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PART I. FINANCIAL INFORMATION
ITEM 1. ——- FINANCIAL STATEMENTS
ATRGATE PCS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(UNAUDITED)
(DOLLARS IN THOUSANDS, EXCEPT SHARE AMOUNTS)
Assets

Current assets:

Cash and cash equivalent . . ...ttt ettt ettt ettt e eeeeeeeeeeaaeeeeees

Accounts receivable, net of allowance for doubtful accounts of $13,259

and $2, 758, resSPeCLIVE LY i i i e ittt it ittt ettt ettt eeeeeeneeeeesseeeeannneees

Receivable from Sprint, net of allowance for access fee of $4,650

ANA § = TESPECEIVE LY e i ittt et ettt ettt ettt et

Inventories, net of reserves for excess/obsolescence of $540

Aand $S =, TESPECEIVE LY i ittt it ittt et ittt ettt et
PrePald ERP O S S e v vttt it e et e e e e e e e et e et et
Direct customer activation COSES. ..ttt ittt ittt et ettt ettt ettt eaaeeeeenn
Ot her CUTTENt @SS S . i ittt ittt i et e ettt e et ettt et e eeeeee et aeeeeeeeeeaaeeeeenns

Total CUrTrent aSSeE S . it ittt it ittt ettt ettt ettt eeeeeeeeeeaaeaaaenns

Property and equipment, net of accumulated depreciation of $117,161 and

$43,62], TeSPECLIVE LY @ it ittt it ittt e ettt ee e et eeeeeeeeneeeeeeeeeeeaaaneeneeens
T o ¥ o e IS o U B T = =

Intangible assets, net of accumulated amortization of $29,419 and

$45, respectively (NOLe 8) c vttt ittt ittt ettt et e eeeeneeeeeeeeeeenaneeeneeens
(€YYo 7 H N E 5 o ¥ i = 1 T
(O ol o TS = i

Liabilities and Stockholders' Equity (Deficit)
Current liabilities:

Accounts payvable and aCCrUed EXP IS e S . v v v v vttt oo eeeeseennneeeeeeenneeeeeneenns

18
34
36
36
36
36
36
36
46

JUNE 30,
2002

$ 23,880
42,196

19,619

5,773
6,717
7,269
1,547

107,001

454,011
16,009

350,329
201,623
3,751

SEP
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Payvable Lo SPIradnt ..ttt i et et e e e e e e e et e et 56,200
Deferred OV MU . « it i ittt et ettt e et e e et et et aeeeeeeeeeneeeeeeeneeeeeeneeneeens 20,901
Current maturities of long-term debt and capital lease obligations (note 3).. 1,522
Total current 1iabilities ...ttt ittt ittt ettt ettt eneeaneens 125,176
Other long-term liabilitdes. ..ttt ittt et ettt eeeeeeeeeeaaeeeeenns 16,669
Long-term debt and capital lease obligations, excluding current maturities
6o i 1 669,014
Total liabilaities. @ittt et e e et e ettt ettt 810,859

Commitments and contingencies (note 9) .. ...ttt ittt ennnnee, ——————————

Stockholders' equity (deficit):
Preferred stock, par value, $.01 per share;
5,000,000 shares authorized; no shares issued and outstanding............ ——
Common stock, par value, $.01 per share; 150,000,000 shares authorized;
25,801,720 and 13,364,980 shares issued and outstanding at June 30,

2002 and September 30, 2001, respectively. ...t ittt eenneneennn 258
Additional paid-—In—cCapital. ...ttt ittt ettt ettt e e e e 24,002
Unearned stocCk COmMpPensSation. . ...ttt ittt ittt ettt eeeeeeeeeeaneeaeenns (1,195)
Accumulated defiCit v v it ittt ettt e e e e e e et et et et e e e e e e e e e e e e e e (601,200)

Total stockholders' equity (deficit) ..... ittt teenennennn 321,865

See accompanying notes to the unaudited condensed consolidated financial
statements.

