ettt et et ettt et ae et eeaeeeeeeeenaeaees
D 0 o b Y =

Prepaid expenses, other current and nNon—-cCUrrent asSSetS. .. ..ttt ittt ttneeeeeeeenneeeens
Accounts payable, accrued expenses and other long term liabilities.....................
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Payable Lo SPTINt .. ittt e e e e e e e e e e e e e e e e e e e e
| il k=Y B ol O o L L

Net cash used in operating activities. ... ...ttt ittt eennenneeeens

Cash flows from investing activities:
Capital eXPeNAitUr e S . ¢ i ittt ittt e et ettt ettt ettt e ee ettt e
Cash acquired from 1P CS, TN C .« it i i i i ettt o eeeeeee e e eneeeeeeeeeeeeeeeeeeaeeeeeeeeeaeeeeeeeens
Purchase o0f bUSINESS aSSel S . v i ittt i ittt it ittt ettt ittt

Net cash (used in) provided by investing activities............iiiiiiio....

Cash flows from financing activities:
Proceeds from borrowings under senior credit facilities........oeiiiiiiiiiiiiiiti e
Payments for credit facility DOrroWingS . ... i ittt ittt et e ettt e ettt aeeeeeeeeeanens
Proceeds from exercise of employee sStoCk OpPLionNS. . ottt ittt ittt et ettt et eeeeee e e

Net cash provided by financing activities....... .

Net (decrease) increase in cash and cash equivalents...........cuiiieeee...
Cash and cash equivalents at beginning of period.. ... ...ttt ittt ettt eeeeeeeeeenneaeens

Cash and cash equivalents at end Of Period. ... ittt ittt ittt ettt ettt eaeeeeeeeenaaaeens

Supplemental disclosure of cash flow information - cash paid for interest........... ... ...
Supplemental disclosure for non-cash investing activities:
Capitalized Intere st . @ittt i i ettt et e e ettt e ettt ettt e e e e

See accompanying notes to the unaudited consolidated financial statements.

ATRGATE PCS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2002
(unaudited)

(1) Business, Basis of Presentation and Liquidity
(a) Business and Basis of Presentation

The accompanying unaudited quarterly financial statements of AirGate PCS, Inc.
(the "Company") are presented in accordance with the rules and regulations of
the Securities and Exchange Commission ("SEC") and do not include all of the
disclosures normally required by accounting principles generally accepted in the
United States of America. In the opinion of management, these statements reflect
all adjustments, including recurring adjustments, which are necessary for a fair
presentation of the consolidated financial statements for the interim periods.
The consolidated financial statements should be read in conjunction with the
audited consolidated financial statements and notes thereto contained in the
Company's Annual Report on Form 10-K/A for the fiscal year ended September 30,
2002, which is filed with the SEC and may be accessed via EDGAR on the SEC's
website at http://www.sec.gov. The results of operations for the quarter ended
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December 31, 2002 are not necessarily indicative of the results that can be
expected for the entire fiscal year ending September 30, 2003. Certain prior
year amounts have been reclassified to conform to the current vyear's
presentation. Management of the Company has made a number of estimates and
assumptions relating to the reporting of assets and liabilities and the
disclosure of contingent liabilities at the dates of the consolidated balance
sheets and revenues and expenses during the reporting periods to prepare these
consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America. Actual results could differ
from those estimates.

AirGate PCS, Inc. and its restricted and unrestricted subsidiaries were created
for the purpose of providing wireless Personal Communication Services ("PCS").
AirGate PCS, Inc. and its restricted subsidiaries ("AirGate") collectively are a
network partner of Sprint with the exclusive right to market and provide Sprint
PCS products and services in a defined network territory. AirGate is licensed to
use the Sprint Dbrand names 1in its original 21 markets located in the
southeastern United States.

On November 30, 2001, AirGate acquired 1iPCS, 1Inc. (together with its
subsidiaries, "iPCS"), a network partner of Sprint with 37 markets in the
midwestern United States. The accompanying consolidated financial statements
include the accounts of AirGate PCS, Inc. and its wholly-owned restricted

subsidiaries, AGW Leasing Company, Inc., AirGate Service Company, Inc., and
AirGate Network Services, LLC, and its unrestricted subsidiary iPCS since its
acquisition. All significant intercompany accounts and transactions have been
eliminated in consolidation.

The PCS market 1s characterized Dby significant risks as a result of rapid
changes in technology, intense competition and the costs associated with the
build-out of a PCS network. The Company's operations are dependent upon Sprint's
ability to perform its obligations under the agreements between the Company and
Sprint (see note 3) under which the Company has agreed to construct and manage
its Sprint PCS networks (the "Sprint Agreements"). Additionally, the Company's
ability to attract and maintain a subscriber Dbase of sufficient size and credit
quality is critical to achieving sufficient positive cash flow to meet its
financial covenants under its credit agreements. Changes in technology,
increased competition, economic conditions or inability to achieve sufficient
positive cash flow to meet its financial covenants under its credit agreements,
among other factors, could have an adverse effect on the Company's financial
position, results of operations, and liquidity.

(b) Liquidity

The Company has generated significant net losses since inception. For the
quarter ended December 31, 2002 and the year ended September 30, 2002, the
Company's net loss amounted to $47.7 million and $996.6 million, including
goodwill and asset impairment charges of $817.4 million. As of December 31,
2002, the Company had a working capital deficit of $379.7 million, and AirGate
had available credit of $12.0 million under its $153.5 million senior secured
credit facility (the "AirGate credit facility"). The majority of the Company's
working capital deficit is attributable to the classification of iPCS' debt
described below totaling $359.8 million as current.

iPCS has ceased making interest payments on its $130.0 million senior secured

credit facility (the "iPCS credit facility") and is not in compliance with
certain provisions of the iPCS credit facility or the indenture under which its
$300.0 million senior subordinated discount notes (the "iPCS notes") were

issued. iPCS has no remaining credit availability under its credit facility. As
a result of these defaults, substantially all of iPCS' debt is classified as a
current liability. The lenders under the iPCS credit facility and the trustee
for the iPCS notes are entitled to accelerate the iPCS debt, subject to the
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forbearance agreement described in Note 10.

iPCS has also incurred significant net losses during the quarter ended December
31, 2002 and the year ended September 30, 2002, which are included in the

accompanying consolidated financial statements. Because current conditions in
the capital markets make additional financing wunlikely, 1PCS has undertaken
efforts to restructure its relationship with its secured lenders, its public

noteholders and Sprint. To date, 1iPCS has been unable to restructure its debt or
secure additional financing necessary to fund its operations and, accordingly,
iPCS expects to file for reorganization and protection from its creditors under
Chapter 11 of the United States Bankruptcy Code in early 2003 either as part of
a consensual restructuring or in an effort to effect a court administered
reorganization.

Because iPCS is an unrestricted subsidiary, under AirGate's debt agreements
AirGate is generally unable to provide capital or other financial support to
iPCS. Further, iPCS lenders, noteholders and creditors do not have a lien on or
encumbrance on assets of AirGate. We believe AirGate operations will continue
independent of the outcome of the iPCS restructuring. However, it is likely that
AirGate's ownership interest in iPCS will have no value after the restructuring
is complete.

The carrying value of iPCS' long-lived assets in these consolidated financial

statements (principally property and equipment, goodwill and intangible assets)
was written down during the year ended September 30, 2002 to reflect impairment
charges as required by Statement of Financial Accounting Standards ("SFAS") No.

144 and SFAS No. 142.

While the ultimate and long-term affect on AirGate of iPCS' proposed bankruptcy
proceedings cannot be determined, management Dbelieves that AirGate and its
restricted subsidiaries will continue to operate and that iPCS' bankruptcy
proceedings, and related outcomes, will not have a material adverse effect on
the liquidity of AirGate.

In addition to its <capital needs to fund operating losses, the Company has
invested large amounts to build-out its networks and for other capital assets.
For the quarter ended December 31, 2002 and the three years ended September 30,
2002, the Company invested $14.1 million and $320.7 million respectively to
purchase property and equipment. While much of the Company's networks are now
complete, and capital expenditures are expected to decrease significantly in the
future, such expenditures will continue to be necessary.

AirGate had only $12 million remaining available under the AirGate credit
facility as of December 31, 2002. AirGate currently has no additional sources of
working capital other than EBITDA. If AirGate's actual revenues are less than
expected or operating or capital costs are more than expected, AirGate's
financial condition and liquidity may be materially adversely affected. In such
event, there is substantial risk that the Company could not access the credit or
capital markets for additional capital.

AirGate's ability to borrow funds under the AirGate credit facility may be
terminated if it is unable to maintain or comply with the restrictive financial
and operating covenants contained in the AirGate credit facility. The AirGate
credit facility contains covenants specifying the maintenance of certain
financial ratios, reaching defined subscriber growth and network covered
population goals, minimum service revenues, maximum capital expenditures, and
the maintenance of a ratio of total debt to annualized EBITDA, as defined in the
AirGate credit facility.

If the Company is unable to operate the AirGate business within the covenants
specified 1in the AirGate credit facility, and is unable to obtain future
amendments to such covenants, AirGate's ability to make borrowings required to
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operate the AirGate business could be restricted or termina
restriction or termination would have a material adverse affect
liquidity and capital resources.

AirGate has initiated a number of action steps to lower its operati
capital needs. The following are some of the more significant steps

o a plan to improve the credit quality of new subscribers and i
base and reduce churn by restricting availability of programs
subscribers;

o the elimination of certain personnel positions;

o a significant reduction in capital expenditures; and

o a reduction in spending for advertising and promotions.

In addition to these steps, AirGate is initiating or
other actions that could further reduce operating expenses and c
These 1include additional reductions 1in staff; the outsourcing
functions now performed by AirGate; further deferrals or reductio
spending and seeking ways to lower fees and charges from services
by Sprint. Although there can be no assurances, AirGate management

existing cash, expected results of operations and cash flows,
available under the AirGate credit facility will provide sufficient
fund AirGate's activities through at least the end of calendar year

investigatin

reflects condensed Dbalance sheet information and
information of AirGate and its unrestricted subsi
separately identifying the investment in iPCS including the effect
accounting as of December 31, 2002 and September 30, 2002 and th
equity Dbasis loss of iPCS, the related effects of purchase acc
income tax benefit for the quarters ended December 31, 2002 and 200

The following
operations

Condensed Balance Sheet Information:

Cash and cash equivalents......c..ii ittt ennnneens
Other CcUrrent asSSel S . ..t i ittt ittt ettt enneaeens

Total current assets. ...ttt ittt eennenens
Property and equipment,
Investment 1n 1PCS ... ittt ittt ettt e e e et e
Other noncurrent assetS. .. ...ttt ittt eeeeeeenneeeens

Current liabilities. ...ttt ittt eeeaaenns
Long—term debt . ...ttt ittt ettt e et e e e
Other long-term liabilities.......o.i.iiiiiiiiiinnneennnnnnns

Total liabilities. ...ttt ittt ettt

Stockholders' deficit. ...ttt ittt e e et e e

ted. Such a
on AirGate's

ng costs and

ts subscriber
for sub-prime

g a number of

apital needs.
of certain

ns in capital
now provided

believes that
and amounts
resources to
2003.

statement of
diary, 1PCS,
s of purchase
e historical
ounting, and
1.

As of

December 31, 2002

64,594
203, 644
(169,789)

14,226

S 76,036
366,728
10,356

453,120

(340,445)

$ 112,675

September

I <n
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Condensed Statement of Operations Information:

REVENUES .« i ittt it i i i it i e it ittt i et i e
CoSts Of FeVEeNUES .ttt ittt ittt ettt it ittt
Selling and marketing eXPensSesS. ...t i ettt enneeeeeeennnnn
General and administrative exXpenses.........oeeeieteennnenn.
Depreciation and amortization...........cuiiiiiiiinnnnnn.
Other expense, net (principally interest)..................

TOLAl XN S S e v v e e et ettt te e e e eneeeeeeeeenaeeeens

Loss before equity in loss of iPCS and effects of purchase
accounting, and income tax benefit.....................
Historical equity basis loss of 1PCS.... ...
Effects of purchase accounting..........oiiiiiiiiinnnnn.

Income tax benefit ... ...ttt ittt et

A LS A I =

(c) Basic and Diluted Net Loss Per Share

Basic net loss per share 1is computed by dividing

For the Three
December 31, 2002

$ 81,865

(19,428)
(25,763)
(2,483)

net loss by the

weighted-average number of common shares outstanding during the period.

Potentially dilutive securities of 41,790 for the quarter

ended December 31,

2002 and 704,876 for the quarter ended December 31, 2001 have been excluded from
the computation of dilutive net loss per share for the periods presented because

their effect would have been antidilutive.

(2) New Accounting Pronouncements

In December 2002, the Financial Accounting Standards Board

("FASB") issued SFAS

No. 148 "Accounting for Stock-Based Compensation--Transition and Disclosure--—an

amendment of FASB Statement No. 123." SFAS No. 148 provides

of transition for a voluntary change to the fair wvalue

alternative methods

based method of

accounting for stock-based employee compensation from the intrinsic value-based
method of accounting prescribed by Accounting Principles Board ("APB") Opinion
No. 25, "Accounting for Stock Issued to Employees." As allowed by SFAS No. 123,
the Company has elected to continue to apply the intrinsic value-based method of

accounting, and has adopted the disclosure requirements

of SFAS No. 123. The

Company currently does not anticipate adopting the provisions of SFAS No. 148.

In November 2002, the Financial Accounting Standards Board issued Interpretation

No. 45, Guarantor's Accounting and Disclosure Requirements
Including Indirect Guarantees of Indebtedness of Others (the
which addresses the disclosure to be made by a guarantor
annual financial statements about its obligations under

for Guarantees,
"Interpretation"),
in its interim and
guarantees. The

Interpretation also requires the recognition of a liability by a guarantor at

the inception of certain guarantees.

Months Ende
December

I <n
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The Interpretation requires the guarantor to recognize a liability for the
non-contingent component of the guarantee, which is the obligation to stand
ready to perform in the event that specified triggering events or conditions
occur. The 1initial measurement of this 1liability i1is the fair wvalue of the
guarantee at inception. The recognition of the liability is required even if it
is not probable that payments will be required under the guarantee or if the
guarantee was issued with a premium payment or as part of a transaction with
multiple elements.

The Company guarantees certain lease commitments of its restricted subsidiaries.
The maximum amount of these guarantees is included in the consolidated operating
lease disclosure commitment footnote 1included in the Company's Form 10-K/A.
Also, the handsets sold by the Company are under a one-year warranty from
Sprint. If a customer returns a handset for warranty, the Company sends the
handset to Sprint for repair. Sprint provides a credit to the Company equal to
the price of the refurbished handset, which is generally what is returned to the
customer. The Company will apply the recognition and measurement provisions for
all guarantees and warranties entered into or modified after December 31, 2002.

In July 2002, the FASB issued SFAS No. 146, "Accounting for Costs Associated
with Exit or Disposal Activities." SFAS No. 146 provides new guidance on the
recognition of costs associated with exit or disposal activities. The standard
requires companies to recognize costs associated with exit or disposal
activities when they are incurred rather than at the date of commitment to an
exit or disposal plan. SFAS No. 146 supercedes previous accounting guidance

provided by the EITF Issue No. 94-3 "Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (including Certain
Costs Incurred in a Restructuring)." EITF Issue No. 94-3 required recognition of
costs at the date of commitment to an exit or disposal plan. SFAS No. 146 is to
be applied prospectively to exit or disposal activities initiated after December
31, 2002. Early application is permitted. The adoption of SFAS No. 146 by the
Company on October 1, 2002 is not expected to have a material impact on the
Company's financial position, results of operations, or cash flows as the
Company has not recorded any significant restructurings in the past periods, but
the adoption may impact the timing of charges in future periods. As discussed in
Note 6, during the three months ended December 31, 2002 the Company recorded
$0.7 million of costs related to staff reductions and retail store closings.

In April 2002, the FASB issued SFAS No. 145, "Rescission of FASB Statements No.
4, 44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections."
Among other things, this statement rescinds FASB Statement No. 4, "Reporting

Gains and Losses from Extinguishment of Debt" which required all gains and
losses from extinguishment of debt to be aggregated and, if material, classified
as an extraordinary item, net of related income tax effect. As a result, the
criteria in APB Opinion ©No. 30, "Reporting the Results of Operations -—-
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions," will now be used to
classify those gains and losses. The adoption of SFAS No. 145 by the Company on
October 1, 2002 did not have a material impact on the Company's financial
position, results of operations, or cash flows.

In June 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement
Obligations." SFAS No. 143 requires the fair value of a liability for an asset
retirement obligation to be recognized in the period that it is incurred if a
reasonable estimate of fair value can be made. The associated asset retirement
costs are capitalized as part of the carrying amount of the long-lived asset.
SFAS No. 143 is effective for fiscal years beginning after June 15, 2002. The
adoption of SFAS No. 143 by the Company on October 1, 2002 did not have a
material impact on the Company's financial position, results of operations or
cash flows.