ATRGATE PCS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)
(DOLLARS IN THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS)

THREE MONTHS ENDED

JUNE 30,
2002 2001
Revenues:
SV IiCE TOVENUES . v v vttt vttt et e et e eeeeeee e eeeeeeeeeennnnn $87,219 S 30,173
ROAMING FOVENUE S . ¢ vt it e e et ettt te e e e e et eeeeeeeeeeennaeeeens 32,000 17,131
EQUIPMENT TeVENUES . & i ittt ettt ettt ettt eeeeeeeeeeenaeeeens 3,590 2,435
TotaAl FOVENUES . vt ittt ittt ettt tneeeeeeneeaeeeeeenens 122,809 49,739
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Operating Expenses:

Cost of services and roaming (exclusive

of depreciation, as shown separately below)............
Cost Of equipment . ... ..ttt it ettt eee e
Selling and marketing. ...ttt ittt ittt et
General and administrative expensesS........c.ceeeieereennnnn
Non-cash stock compensation expense...........ceeeeeeeeenen.
[T B at Y = il X o
Amortization of intangible assets..........iiiiiiiiio..
Goodwill impairment (note 8) ... ...ttt

Total operating EXPEeNSES . v vt v vttt eeeeeeenneeeeeeens
OpPerating LOSS . v vt i ie ittt et ettt et
Interest INCOmME. & it ittt et e ittt e et ettt eaee et
TNt erest EXPEMS e . ittt it ittt ettt et e et e e e e e e
Other income (exXPense), Nel ...t i it tteeeeeeeenneeeeeeeannns
Loss before income tax benefit......................

Income tax benefit... ... .ttt iiiieeennnn

D L oA N = = O

Basic and diluted net loss per share of common stock...........

Basic and diluted weighted-average outstanding common shares...

(82,401) (32,991
(9,718) (4,744
(28,131) (16,431
(6,208) (3,868
(183) (299
(19,500) (7,701
(11,260) -
(157,401) (66,034
(34,592) (16,295
314 337
(15,801) (7,785
(50,079) (23,743

$ (50,079) $ (23,743
$ (1.94) $ (1.80

25,801,138

See accompanying notes to the unaudited condensed consolidated financial

statements.

ATRGATE PCS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
(DOLLARS IN THOUSANDS)

Cash flows from operating activities:

LS A X ==

Adjustments to reconcile net loss to net cash used in operating activities:

Goodwill dmpailrment . ...ttt ittt ettt e e e e
DepreCiation. vttt it e e e e e e e e e e e e e et e e

13,179,506

NINE MONTHS
JUNE 3

(381, 633)

261,212
47,864
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Amortization of intangible assel s . ...t ittt ittt ittt ettt
Amortization of financing COSES. .. ittt ittt ettt e e e ettt
Provision for doubtful aCCOUNTS. .« it ittt ittt ittt ettt ettt eeeeeeeeeeanns
Interest expense associated with accretion of discount....................
Non-cash stock cCompensation. ... .ttt ittt ittt ettt ettt eeeeeeeeeeeneanns
Deferred income tax benefit. ...ttt ettt ittt e et eeeee e

Changes in assets and liabilities:
AccoUunts receivable. .ottt i e e e e e e e e e e e e e
Receivable from Sprint. ... ...ttt ittt ittt ettt eaaeeaanns
INVEeNLOTrieS, NEL . ittt ittt ettt et ettt ettt ettt e eeeeeeeeneeaens

Prepaid expenses, other current and long term assets..................
Accounts payable, accrued expenses and other long term liabilities....
Payable Lo SpPrint ...ttt ettt et e e e e et e e e e
Deferred FeVEMUE . t v vttt i ittt ittt ittt ettt ittt teeeeeeeennneaeeeeeeenn

Net cash used in operating activities............. ...

Cash flows from investing activities:

Cash

Purchases of property and equipment . ... ...ttt ittt eneeeeeeeeennenns
Cash acquired from 1PCS, TNC. .ttt iie ettt oo eeeeeeeeaeeeeeeeeneeeeeeeeanns
AcUisition Of IPCS, TN C .ttt i ittt tteeeeeeeeeeeeeeeeeeaneeeeeeeeaneeeeeens
Purchase of business assels. ...ttt ittt ittt ittt ettt

Net cash used in investing activities.......... ... ...

flows from financing activities:

Proceeds from borrowings under senior credit facilities....................
Payments made under capital lease obligations...........iiiiiiiinneennnnenns
Stock issued to employee stock purchase plan.......o.i ittt eneeteeenenneennn
Proceeds from exercise of employee stock options..........ccuiiiiiinnnnn.