10
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(3) Sprint Agreements

Under the Sprint Agreements, Sprint provides the Company significant support
services such as billing, collections, long distance, customer care, network
operations support, inventory logistics support, wuse of Sprint brand names,
national advertising, national distribution and product development.
Additionally, the Company derives substantial roaming revenue and expenses when
Sprint's and Sprint's network partners' wireless subscribers incur minutes of
use in the Company's territories and when the Company's subscribers incur
minutes of use in Sprint and other Sprint network partners' PCS territories.
These transactions are recorded in roaming revenue, cost of service and roaming,
cost of equipment and selling and marketing expense captions in the accompanying
consolidated statements of operations. Cost of service and roaming transactions
include the 8% affiliation fee, long distance charges, roaming expense and the
costs of services such as billing, collections, customer service and
pass—-through expenses. Cost of equipment transactions relate to inventory
purchased by the Company from Sprint under the Sprint Agreements. Selling and
marketing transactions relate to subsidized costs on handsets and commissions
paid by the Company under Sprint's national distribution programs. Amounts
recorded relating to the Sprint Agreements for the quarters ended December 31,
2002 and 2001 are as follows (dollars in thousands) :

For the Three Mo
Ended December

2002
Amounts included in the Consolidated Statement of Operations:

AirGate rOoamMINg FeVENUE . v v vt ittt v v e e eennneeeeeeeenenneneeeeseeeneennnans $ 17,829 S
AirGate cost of service and roaming:

ROAMI NG . o ettt e e e e e e et ettt e e e e e eeneeeeeeeeeeeenaeeeeeeeeeennnaaes $ 14,685 S

CUSLOME Y SET VI .t i v ittt ittt ettt e ettt teeteeeeeeeeeetaeeeeeenens 11,303

2N e T > i X o B Y R 4,836

70D o X e B I =B o X o] 2,785

[ o 494
AirGate cost of service and roamMing:.....c..eiiiee e e oo eeeeeeennnnnns $ 34,103 S
AirGate purchased InVeNEOT Y ...ttt ettt ettt et eeeeeeeeneeeeeeeeeennnans S 5,650 S
AirGate selling and Marketing. . v . u e it i ittt ittt ettt e eeeeeeeeeeeennnnans S 3,101 S
IPCS X0AMING TOVENUE . ¢ v v vt ettt ettt e e e e e eeaeeeeeeeeeennaeeeeeeeneenennnes $ 10,663 S
iPCS cost of service and roaming

ROAMI NG . ettt e e e e et e ettt e e eeeeeneeeeeeseeeeenaeeeeseeeeennnnns S 8,362 S

CUSLOME Y SET VI e i vttt it ittt et ettt ettt teetaeeeeeeneeaeeeeeenens 7,526

2N e T > i X o B Y R 3,106

70D o X e B I =B o X o] 2,150

[ 1 1 1,696
1PCS cost of service and roaming. ...t eeeeeenenneeeeeeeeennnnnns $ 22,840 S
1IPCS purchased 1nventory . ...t ittt ittt et et et et et ettt i $ 6,175 $
1PCS selling and Marketing. .« n ittt ittt ettt eeeeenneeeeeeeeennnnnns S 3,014 S

Amounts included in the Consolidated Balance Sheet:

As of

11



Edgar Filing: AIRGATE PCS INC /DE/ - Form 10-Q

December 31, September 30,
2002 2002
Receivable from Sprint S 42,334 $ 44,953
Payable to Sprint (82,011) (88,360)

Because approximately 96% of our revenues are collected by Sprint and 65% of
costs of service and roaming in our financial statements are derived from fees
and charges, including pass-through charges, from Sprint, we have a variety of
settlement issues open and outstanding from time to time. These include, but are
not limited to, the following items, all of which for accounting purposes have
been reserved or otherwise provided for:

o Sprint PCS sought to recoup $4.9 million in long-distance access revenues
previously paid by Sprint PCS to the Company, of which $3.9 million related
to AirGate and $1.0 million related to iPCS. We have disputed these amounts
(see Note 5).

o Sprint charged the Company approximately $1.2 million with respect to
calendar year 2002 to reimburse Sprint for certain 3G related development
expenses. We have disputed Sprint's right to collect these fees.

o In connection with the review of accounts receivable at September 30, 2002,
the Company reclassified approximately $10.0 million of subscriber accounts
receivable allowance for the fiscal vyear ended September 30, 2002 to a
receivable from Sprint. We believe at least $10.0 million is payable from
Sprint, but Sprint has acknowledged and paid only $5.1 million.

o We continue to discuss with Sprint whether we owe software maintenance fees
to Sprint of approximately $3.0 million, of which $1.6 million relates to
AirGate and $1.4 million relates to i1iPCS through December 31, 2002.

o Sprint asserted that iPCS owed $2.2 million in various fees, <charges and
revenue adjustments, which iPCS disputed. Sprint set-off $1.8 million with
respect to these charges against other amounts owed to iPCS in the quarter
ended December 31, 2002.

In addition, monthly Sprint service charges are set by Sprint at the beginning
of each calendar vyear. Sprint takes the position that at the end of each year,
it can determine 1its actual costs to provide these services to its network
partners and require a final settlement against the charges actually paid. If
the costs to provide these services are less than the amounts paid by Sprint's
network partners, Sprint will issue a credit for these amounts. If the costs to
provide the services are more than the amounts paid by Sprint's network
partners, Sprint will debit the network partners for these amounts. Sprint
notified us that a credit would be issued to the Company in a net amount of $2.0
million ($1.3 million for AirGate and $0.7 million for iPCS). This amount has
been recorded as of December 31, 2002 as a reduction to the consolidated balance
for Receivable from Sprint and a reduction of operating loss.

The Sprint Agreements require the Company to maintain certain minimum network
performance standards and to meet other performance requirements. AirGate was in
compliance 1in all material respects with these requirements at December 31,
2002.

(4) Intangible Assets

The following table reflects the components of intangible assets at December 31,
2002:
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Gross
Amortization Carrying
Period Amount
Non-compete agreements, AirGate store 24 months $ 159
acquisitions
Acquired subscriber base 30 months 45,760
Total $ 45,919
(5) Litigation
On July 3, 2002 the Federal Communications Commission (the "FCC") issued an

order in Sprint PCS v. AT&T for declaratory Jjudgment holding that PCS wireless
carriers could not unilaterally impose terminating long distance access charges
pursuant to FCC rules. This FCC order did not preclude a finding of a
contractual basis for these charges, nor did it rule whether or not Sprint PCS
had such a contract with carriers such as AT&T. AirGate and iPCS have previously
received $3.9 and $1.0 million, respectively, from Sprint PCS. This is comprised
of $4.3 and $1.1 million, respectively, of terminating long distance access
revenues, less $0.4 and $0.1 million, respectively, of associated affiliation
fees held by Sprint PCS, and Sprint PCS has asserted its right to recover these
revenues net of the affiliation fees. As a result of this ruling, and our
assessment of this contingency under SFAS No. 5, "Accounting for Contingencies,"
the Company recorded a charge to revenues during the quarter ended June 30, 2002
to accrue for these amounts. However, we have not paid such amounts and have
disputed the ability of Sprint PCS to recover these revenues.

In May 2002, putative class action complaints were filed in the United States
District Court for the Northern District of Georgia against AirGate PCS, Inc.,
Thomas M. Dougherty, Barbara L. Blackford, Alan B. Catherall, Credit Suisse
First Boston, Lehman Brothers, UBS Warburg LLC, William Blair & Company, Thomas
Wiesel Partners LLC and TD Securities. The complaints do not specify an amount
or range of damages that the plaintiffs are seeking. The complaints seek class
certification and allege that the ©prospectus used in connection with the
secondary offering of Company stock by certain former iPCS shareholders on
December 18, 2001 contained materially false and misleading statements and
omitted material information necessary to make the statements in the prospectus
not false and misleading. The alleged omissions included (i) failure to disclose
that in order to complete an effective integration of iPCS, drastic changes
would have to be made to the Company's distribution channels, (ii) failure to
disclose that the sales force in the acquired iPCS markets would require
extensive restructuring and (iii) failure to disclose that the "churn" or
"turnover" rate for subscribers would increase as a result of an increase in the
amount of sub-prime credit quality subscribers the Company added from its merger
with iPCS. On July 15, 2002, certain plaintiffs and their counsel filed a motion
seeking appointment as lead plaintiffs and lead counsel. On November 26, 2002,
the Court entered an Order requiring the Plaintiffs to provide additional
information in connection with their Motion for Appointment as Lead Plaintiff
and in December 2002, Plaintiffs submitted Declarations in Support of Motion for
Appointment of Lead Plaintiff. The Company believes the plaintiffs' claims are
without merit and intends to vigorously defend against these claims. However, no
assurance can be given as to the outcome of the litigation.

(6) Staff Reduction and Retail Store Closings
As discussed in Note 1, the Company has initiated a number of actions in an

attempt to lower its operating costs and capital needs. During the quarter ended
December 31, 2002 the Company decided to reduce its workforce and to close a
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number of retail stores. Collectively, these actions, which took place in the
quarter ended December 31, 2002 and are expected to continue in the quarter that
will end on March 31, 2003, are referred to as the 2003 Plan.

During the quarter ended December 31, 2002, AirGate costs associated with
termination Dbenefits and contract terminations were $0.5 million and $0.04
million, respectively, and were associated principally with involuntary employee
terminations and store <closures. In the quarter that will end March 31, 2003,
AirGate expects additional termination benefits and contract terminations to be
at least $.05 million and $0.1 million, respectively. These charges are expected
to result from additional involuntary employee terminations and store closures.
Further charges may be necessary as AirGate services are terminated under the
services agreement with iPCS as described in Note 8.

During the quarter ended December 31, 2002, iPCS <costs associated with
termination benefits were $0.1 million and were associated principally with
involuntary employee terminations. In the quarter that will end March 31, 2003,

1PCS expects additional termination benefits and contract terminations to be at
least $0.5 million and $0.7 million respectively. These charges are expected to
result from additional involuntary employee terminations and store closures (See
Note 10) .

A summary of the aforementioned costs is as follows:

Contract

Termination Termination

Benefits Costs Total
Liability at October 1, 2002 $ 0 $ 0 $ 0
Total charges 610 43 653
Cash paid 379 0 379
Liability at December 31, 2002 231 43 274
The Company determined the above costs in accordance with SFAS No. 146,

"Accounting for Cost Associated with Exit or Disposal Activities."

There were no asset impairment charges associated with the 2003 Plan. However,
during the fiscal year ended September 30, 2002, the Company reported impairment
charges for iPCS' assets of $460.9 million for goodwill, $44.4 million for
property and equipment, and $312.1 million for intangible assets.

(7) Income Taxes

The Company recorded an income tax benefit of $17.4 million during the quarter
ended December 31, 2001. No such amounts were recorded in the quarter ended
December 31, 2002, nor will amounts Dbe recognized in the future unless
management believes the recoverability of deferred tax assets is more likely
than not.

(8) Transactions Between AirGate and iPCS
The Company formed AirGate Service Company, Inc. ("ServiceCo") to provide
management services to both AirGate and iPCS. ServiceCo 1is a wholly-owned

restricted subsidiary of AirGate. Personnel who provide general management
services to AirGate and iPCS have been leased to ServiceCo, which includes 176
employees at December 31, 2002. Generally, the management personnel include the
corporate staff in the Company's principal corporate offices in Atlanta and the
accounting staff in Geneseo, Illinois. ServiceCo expenses are allocated between
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AirGate and iPCS based on the percentage of subscribers they contribute to the
total number of Company subscribers (the "ServiceCo Allocation"), which is
currently 60% AirGate and 40% iPCS. Expenses that are related to one company are
allocated to that company. Expenses that are related to ServiceCo or both
companies are allocated in accordance with the ServiceCo Allocation. For the
quarter ended December 31, 2002, iPCS recorded a net total of $1.0 million for
ServiceCo expenses.

To facilitate the orderly transition of management services, the boards of
AirGate and iPCS have authorized an amendment to the Services Agreement that
would allow individual services to be terminated by either party upon prior
notice. This amendment requires the consent of each of the administrative agents
for the AirGate and i1PCS credit facilities and a request for these consents has
been made. This could result in a significant change in the allocation of
expense to AirGate and iPCS.

AirGate has completed transactions at arms-length in the normal course of
business with its unrestricted subsidiary iPCS. These transactions are comprised
of roaming revenue and expenses, 1inventory sales and purchases and sales of
network operating equipment.

(9) Condensed Consolidating Financial Statements

AGW Leasing Company, Inc. ("AGW") is a wholly-owned restricted subsidiary of
AirGate. AGW has fully and unconditionally guaranteed the AirGate notes and the
AirGate credit facility. AGW was formed to hold the real estate interests for
the Company's PCS network and retail operations. AGW also was a registrant under
the Company's registration statement declared effective by the Securities and
Exchange Commission on September 27, 1999.

AirGate Network Services LLC ("ANS") was created as a wholly-owned restricted
subsidiary of AirGate. ANS has fully and unconditionally guaranteed the AirGate
notes and AirGate credit facility. ANS was formed to provide construction
management services for AirGate's PCS network.

AirGate Service Company, Inc. ("Service Co") is a wholly-owned restricted
subsidiary of AirGate. Service Co has fully and unconditionally guaranteed the
AirGate notes and the AirGate credit facility. Service Co was formed to provide
management services to AirGate and iPCS.

iPCS is a wholly-owned unrestricted subsidiary of AirGate and operates as a
separate business. As an unrestricted subsidiary, 1PCS provides no guarantee to
either the AirGate notes or the AirGate credit facility and AirGate and its
restricted subsidiaries provide no guarantee to the iPCS notes or the iPCS
credit facility.

Unaudited Condensed Balance Sheets of AirGate and iPCS
As of December 31, 2002

iP
AirGate No
AirGate PCS, Guarantor AirGate Guar
Inc. Subsidiaries Eliminations Consolidated (1) Subsi
Cash and cash
equivalents............ S 954 $ (10) S - S 944 S
Other current assets.... 124,078 529 (60,957) 63,650 3
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Total current assets.... $ 125,032 519 (60,957) 64,594 3
Property and equipment,
oY 159,941 43,703 - 203, 644 18
Intangible assets, net.. (1,457) —— —— (1,457) 2
Investment in
subsidiaries.......... (217,631) —— 92,656 (124,975)
Other noncurrent assets. 5,705 - - 5,705 11
Total assetsS...oeeeee... $ 71,590 $ 44,222 $ 31,699 $ 147,511 $ 253
Current liabilities..... 43,201 136,878 (60,957) 119,122 361
Long-term debt.......... 366,728 —— —— 366,728
Other long-term 2,106 —— —— 2,106 16
liabilities...........
Total liabilities....... $ 412,035 $136,878 $(60,957) $ 487,956 $ 378
Stockholders' equity.... (340,445) (92, 656) 92,656 (340, 445) (124

Total liabilities and
stockholders' equity
(deficit) ............ $ 71,590 $ 44,222 $ 31,699 $ 147,511 $ 253

Unaudited Condensed Consolidating Balance Sheet of AirGate and iPCS
As of September 30, 2002

AirGate
Guarantor iPCS
AirGate PCS, Subsidiaries Eliminations AirGate (1) Non—-Guarant
Inc. Consolidated Subsidiar
Cash and cash S 4,769 $ 118 $ - S 4,887 $ 27,588
equivalents...........
Other current assets.... 122,869 529 (60,579) 62,819 35,593
Total current assets.... 127,638 647 (60,579) 67,706 63,181
Property and equipment,

Net i v e eeeeennn 168,163 45,614 - 213,777 185,378
Intangible assets, net.. 1,428 - - 1,428 26,899
Investment in

subsidiaries.......... (183,718) - 84,5006 (99,212)
Other noncurrent assets. 4,924 - - 4,924 12,115
Total assets............ $ 118,435 $ 46,261 $ 23,927 $188,623 $ 287,573
Current liabilities..... $ 55,535 $ 60,579 $(60,579) $125,723 $ 369,564
Long-term debt.......... 354,264 —— —— 354,264 564
Other long-term

liabilities........... 1,583 - - 1,583 16,657
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Total liabilities....... 411,382 60,579 (60,579) 481,570 386,785
Stockholders' equity.... (292,947) (14,318) 84,506 (292,947) (99,212)
Total liabilities and
stockholders' equity
(deficit) ..o $ 118,435 $ 46,261 $ 23,927 $188,623 $ 287,573
(1) Amounts in the column for AirGate consolidated include the effects of
purchase accounting related to the iPCS acquisition. Balance sheet information
includes $43 million of debt and $1 million of net liabilities as of December
31, 2002, and $44 million of debt and $1 million of net assets as of September
30, 2002. The net loss of AirGate includes $2.5 million and $4.1 million of
expenses related to the effects of purchase accounting for iPCS for the quarters
ended December 31, 2002 and 2001, respectively. The quarter ended December 31,
2001 include a tax benefit of $17.4 million related to the iPCS acquisition.
Unaudited Condensed Statement of Operations of AirGate and iPCS
For the Three Months Ended December 31, 2002
AirGate AirGate iPCS
Guarantor Consolidated Non-
AirGate PCS, Subsidiaries Eliminations Guarantor
Inc. Subsidiar
Total revenues.......... $ 81,865 S - S - $ 81,865 51,534
Cost of revenues......... (53,945) (4,333) —— (58,278) (42,153)
Selling and marketing.... (16,040) (758) —— (16,798) (12,105)
General and administrative. (3,347) (730) —— (4,077) (3,331)
Depreciation and
amortization............ (12,041) (2,443) —— (14,484) (10,406)
Other, net................ (10,253) 114 - (10,139) (9,302)
Total expenses............ (95, 626) (8,150) —— (103,776) (77,297)
Loss in subsidiaries...... (33,913) —— 8,150 (25,763)
Loss before income tax
benefit................. (47,674) (8,150) 8,150 (47,674) (25,763)

Income tax benefit........ - - - -
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Net 10SS . eeennnnnn S (47,674) $ (8,150) $8, 150 S (47,674) $ (25,763)
Unaudited Condensed Consolidating Statement of Operations of AirGate and iPCS
For the Three Months Ended December 31, 2001
AirGate AirGate iPCS
Guarantor Consolidated Non-—
AirGate PCS, Subsidiaries Eliminations Guarantor
Inc. Subsidiary
Total revenuesS.......... $ 67,671 s - S —— $ 67,671 $ 14,026
Cost of revenues........ (49,498) (3,745) —— (53,243) (14,097)
Selling and marketing... (24,621) (468) —— (25,089) (4,756)
General and -
administrative........ (3,677) (299) (3,976) (1,224)
Depreciation and
amortization.......... (11,941) (1,541) —— (13,482) (2,323)
Other, net.............. (8,565) - - (8,565) (1,945)
Total expenses.......... (98,302) (6,053) —— (104, 355) (24,345)
Loss in subsidiaries...... (16,372) —— 6,053 (10,319) ——
Loss before income tax
benefit............... (47,003) (6,053) 6,053 (47,003) (10,319)
Income tax benefit...... 17,359 —— —— 17,359 ——
Net 10SS..eieeeeeeeennnnn $ (29,644) $ (6,053 6,053 $(29,0644) $ (10,319)
Unaudited Condensed Statement of Cash Flow of AirGate and iPCS
For the Three Months Ended December 31, 2002
AirGate AirGate iPCS
Guarantor Consolidated Non-
AirGate PCS, Subsidiaries Eliminations Guarantor
Inc. Subsidiary
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Operating activities,
0 7= S (2,683)

net...u.ee .. (5,626)
Financing activities,
net......oiiiiiiieea.. 4,494

Decrease in cash and

cash equivalent...... $ (3,815)
Cash at beginning of

period............... 4,769
Cash at end of period... 954

s (128) s - $ (2,811) s (17,098)
- -— (5,626) (8,424)
- — 4,494
s (128) s - $ (3,943) $ (25,522)
118 - 4,887 27,588
(10) - 944 2,066

Unaudited Condensed Consolidating Statement of Cash Flows
For the Three Months Ended December 31, 2001

AirGate PCS,

Inc.