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

Net increase (decrease) in cash and cash equivalents.......

Cash and cash equivalents at beginning of period........... i,

Cash and cash equivalents at end Of Period. . ...ttt ittt eeaneeeeennn

Supplemental disclosure of cash flow information - cash paid for interest.......

Supplemental disclosure for non-cash investing activities:

Capitalized Interest ... ittt ittt ettt ettt et aeeeee e eneeeeeeeeanns
iPCS acquisition:

S oo T = =3 5 Y
Value of common stock options and warrants assumed...........ceeeeeeen..
Liabilities assuUmed. ...ttt ittt ittt ittt ittt eeeennnnnaeeeeeeenn
ASSel S ACOUITEA . i ittt ittt e e ettt e e e e e et et et e e
Purchases of property and equipment under capital lease.................

See accompanying notes to the unaudited condensed consolidated financial

statements.

116,200
(4)

567

685

$ 6,160

(706, 645)
(47,727)
(394,165)
315,029

191
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ATRGATE PCS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2002
(UNAUDITED)

(1) BUSINESS, BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

(A) BUSINESS AND BASIS OF PRESENTATION
AirGate PCS, Inc. and subsidiaries (collectively, the "Company" or
"AirGate") were created for the purpose of Dbecoming a leading provider of
wireless Personal Communication Services ("PCS"). AirGate PCS, Inc., formed in

October 1998, 1is an affiliate of Sprint PCS with the exclusive right to market
and provide Sprint PCS products and services in its territory and is licensed to
use the Sprint and Sprint PCS brand names in its original 21 markets located in
the southeastern United States. On November 30, 2001, AirGate PCS, Inc. acquired
iPCS, Inc. (together with its subsidiaries "iPCS"), a PCS affiliate of Sprint
with 37 markets in the midwestern United States. The unaudited consolidated
financial statements included herein include the accounts of AirGate PCS, Inc.
and its wholly-owned subsidiaries, AGW Leasing Company, Inc., AirGate Service
Company, Inc., and AirGate Network Services, LLC for all periods presented. The
accounts of iPCS, Inc. and subsidiaries, a wholly-owned unrestricted subsidiary
of AirGate PCS, Inc., (see note 7), are included as of June 30, 2002, and the
results of operations subsequent to November 30, 2001. In the opinion of
management, these consolidated financial statements contain all of the
adjustments, consisting of normal recurring adjustments, necessary to present
fairly, in summarized form, the financial position and the results of operations
of the Company. The unaudited balance sheet as of June 30, 2002, the unaudited
statements of operations for the three and nine months ended June 30, 2002 and
2001, the unaudited statements of cash flows for the nine months ended June 30,
2002 and 2001 and related footnotes have been prepared in accordance with
accounting principles generally accepted in the United States of America for
interim financial information and Rule 10-01 of Regulation S-X. Accordingly,
they do not include all of the information and footnotes required by accounting
principles generally accepted 1in the United States for complete financial
statements. The results of operations for the three months and nine months ended
June 30, 2002, are not indicative of the results that may be expected for the
full fiscal year of 2002. The financial information presented herein should be
read in conjunction with the Company's Form 10-K for the year ended September
30, 2001 which includes information and disclosures not included herein. All
significant intercompany accounts and transactions have been eliminated in
consolidation. Certain reclassifications have been made to prior year balances
to conform to the current year presentation.

The PCS market is characterized Dby significant risks as a result of rapid
changes in technology, increasing competition and the costs associated with the
build-out of a PCS network. The Company's continuing operations are dependent
upon Sprint's ability to perform its obligations under the various agreements
between the Company and Sprint 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 sufficient customer base is critical
to achieving breakeven cash flow. Changes in technology, increased competition,
economic conditions or inability to achieve Dbreakeven cash flow, among other
factors, could have an adverse effect on the Company's financial position and
results of operations.