Operating activities, $ (21,736)

net........iiiii.
Investing activities,

net . ...t 16,335
Financing activities,

net . ...t 30,585
Increase in cash and

cash equivalent....... 25,184
Cash at beginning of

period............ ... 14,447
Cash at end of period... $ 39,631

AirGate AirGate iPCS
Guarantor Consolidated Non-—
Subsidiaries Eliminations Guarantor

Subsidiar
$ 1,193 $ - $ (20,543) $ (10,578)
(1,061) - 15,274 (3,879)
- - 30,585 -
132 - 25,316 (14,457)
(157) - 14,290 24,401
$ (25) s — $ 39,606 S 9,944

(10) Subsequent Events
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iPCS

iPCS has continued to work with its lenders and noteholders on a restructuring
and in connection with these efforts appointed Timothy M. Yager as the Chief
Restructuring Officer of iPCS. Mr. Yager will be responsible for leading
continued restructuring efforts and managing the day-to-day affairs of iPCS. Mr.
Yager was the president and chief executive officers of iPCS prior to its
acquisition by AirGate and was formerly a director of AirGate.

Since December 31, 2002, iPCS has (1) closed 16 retail locations and 6
administrative offices, reducing the number of retail locations from 27 to 11;
(ii) reconfigured support for national third party and local distributors,

reducing the total number of employees supporting these channels and (iii)
reduced support for the business-to-business channel. These actions resulted in
the termination of approximately 160 employees. Charges associated with these
actions are expected to be at least $1.2 million. Furthermore, additional
charges for 1PCS are expected as 1iPCS restructures its business.

To facilitate the orderly transition of management services, the boards of
AirGate and iPCS have authorized an amendment to the Services Agreement that
would allow individual services to be terminated by either party upon 60 days

prior notice. This amendment requires the consent of each of the administrative
agents for the AirGate and iPCS credit facilities, and a request for these
consents has been made. This could result in a significant change in the

allocation of expense to AirGate and iPCS.

On January 23, 2003, Sprint set-off against required weekly payments of
collected revenues to iPCS $1.8 million in unrelated disputed fees and charges.

Due to its liquidity issues, iPCS has delayed payments to many of its wvendors,
including Sprint. iPCS has delayed payments to Sprint of approximately $6.0
million.

On January 30, 2003, iPCS ceased paying interest on the iPCS credit facility. As
a result, the lenders under the iPCS credit facility are entitled to accelerate
payments due under the iPCS credit facility. The failure to pay interest on the
iPCS credit facility is also a default wunder the iPCS notes. 1PCS has entered
into a forbearance agreement with its senior lenders under the terms of which
the senior 1lenders have agreed not to exercise their rights under the iPCS

credit facility, including the right to accelerate, until the earlier of (i)
March 15, 2003, (1ii) a subsequent default by iPCS or (iii) the election of the
administrative agent after written notice to 1PCS. Based on continuing

discussions with an ad hoc committee holding in excess of 50% of the iPCS notes,
iPCS expects to enter into a forbearance agreement with such committee shortly.

AirGate

On February 10, 2003, the Board of Directors approved new forms of severance
agreements for each of our executive officers. These agreements provide two
levels of severance benefits based upon whether the termination occurs in
connection with a change of control or not. If the executive terminates

employment for good reason or is terminated by the Company other than for cause
or disability, as such terms are defined in the agreements, in connection with a
change of control or for two years following a change of control, the Company
will pay the executive his or her wunpaid base salary through the date of
termination, a pro rata payment of the executive's target bonus for the year in
which the termination occurs, any compensation previously deferred by the
executive and any accrued vacation pay. In addition, the Company will make a
severance payment to the executive equal to two times his or her annual base
salary and bonus at target, or 2.5 times in the case of the Chief Executive
Officer. The Company will also continue benefits for the executive for a period
after termination and provide limited outplacement services for a period of six
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months to one year.

If the executive terminates employment for good reason or is terminated by the
Company other than for cause or disability and such termination 1is not in
connection with a change of control or within two years following a change of
control, the Company will pay the executive his or her unpaid base salary
through the date of termination, any compensation previously deferred by the
executive and any accrued vacation pay. In addition, the Company will make a
severance payment to the executive equal to six months annual base salary, plus
one month for each year of service. The Company will also continue benefits for
the executive for a period after termination and provide 1limited outplacement
services for the severance period.

The agreements provide that in consideration of the payments and promises in the
agreement, the executive releases the Company from all claims, liabilities,
contracts, contractual obligations, attorney's fees, demands and causes of
action, whether known or unknown, fixed or contingent. In addition, the
executive agrees not to directly or indirectly (1) perform services for a
competitor of the Company in our territory, (2) solicit our employees to
terminate their employment with us or solicit certain of our customers to
purchase competing products or (3) disclose or use the Company's confidential
information and trade secrets, for a period of from 6 months to two years after
termination of employment.

ITEM 2. Management's Discussion and Analysis of Financial Condition and Results
of Operations

This Management's Discussion and Analysis of Results of Operations and Financial
Condition ("MD&A") contains forward looking statements that are based on current

expectations, estimates, forecasts and projections about us, our future
performance, our liquidity, the wireless industry, our beliefs and management's
assumptions. In addition, other written and oral statements that constitute
forward looking statements may be made by us or on our behalf. Such forward

looking statements include statements regarding expected financial results and
other planned events, including but not limited to, anticipated liquidity, churn
rates, ARPU, CPGA and CCPU (all as defined in the Key Operating Metrics),

roaming rates, EBITDA (as defined in the Key Operating Metrics), and capital
expenditures. Words such as "anticipate," T"assume," "believe," "estimate,"
"expect," "intend," "plan," "seek", "project," "target," "goal," variations of
such words and similar expressions are intended to identify such forward-looking
statements. These statements are not guarantees of future performance and
involve certain risks, wuncertainties and assumptions that are difficult to
predict. Therefore, actual future events or results may differ materially from

these statements. These risks and uncertainties include:

o

the impact of an iPCS insolvency;
o the competitiveness and impact of Sprint's pricing plans and PCS products
and services;

o subscriber credit quality;
o the potential to experience a continued high rate of subscriber turnover;
o the ability of Sprint to provide back office billing, subscriber care

and other services and the quality and costs of such services;
inaccuracies in data provided by Sprint;
new charges and fees, or increased charges and fees, charged by Sprint;
rates of penetration in the wireless industry;
our significant level of indebtedness;
adequacy of bad debt and other allowances;
the potential need for additional sources of liquidity;
anticipated future losses;
subscriber purchasing patterns;
potential fluctuations in quarterly results;
an adequate supply of subscriber equipment;

O O O O O O O o0 0 o
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o risks related to future growth and expansion; and
o the volatility of the market price of AirGate's common stock.

These and other applicable risks and uncertainties are summarized under the
captions "Future Trends That May Affect Operating Results, Liquidity and Capital

Resources" included in this "Item 2. Management's Discussion and Analysis of
Financial Condition and Results of Operations" of this quarterly report on Form
10-Q and "Risk Factors" included in Part II under "Item 5 - Other Information"

of this quarterly report on Form 10-Q and elsewhere in this report.

For a further list of and description of such risks and uncertainties, see the
reports filed by us with the SEC. Except as required under federal securities
law and the rules and regulations of the SEC, we do not have any intention or
obligation to update publicly any forward looking statements after distribution
of this report, whether as a result of new information, future events, changes
in assumptions or otherwise.

Overview

On July 22, 1998, AirGate entered into management and related agreements with
Sprint whereby it became the network partner of Sprint with the right to provide
100% digital PCS products and services under the Sprint brand names in AirGate's
original territory in the southeastern United States. In January 2000, AirGate
began commercial operations with the launch of four markets covering 2.2 million
residents in AirGate's territory. By September 30, 2000, AirGate had launched
commercial PCS service in all of the 21 basic trading areas, referred to as
markets, which comprise AirGate's original territory. On November 30, 2001,
AirGate acquired 1iPCS, a network partner of Sprint with 37 markets in the
midwestern states of Michigan, Illinois, Iowa and Nebraska. The acquisition of
iPCS increased the total resident population in the Company's markets from
approximately 7.1 million to approximately 14.5 million. Additionally, 1PCS
served 149,119 subscribers as of November 30, 2001. At December 31, 2002,
AirGate and iPCS provided Sprint PCS services to 352,809 and 236,628
subscribers, respectively. At December 31, 2002, AirGate had total network
coverage of approximately 5.9 million residents and iPCS had total network
coverage of approximately 5.6 million residents, of the 7.1 million and 7.4
million residents in its respective territory.

Under AirGate's and iPCS' long-term agreements with Sprint, we manage our
networks on Sprint's licensed spectrum and have the right to use the Sprint
brand names royalty-free during the respective company's PCS affiliation with
Sprint. We also have access to Sprint's national marketing support and
distribution programs and are generally entitled to buy network equipment and
subscriber handsets at the same discounted rates offered by vendors to Sprint
based on its large volume purchases. In exchange for these and other benefits,
AirGate and 1PCS each pay an affiliation fee of 8% of collected revenues to
Sprint. We are entitled to 100% of revenues collected from the sale of handsets
and accessories and on roaming revenues received when customers of Sprint and
Sprint's other network partners make a wireless call on our PCS network.

iPCS is a wholly-owned, unrestricted subsidiary of AirGate. As required by the
terms of AirGate's and 1PCS' respective outstanding indebtedness, each of
AirGate and iPCS conducts its business as a separate corporate entity from the
other. AirGate's notes require subsidiaries of AirGate to be <classified as
either "restricted subsidiaries" or "unrestricted subsidiaries". A restricted
subsidiary is defined generally as any subsidiary that is not an wunrestricted
subsidiary. An unrestricted subsidiary includes any subsidiary which:

o has been designated an unrestricted subsidiary by the AirGate board of
directors,
o has no indebtedness which provides recourse to AirGate or any of its
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restricted subsidiaries,

o is not party to any agreement with AirGate or any of its restricted
subsidiaries, wunless the terms of the agreement are no less favorable to
AirGate or such restricted subsidiary than those that might be obtained
from persons unaffiliated with AirGate,

o is a subsidiary with respect to which neither AirGate nor any of its
restricted subsidiaries has any obligation to subscribe for additional
equity 1interests, maintain or preserve such subsidiary's financial

condition or cause such subsidiary to achieve certain operating results,

o has not guaranteed or otherwise provided credit support for any
indebtedness of AirGate or any of its restricted subsidiaries, and

o has at least one director and one executive officer that are not directors
or executive officers of AirGate or any of its restricted subsidiaries.

AirGate's notes impose certain affirmative and restrictive covenants on AirGate
and its restricted subsidiaries and also include as events of default certain
events, circumstances or conditions involving AirGate or its restricted
subsidiaries. Because iPCS is an unrestricted subsidiary, the covenants and
events of default under AirGate's notes do not apply to iPCS.

AirGate's <credit facility also imposes certain restrictions on, and applies

certain events of default to events, circumstances or conditions involving,
AirGate and its subsidiaries. AirGate's senior credit facility, however,
expressly excludes iPCS from the definition of "subsidiary." Therefore, these

restrictions and events of default applicable to AirGate and its subsidiaries do
not generally apply to iPCS.

CRITICAL ACCOUNTING POLICIES

The Company relies on the use of estimates and makes assumptions that impact its

financial <condition and results. These estimates and assumptions are based on
historical results and trends as well as the Company's forecasts as to how these
might change in the future. Several of the most «critical accounting policies

that materially impact the Company's results of operations include:
Allowance for Doubtful Accounts

Estimates are used in determining the allowance for doubtful accounts and are

based on historical collection and write-off experience, current trends, credit
policies and accounts receivable by aging category. In determining these
estimates, the Company compares historical write-offs in relation to the

estimated period in which the subscriber was originally billed. The Company also
looks at the average length of time that elapses between the original billing
date and the date of write-off in determining the adequacy of the allowance for
doubtful accounts by aging category. From this information, the Company provides
specific amounts to the aging categories. The Company provides an allowance for
substantially all receivables over 90 days old. The provision for doubtful
accounts as a percentage of service revenues for the three months ended December
31 was as follows:

Provision for Doubtful Accounts Combined
As % of Service Revenue AirGate iPCS Company
2002 3.7% 2.6% 3.3%
2001 11.9% 13.0% 12.1%

The allowance for doubtful accounts as of December 31, 2002 and September 30,
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2002 was $11.5 million and $11.3 million, respectively. At December 31, 2002,
$6.8 million and $4.7 million was attributable to AirGate and 1iPCS,
respectively. If the allowance for doubtful accounts is not adequate, it could
have a material adverse affect on our liquidity, financial position and results
of operations.

The Company also reviews current trends in the credit quality of its subscriber
base and periodically changes its credit policies. As of December 31, 2002, 34%
of the combined Company's, 34% of AirGate's and 35% of iPCS' subscriber Dbase
consisted of sub-prime credit quality subscribers. Sprint has a program in which
subscribers with lower quality credit or limited credit history may nonetheless
sign wup for service subject to certain account spending 1limits, if the
subscriber makes a deposit ranging from $125 to $250. In May, 2001, Sprint
introduced the no-deposit account spending limit program, in which the deposit
requirement was waived except in very limited circumstances (the "NDASL
program"). The NDASL program was replaced 1in late 2001 with the Clear Pay
program. The Clear Pay program re-instituted the deposit for the lowest credit
quality subscribers. The NDASL and Clear Pay programs and their associated lack
of deposit requirements increased the number of the Company's sub-prime credit
subscribers. At the end of February, 2002, Sprint allowed its network partners
to re-institute deposits 1in a program called the Clear Pay II program. As
described in our Annual Report on Form 10-K/A, the deposit was waived in the
iPCS markets during certain times in 2002. The Clear Pay II program and its
deposit requirements are currently in effect in most of AirGate's and iPCS'
markets, which reinstates a deposit requirement of $125 for most sub-prime
credit subscribers. In early February 2003, management began implementing a
higher deposit threshold of $250 for all sub-prime customers in our markets.

Reserve for First Payment Default Subscribers, Late Payment Fees and Early
Cancellation Fees

The Company reserves a portion of its new subscribers and provides a reduction
in revenues from those subscribers that it anticipates will never pay a bill.
Using historical information of the percentage of subscribers whose service was
cancelled for non-payment without ever making a payment, the Company estimates
the number of new subscribers activated in the current period that will never
pay a bill. For these subscribers, the Company provides a reduction of revenue
and removes them from subscriber additions and churn. As a result, these
subscribers are not included in the churn statistics or subscriber count. The
Company records reserves for late payment fees and early cancellation fees based
on information about historical <collection rates. The Company records the
reserves for late payment fees and early cancellation fees as reductions of
revenue.

Revenue Recognition

The Company recognizes revenues when persuasive evidence of an arrangement

exists, services have been rendered or products have been delivered, the price
to the Dbuyer 1is fixed and determinable, and collectibility 1is reasonably
assured. The Company's revenue recognition polices are consistent with the
guidance in Staff Accounting Bulletin ("SAB") No. 101, "Revenue Recognition in

Financial Statements" promulgated by the Securities and Exchange Commission.

The Company records equipment revenue from the sale of handsets and accessories
to subscribers in its retail stores and to local distributors in its territories
upon delivery. The Company does not record equipment revenue on handsets and
accessories purchased from national third-party retailers such as Radio Shack,
Best Buy and Circuit City, or directly from Sprint by subscribers in its
territories. The Company believes the equipment revenue and related cost of
equipment associated with the sale of wireless handsets and accessories is a
separate earnings process from the sale of wireless services to subscribers. For
industry competitive reasons, the Company sells wireless handsets at a loss.
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Because such arrangements do not require a customer to subscribe to the
Company's wireless services and because the Company sells wireless handsets to
existing customers at a loss, the Company accounts for these transactions
separately from agreements to provide customers wireless service.

The Company's subscribers pay an activation fee to the Company when they
initiate service. The Company defers activation fee revenue over the average
life of its subscribers, which 1is estimated to be 30 months. The Company
recognizes service revenue from its subscribers as they use the service. The
Company provides a reduction of recorded revenue for billing adjustments, first
payment default customers, late payment fees, and early cancellation fees. The
Company also reduces recorded revenue for rebates and discounts given to
subscribers on wireless handset sales in accordance with Emerging Issues Task
Force ("EITF") Issue No. 01-9 "Accounting for Consideration Given by a Vendor to
a Subscriber (Including a Reseller of the Vendor's Products)." The Company
participates in the Sprint national and regional distribution programs in which
national retailers such as Radio Shack, Best Buy and Circuit City sell Sprint
PCS products and services. 1In order to facilitate the sale of Sprint PCS
products and services, national retailers purchase wireless handsets from Sprint
for resale and receive compensation from Sprint for Sprint PCS products and
services sold. For industry competitive reasons, Sprint subsidizes the price of
these handsets by selling the handsets at a price below cost. Under the
Company's Sprint agreements, when a national retailer sells a handset purchased
from Sprint to a subscriber in the Company's territories, the Company 1is
obligated to reimburse Sprint for the handset subsidy. The Company does not
receive any revenues from the sale of handsets and accessories by national
retailers. The Company classifies these handset subsidy charges as a selling and
marketing expense for a new subscriber handset sale and classifies these
subsidies as a cost of service and roaming for a handset upgrade to an existing
subscriber.

Sprint retains 8% of collected service revenues from subscribers Dbased in the
Company's markets and from non-Sprint subscribers who roam onto the Company's

network. The amount of affiliation fees retained by Sprint is recorded as cost
of service and roaming. Revenues derived from the sale of handsets and
accessories by the Company and from certain roaming services (outbound roaming

and roaming revenues from Sprint PCS and its PCS network partner subscribers)
are not subject to the 8% affiliation fee from Sprint.

The Company defers direct subscriber activation costs when incurred and
amortizes these costs using the straight-line method over 30 months, which is
the estimated average life of a subscriber. Direct subscriber activation costs
also include credit check fees and loyalty welcome call fees charged to the
Company by Sprint and costs incurred by the Company to operate a subscriber
activation center.