(B) REVENUE RECOGNITION

The Company recognizes revenues when persuasive evidence of an arrangement
exists, services have been rendered, the price to the buyer is fixed or
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determinable, and collectibility is 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," as

amended by SAB No. 101A and 101B. The Company records equipment revenue for the
sale of handsets and accessories to customers in its retail stores and to local
distributors in its territories. The Company does not record equipment revenue
on handsets and accessories purchased by its customers from national third party
retailers such as Radio Shack, Best Buy and Circuit City, or directly from
Sprint. The Company believes the equipment revenue and related cost of equipment
associated with the sale of wireless handsets and accessories 1s a separate
earnings process from the sale of wireless services to customers. The Company's
customers pay an activation fee when they initiate service. The Company defers
activation fee revenue over the average 1life of its customers, which 1is
estimated to be 30 months. The Company recognizes service revenue from its
customers as they use the service. The Company provides a reduction of recorded
revenue for billing adjustments and billing corrections. The Company provides a
reduction of recorded revenue for rebates and discounts given to customers on
wireless handset sales in accordance with the Emerging Issues Task Force
("EITF"), EITF 01-9 "Accounting for Consideration Given by a Vendor to a
Customer (Including a Reseller of the Vendor's Products)". The Company
participates in the Sprint national and regional distribution program in which
national retailers such as Radio Shack sell Sprint PCS products and services. In
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 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 management agreement
with Sprint, when a national retailer sells a handset purchased from Sprint to a
subscriber 1in the Company's territory, the Company is obligated to reimburse
Sprint for the handset subsidy that Sprint originally incurred. The national
retailers sell Sprint wireless services under the Sprint and Sprint PCS brands
and marks. The Company does not receive any revenues from the sale of wireless
handsets by national retailers. The Company classifies these Sprint wireless
handset subsidy charges as a selling and marketing expense for a wireless
handset sale to a new customer and classifies these subsidies as a cost of
service for a wireless handset upgrade to an existing customer.

Sprint retains the Company 8% of collected service revenues from Sprint
customers based in the Company's markets and from non-Sprint customers who roam
onto the Company's network. The amount retained by Sprint is recorded as cost of
service and roaming. Revenues generated from the sale of handsets and
accessories and from roaming services provided to Sprint and other Sprint
affiliate customers who are not based in the Company's markets are not subject
to the 8% affiliation fee from Sprint.

The Company defers activation fee revenue and recognizes it using the
straight-line method over 30 months, which is the average 1life of a customer.
The Company does not recognize revenue from customers for which the likelihood
of collecting such revenue is not reasonably assured. The accounting policy for
the recognition of direct customer activation costs is to defer such costs when
incurred and recognize it using the straight-line method over 30 months, which
is the average life of a customer. The components of direct customer activation
costs are customer service activation fees, credit check fees, loyalty call fees
and welcome call fees charged to the Company by Sprint.

For the three months ended June 30, 2002 and 2001, the Company recognized
approximately $1.7 million and $0.9 million, respectively of activation fee
revenue. For the nine months ended June 30, 2002 and 2001, the Company
recognized approximately $4.0 million and $1.7 million, respectively of
activation fee revenue. For the three months ended June 30, 2002 and 2001, the
Company recognized approximately $1.0 million and $0.6 million, respectively of
direct customer activation costs. For the nine months ended June 30, 2002 and
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2001, the Company recognized approximately $2.5 million and $1.3 million,
respectively of direct customer activation costs. As of June 30, 2002, the
Company has deferred $14.5 million of activation fee revenue and $10.9 million
of direct customer activation costs to future periods.

(C) RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS:

In July 2002, the Financial Accounting Standards Board ("FASB") issued
Statement of Financial Accounting Standard ("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 94-3 "Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring)." EITF 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.

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 Accounting Principles Board ("APB") 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 is not expected to have a material impact on the
Company's results of operations, financial position or cash flows.

In November 2001, the EITF issued 01-9 "Accounting for Consideration Given
by a Vendor to a Customer (Including a Reseller of the Vendor's Products)". EITF
01-9 provides guidance on when a sales incentive or other consideration given
should be a reduction of revenue or an expense and the timing of such
recognition. The guidance provided in EITF 01-9 is effective for financial
statements for interim or annual periods beginning after December 15, 2001. The
Company occasionally offers rebates to customers that purchase wireless handsets
in its stores. The Company's historical policy regarding the recognition of
these rebates in the statement of operations 1is a reduction in the revenue
recognized on the sale of the wireless handset by the amount of the rebate
given. The Company's policy is in accordance with the guidance set forth in EITF
01-9. Therefore, the adoption of EITF 01-9 did not have a material impact on the
Company's financial statements.