Impairment of Long-Lived Assets and Goodwill

The Company accounts for long-lived assets and goodwill in accordance with the
provisions of Statement of Financial Accounting Standards ("SFAS") No. 144,
"Accounting for the Impairment or Disposal of Long-Lived Assets" and SFAS No.
142, "Goodwill and Other Intangible Assets." SFAS No. 144 requires that
long-lived assets and certain identifiable intangibles be reviewed for
impairment whenever events or changes 1in circumstances indicate that the
carrying amount of an asset may not be recoverable. Recoverability of assets to
be held and used is measured by a comparison of the carrying amount of an asset
to future net cash flows expected to be generated by the asset. If such assets
are considered to be impaired, the impairment to be recognized is measured by
the amount by which the carrying amount of the assets exceeds the fair value of
the assets. Assets to be disposed of are reported at the lower of the carrying
amount or fair value less costs to sell. SFAS No. 142 requires annual tests for
impairment of goodwill and intangible assets that have indefinite wuseful lives
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and interim tests when an event has occurred that more 1likely than not has
reduced the fair value of such assets. As of September 30, 2002, the Company
recorded substantial write-offs of long lived assets and goodwill. Management
does not believe that any significant changes occurred since year end and thus
no additional write-offs have been made. Management will continue to monitor any
triggering events and perform re-evaluations, as necessary.

NEW ACCOUNTING PRONOUNCEMENTS

In December 2002, the Financial Accounting Standards Board ("FASB") issued SFAS
No. 148 "Accounting for Stock-Based Compensation--Transition and Disclosure--—an
amendment of FASB Statement No. 123." SFAS No. 148 provides alternative methods
of transition for a voluntary change to the fair wvalue Dbased method of
accounting for stock-based employee compensation from the intrinsic value-based
method of accounting prescribed by Accounting Principles Board ("APB") Opinion
No. 25, "Accounting for Stock Issued to Employees." As allowed by SFAS No. 123,
the Company has elected to continue to apply the intrinsic value-based method of
accounting, and has adopted the disclosure requirements of SFAS No. 123. The
Company currently does not anticipate adopting the provisions of SFAS No. 148.

In November 2002, the Financial Accounting Standards Board issued Interpretation

No. 45, Guarantor's Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others (the "Interpretation"),
which addresses the disclosure to be made by a guarantor in its interim and
annual financial statements about its obligations under guarantees. The

Interpretation also requires the recognition of a liability by a guarantor at
the inception of certain guarantees.

The Interpretation requires the guarantor to recognize a liability for the
non-contingent component of the guarantee, which is the obligation to stand
ready to perform in the event that specified triggering events or conditions
occur. The 1initial measurement of this 1liability i1is the fair wvalue of the
guarantee at inception. The recognition of the liability is required even if it
is not probable that payments will be required under the guarantee or if the
guarantee was issued with a premium payment or as part of a transaction with
multiple elements.

The Company guarantees certain lease commitments of its restricted subsidiaries.
The maximum amount of these guarantees is included in the consolidated operating
lease disclosure commitment footnoted included in the Company's Form 10-K/A.
Also, the handsets sold by the Company are under a one-year warranty from
Sprint. If a customer returns a handset for warranty, the Company sends the
handset to Sprint for repair. Sprint provides a credit to the Company equal to
the price of the refurbished handset, which is generally what is returned to the
customer. The Company will apply the recognition and measurement provisions for
all guarantees and warranties entered into or modified after December 31, 2002.

In July 2002, the FASB issued SFAS No. 146, "Accounting for Costs Associated
with Exit or Disposal Activities." SFAS No. 146 provides new guidance on the
recognition of costs associated with exit or disposal activities. The standard
requires companies to recognize costs associated with exit or disposal
activities when they are incurred rather than at the date of commitment to an
exit or disposal plan. SFAS No. 146 supercedes previous accounting guidance

provided by the EITF Issue No. 94-3 "Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (including Certain
Costs Incurred in a Restructuring)." EITF Issue No. 94-3 required recognition of
costs at the date of commitment to an exit or disposal plan. SFAS No. 146 is to
be applied prospectively to exit or disposal activities initiated after December
31, 2002. Early application is permitted. The adoption of SFAS No. 146 by the
Company on October 1, 2002 is not expected to have a material impact on the
Company's financial position, results of operations, or cash flows as the
Company has not recorded any significant restructurings in the past periods, but
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the adoption may impact the timing of charges in future periods. As discussed in
Note 6, during the quarter ended December 31, 2002 the Company recorded $0.7
million of costs related to staff reductions and retail location closings.

In April 2002, the FASB issued SFAS No. 145, "Rescission of FASB Statements No.
4, 44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections."
Among other things, this statement rescinds FASB Statement No. 4, "Reporting

Gains and Losses from Extinguishment of Debt" which required all gains and
losses from extinguishment of debt to be aggregated and, if material, classified
as an extraordinary item, net of related income tax effect. As a result, the
criteria in APB Opinion ©No. 30, "Reporting the Results of Operations -—-—
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions," will now be used to
classify those gains and losses. The adoption of SFAS No. 145 by the Company on
October 1, 2002 did not have a material impact on the Company's financial
position, results of operations, or cash flows.

In June 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement
Obligations." SFAS No. 143 requires the fair value of a liability for an asset
retirement obligation to be recognized in the period that it is incurred if a
reasonable estimate of fair value can be made. The associated asset retirement
costs are capitalized as part of the carrying amount of the long-lived asset.
SFAS No. 143 is effective for fiscal years beginning after June 15, 2002. The
adoption of SFAS No. 143 by the Company on October 1, 2002 did not have a
material impact on the Company's financial position, results of operations or
cash flows.

RESULTS OF OPERATIONS

The following discussion of the results of operations includes the results of
operations of iPCS subsequent to November 30, 2001 and therefore 1iPCS' results
of operation for the quarter ended December 31, 2001 only include one month's
results.

Key Operating Metrics Defined
Terms such as subscriber net additions, average revenue per user, churn, cost

per gross addition and cash cost per user are important operating metrics used
in the wireless telecommunications industry. Terms such as EBITDA are financial

measures used by many companies. None of these terms, including EBITDA, are
measures of financial performance under accounting principles generally accepted
in the United States ("GAAP"). The Company believes that EBITDA serves as an
important financial analysis tool for measuring and comparing financial
information such as liquidity, operating performance and leverage. EBITDA should
not, however, Dbe considered an alternative to, or more meaningful than, net
income, <cash flow or operating 1loss as determined in accordance with GAAP.
EBITDA and these other terms as used by the Company may not be comparable to a
similarly titled measure of another company. We have included Dbelow a

reconciliation of EBITDA to operating loss.
The following terms used in this report have the following meanings:
"EBITDA" means earnings before interest, taxes, depreciation and amortization.

"ARPU" summarizes the average monthly service revenue per user, excluding
roaming revenue. ARPU is computed by dividing service revenue for the period by
the average subscribers for the period, which is net of an adjustment for first
payment default subscribers.

"Churn" is the monthly rate of subscriber turnover that both voluntarily and
involuntarily discontinued service during the month, expressed as a percentage
of the total subscriber Dbase. Churn is computed by dividing the number of
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subscribers that discontinued service during the month, net of 30 day returns
and an adjustment for estimated first payment default subscribers, Dby the
average total subscriber base for the period.

"CPGA" summarizes the average cost to acquire new subscribers during the period.
CPGA is computed by adding the income statement components of selling and
marketing, cost of equipment and activation costs (which are included as a
component of cost of service) and reducing that amount by the equipment revenue
recorded. That net amount is then divided by the total new subscribers acquired
during the period, reduced by a provision for first payment default subscribers.

"CCPU" is a measure of the cash costs to operate the Dbusiness on a per user
basis consisting of subscriber support, network operations, service delivery,
roaming expense, bad debt expense, wireless handset upgrade subsidies (but not
commissions) and other general and administrative costs, divided by average
subscribers for the period, which is net of an adjustment for first payment
default subscribers.

For the three months ended December 31, 2002 compared to the three months ended
December 31, 2001:

iPCS was acquired on November 30, 2001. In accordance with purchase accounting,
iPCS' results of operations are included only for the month of December 2001.
The table below sets forth below key operating metrics for the Company for the
quarters ended December 31, 2002 and 2001.

Quarter Ended December 31,

2002

AirGate iPCS Combined AirGate
Subscriber Gross Additions 55,621 45,299 100,920 83,012
Subscriber Net Additions 13,670 20,934 34,604 54,820
Total Subscribers 352,809 236,628 589,437 289,844
ARPU $58 $53 $56 $60
Churn (with subscriber reserve) 3.78% 3.18% 3.54% 3.19%
Churn (without subscriber 4.09% 3.62% 3.91% 4.40%
reserve)
CPGA $369 $346 $359 $345
CCPU $54 $59 $56 $64
Cap Ex (from cash flow statement) $5,626,000 $8,424,000 $14,050,000 $3,246,000 $3
EBITDA $2,536,000 $(6,055,000) $(3,519,000) $(14,868,000) S (6

The reconciliation of EBITDA to our reported operating loss, as determined in
accordance with GAAP, is as follows (in thousands) :

Quarter Ended December 31,
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EBITDA $2,536 $(6,055) $(3,519)
Depreciation (11,599) (9,027) (20, 626)
Amortization of intangible (4,264)
assets (2,885) (1,379)

Operating Loss $(11,948) $(16,461) $(28,409)

$(14,868)
(9,003)

Subscriber Net Additions

For AirGate, net subscriber additions are down for the quarter ended December
31, 2002, compared to the same quarter in 2001. This decline is due to the
re—-institution of the deposit for sub-prime credit quality customers, actions
taken to reduce acquisition costs, the increased number of subscribers who churn
and slowing wireless subscriber growth in our markets. For iPCS, net subscriber
additions 1increased in the quarter ended December 31, 2002 compared to the same
quarter in 2001. This increase 1is due to the 1inclusion of only one month's
results for iPCS in the quarter ended December 31, 2001.

The Company does not include in its subscriber base an estimate of first payment
default subscribers. At December 31, 2002 and 2001, the estimated first payment
default subscribers were 7,597 and 10,055, respectively. Estimated first payment
default subscribers at December 31, 2002 for AirGate and iPCS were 4,187 and
3,410, respectively.

Subscriber Gross Additions

For AirGate, gross subscriber additions were down for the quarter ended December
31, 2002 compared to the same quarter in 2001. This decline is due to the
re-institution of the deposit for sub-prime credit quality customers, actions
taken to reduce costs and slowing wireless subscriber growth in our markets. For
iPCS, gross subscriber additions increased in the quarter ended December 31,
2002 compared to the same quarter in 2001. This increase is due to the inclusion
of only one month's results for iPCS in the quarter ended December 31, 2001.

EBITDA

EBITDA losses for the quarter ended December 31, 2002 have decreased from the
same period in 2001. This reduction in total 1losses 1s a result of a
substantially larger subscriber base over the period and increased net roaming
margin. On a standalone basis, AirGate had positive EBITDA in the quarter ended
December 31, 2002. While all financial transactions and estimates affect EBITDA,
EBITDA for AirGate was favorably impacted by $1.3 million in credits provided by
Sprint as a result of the final settlement of service fees as described in Note
3. The impact of this final settlement of service fees on EBITDA for iPCS was
approximately $700,000. The EBITDA loss for iPCS was adversely impacted by a
$1.4 million charge for disputed cash adjustments with Sprint associated with
iPCS' purchase of Cedar Rapids and Iowa City subscribers.

Average Revenue Per User

The decrease in ARPU for the Company for the quarter ended December 31, 2002
compared to the same quarter for 2001 is primarily the result of the acquisition
of iPCS, cessation of recognizing terminating access revenue and declines in the
average monthly recurring revenue per user. Until March 2002, the Company
recorded terminating long-distance access revenues billed by Sprint PCS to long
distance carriers.

Churn
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Churn increased for the quarter ended December 31, 2002 compared to the same
quarter in 2001 primarily as a result of increased competition among wireless
carriers 1in our markets and the greater number of sub-prime credit quality
subscribers in our subscriber base.

Cost Per Gross Addition

For AirGate, CPGA was higher for the quarter ended December 31, 2002 compared to
the same quarter in 2001. The 1increase 1is due to greater handset sales
incentives, rebates and marketing costs in 2002 than the prior year and fixed
costs being spread over a fewer number of gross additions. For iPCS, CPGA was
down for the quarter ended December 31, 2002, compared to the same quarter in
2001. This decrease is primarily attributable to fixed costs being spread over a
larger number of gross subscriber additions as a result of having three months
results included in the quarter ended December 31, 2002.

Cash Cost Per User

The decrease in CCPU for the quarter ended December 31, 2002 compared to the
same quarter for 2001 is the result of the fixed network and administrative
support costs being spread over a greater number of average subscribers,
including, for the combined Company, those acquired in the merger with iPCS.

Revenues
Quarter Ended December 31,
2002 2001

AirGate iPCS Combined AirGate iPCS
Service Revenue $59, 933 $36,395 $96,328 $47,240 $8,609
Roaming Revenue 18,910%* 13,379* 31,991 16,618 4,685
Equipment Revenue 3,021 1,761 4,782 3,813 732
Total $81,864%* $51,535%* $133,101 567,671 $14,026

* Amounts are reflected prior to the elimination of intercompany transactions
We derive our revenue from the following sources:

Service. We sell wireless personal communications services. The various
types of service revenue associated with wireless communications services
include monthly recurring access and feature charges and monthly
non-recurring charges for local, wireless long distance and roaming airtime
usage in excess of the subscribed usage plan.

Equipment. We sell wireless personal communications handsets and
accessories that are wused by our subscribers in connection with our
wireless services. Equipment revenue is derived from the sale of handsets
and accessories from Company owned stores, net of sales incentives, rebates
and an allowance for returns. The Company's handset return policy allows
subscribers to return their handsets for a full refund within 14 days of
purchase. When handsets are returned to the Company, the Company may be
able to reissue the handsets to subscribers at little additional cost.
However, when handsets are returned to Sprint for refurbishing, the Company
receives a credit from Sprint, which is less than the amount originally
paid for the handset.
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Roaming. The Company receives roaming revenue at a per-minute rate from
Sprint and other Sprint PCS network partners when Sprint PCS subscribers
from outside of the Company's territory use the Company's network, which
accounted for 89% of the roaming revenue recorded for the quarter ended
December 31, 2002. The Company pays the same reciprocal roaming rate when
subscribers from our territories use the network of Sprint or its other PCS
network partners. The Company also receives non-Sprint roaming revenue when
subscribers of other wireless service providers who have roaming agreements
with Sprint roam on the Company's network.

Service revenue and equipment revenue for the quarter ended December 31, 2002

increased over the same period in the prior vyear. The increase in service
revenue and equipment revenue for the combined Company reflect the substantially
higher average number of subscribers wusing the Company's network, including

subscribers acquired in the iPCS acquisition and the inclusion of only one
month's activity for iPCS for the quarter ended December 31, 2001.

Roaming revenue for the quarter ended December 31, 2002 increased over the same
period in the prior year. The increase is attributable to the larger wireless
subscriber base for Sprint and other Sprint PCS network partners, the additional
covered territory acquired with iPCS, increased roaming revenue to iPCS from
Verizon Wireless and increased roaming revenue from other third-party carriers,
and the inclusion of only one month's activity for iPCS for the quarter ended

December 31, 2001, partially offset by a lower average roaming rate. For the
quarter ended December 31, 2002, roaming revenue from Sprint and its PCS network
partners was $28.5 million, or 89% of the roaming revenue recorded. For the

quarter ended December 31, 2002, roaming revenue from Sprint and its PCS network
partners attributable to AirGate and iPCS was $17.8 million and $10.7 million,
respectively.

The reciprocal roaming rate among Sprint and its PCS network partners, including
the Company, has declined over time, from $0.20 per minute of use (prior to June
1, 2001 for AirGate or January 1, 2002 for iPCS), to $0.10 per minute of use in
calendar vyear 2002. Sprint has notified the Company that it intends to reduce
the reciprocal roaming rate to $0.058 per minute of use in calendar year 2003.
The Company is assessing its ability to dispute the reduction in this rate, Dbut
its remedies may be limited.

Cost of Service and Roaming

Quarter Ended December 31,

2002 2001
AirGate iPCS Combined AirGate iPCS
Roaming expense $ 15,668%* $9,430%* $ 24,800 $ 14,414 $ 3,898
Network operating costs 11,551 10,463 22,014 11,005 3,175
Bad debt expense 2,186 940 3,126 5,613 1,117
Wireless handset upgrades
1,583 1,047 2,630 - -
Total cost of service and
roaming $ 51,431* $ 36,874%* $88,006 $46,238 $11,519

*Amounts are reflected prior to the elimination of intercompany transactions

Cost of service and roaming principally consists of costs to support the
Company's subscriber base including:
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o Roaming expense,

o network operating costs (including salaries, cell site lease payments, fees
related to the connection of the Company's switches to the cell sites that
they support, inter-connect fees and other expenses related to network
operations),

o back office services provided by Sprint such as customer care, billing and
activation, 41 the 8% of collected service revenue representing the Sprint

affiliation fee,

o long distance expense relating to inbound roaming revenue and the Company's
own subscriber's long distance usage and roaming expense when subscribers
from the Company's territory place calls on Sprint's network,

o bad debt related to estimated uncollectible accounts receivable, and

o wireless handset subsidies on existing subscriber upgrades through national
third-party retailers.

The cost of service and roaming increased for the quarter ended December 31,
2002 compared to the same period in 2001. The increase in the cost of service
and roaming is attributable to the increase in the number of subscribers due to
the acquisition of iPCS and additional subscriber growth and the inclusion of
only one month's costs for iPCS for the quarter ended December 31, 2001. Cost of
service was reduced by approximately $0.9 million ($0.5 million for AirGate and
$0.4 million for iPCS) for the quarter ended December 31, 2002 due to the final
settlement of service Dbureau fees with Sprint (See Note 3). Cost of service was
increased by $1.4 million for disputed cash adjustments with Sprint associated
with iPCS' purchase of Cedar Rapids and Iowa City subscribers.

Roaming expense 1increased for the quarter ended December 31, 2002 compared to
the same period in 2001 as a result of the substantial increase in the Company's
subscriber base, including the acquired iPCS subscriber base and an increase in
the average roaming minutes per mon

32