In August 2001, the FASB issued SFAS No. 144, "Accounting for the
Impairment or Disposal of Long-Lived Assets." SFAS No. 144 provides new guidance
on the recognition of impairment losses on long-lived assets with definite lives
to be held and used or to be disposed of and also Dbroadens the definition of
what constitutes a discontinued operation and how the results of a discontinued
operation are to be measured and presented. SFAS 144 is effective for fiscal
years beginning after December 15, 2001. Early adoption of this statement is
permitted. The Company elected early adoption as of the beginning of its fiscal
year on October 1, 2001. The adoption by the Company did not materially change
the methods wused by the Company to measure impairment losses on long-lived
assets.

In June 2001, the FASB issued SFAS No. 141, "Business Combinations", which
is effective for all business combinations initiated after June 30, 2001. SFAS
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No. 141 requires companies to account for all business combinations using the
purchase method of accounting, recognize intangible assets if certain criteria
are met, as well as provide additional disclosures regarding Dbusiness
combinations and allocation of purchase price. The Company adopted SFAS No. 141
as of July 1, 2001, and the impact of such adoption did not have a material
adverse impact on the Company's financial statements.

In June 2001, the FASB issued SFAS No. 142, "Goodwill and Other Intangible
Assets", which provides for non-amortization of goodwill and intangible assets
that have indefinite wuseful lives, annual tests of impairments of those assets
and interim tests of impairment when an event occurs that more likely than not
has reduced the fair value of such assets. The statement also provides specific
guidance about how to determine and measure goodwill impairments, and requires
additional disclosure of information about goodwill and other intangible assets.
The provisions of this statement are required to be applied starting with fiscal
years Dbeginning after December 15, 2001, and applied to all goodwill and other
intangible assets recognized in its financial statements at that date. Goodwill
and intangible assets acquired after June 30, 2001 will be subject to the
non—-amortization provisions of the statement. Early application is permitted for
entities with fiscal years beginning after March 15, 2001, provided that the
first interim financial statements had not been issued previously. The Company
met the criteria for early application and therefore adopted SFAS No. 142 as of
the Dbeginning of its fiscal year on October 1, 2001. Upon application, the
provisions of SFAS ©No. 142 did not have a material adverse effect on the
Company's financial statements as of December 31, 2001 and for the three months
ended December 31, 2001. The Company acquired iPCS, see note 7, on November 30,
2001 and performed a preliminary allocation of the purchase price under the
provisions of SFAS No. 141. As a result of this allocation, the Company recorded
goodwill, which is the only indefinite life intangible the Company has recorded

in its financial statements. During the following quarter after the initial
valuation, the Company experienced a significant decline in its market
capitalization as did many other wireless telecommunications providers.

Additionally, the Company observed that recent wireless industry acquisitions
subsequent to the acquisition of 1PCS were valued lower on a price per
population and price per customer basis. The Company considered these recent
acquisition values and industry trends as an event that more likely than not had
reduced the fair value of iPCS and the related carrying value of goodwill under
the provisions of SFAS No. 142. Accordingly the Company performed an annual test
for goodwill impairment as of March 31, 2002. The Company recorded approximately
$261.2 million of goodwill impairment for the three months ended March 31, 2002,
as a result of this annual test. The goodwill associated with the acquisition of
iPCS was recorded after the adoption of SFAS No. 142 and, therefore, was not
considered transitional goodwill. Transitional goodwill is considered goodwill
recorded on the Company's financial statements prior to adoption of SFAS No.
142. Transitional goodwill is required to be tested for impairment within six
months of adoption of SFAS No. 142, with any resulting impairment recorded as a
cumulative effect of a change in accounting principle. See note 8 for a further
discussion of the goodwill impairment.

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 is not expected to have a material
impact on the Company's results of operations, financial position or cash flows.

(D) NET LOSS PER SHARE

The Company computes net loss per common share in accordance with SFAS No.
128 "Earnings per Share." Basic and diluted net loss per share of common stock
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is computed by dividing net loss for each period by the weighted-average
outstanding common shares. No conversion of common stock equivalents has been
assumed in the calculations since the effect would be antidilutive. As a result,
the number of weighted-average outstanding common shares as well as the amount
of net loss per share are the same for both the basic and diluted net loss per
share calculations for all periods presented.

The reconciliation of weighted-average outstanding common shares to
weighted-average outstanding shares including potentially dilutive common stock
equivalents is set forth below:

Weighted-average outstanding common shares............cciiiiieeee.. 25,801,138

Weighted —average potentially dilutive........ it innnnnennnn
Common stock equivalents:

Common StoCk OPLIONS .t i ittt ittt ettt e e e e e ettt

Stock purchase Warrant S . ... u ittt ittt ittt ettt eeeeaeens

Weighted-average outstanding shares
including potentially dilutive common

StoCk equivalent S . v it e e e e e e e e e e 25,841,270

THREE
MONTHS
ENDED
JUNE 30,

(2) SPRINT AGREEMENTS

Under the Sprint agreements, Sprint provides the Company significant
support services such as customer service, billing, long distance transport
services, national network operations support, inventory logistics support, use
of the Sprint and Sprint PCS brand names, national advertising, national

distribution and product development. Additionally, the Company derives
substantial roaming revenue and expenses when Sprint and other Sprint
affiliates' PCS wireless customers incur minutes of use in the Company's

territories and when the Company's customers incur minutes of use in Sprint and
other Sprint affiliates' PCS territories. These transactions are recorded in the
cost of service and roaming and selling and marketing captions in the statements
of operations. Cost of service and roaming transactions relate to the 8%
affiliation fee, long distance, roaming expenses, billing support and customer
care support. Purchased inventory transactions relate to inventory purchased by
the Company from Sprint under the Sprint agreements. Selling and marketing
transactions relate to subsidized costs on wireless handsets and commissions
under Sprint's national distribution program. Amounts relating to the Sprint
agreements for the three and nine months ended June 30, 2002 and 2001, are as
follows (dollars in thousands) :

10
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Amounts incurred:

Cost of service and FoamMIng. ... .o i ittt ittt e e eeeeneeeeeeeeneeeeeeeeenns
PUrchased InVeNE OT Y . i ittt it e et e et e et e e ettt aee e eeaeeeeeeeeeneeens
Selling and marketdng. v ittt ittt et e e ettt e et e e e e e e

Amounts incurred:
Cost of service and FoamMIng. ... . i ittt ie et e oo eeeneeeeeeeeneeeeeeeeenns
PUrchased INVeNE OT Y . ittt it e et et e et e ettt et aee e eaeeeeeeeeenaeens
Selling and marketdng. v ittt ittt e ettt e et ettt e e

(3) LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS

Long-term debt reflects the
November 30, 2001 and consists of the
30, 2001 (dollars in thousands) :

assumption of the iPCS

following at June 30, 2002 and

AirGate senior credit facility:

Outstanding DO rOWINg . « v v v ittt it i e et e e e e e e e e et et ettt e

Unaccreted original issue disCoOUNt ... ...ttt itteteeeeeeeneeeeeeeenns
Net AirGate senior credit facility. ...ttt ittt ittt ettt eeeeeeeeeenns
1PCS senior credit facCi oty ... u oot i it ittt ittt ettt ettt ettt eaeeeeeeeeeaaeens
1999 AirGate senior subordinated discount notes:

Outstanding DOrrOWINg . « v v v it ittt i et et e e e e e e et et et e ettt e

Unaccreted original issue disCoOUNt ... ...ttt itneeeeeeeenneeeeeeeanns
Net 1999 AirGate Senior Subordinated Discount NOtesS.......uiiii it tineeneeeeenns
2000 iPCS senior subordinated discoUNt NOLES. .. i ittt it ittt ittt et eennenns

1PCS capital lease obligations. ... ittt ittt ittt ettt

Total long-term debt and capital lease obligations...........c.ceeiiieeeenn.
Current maturities of long-term debt and capital lease obligations........

long term debt on
September

THREE MON

JUNE 30,
2002

$49,262
11,744
5,979

NINE MONT

JUNE 30,
2002

$128,226
30,829
22,367

JUNE 30,
2002

$131,500
(425)

131,075

110,000

221,650
(8,875)

212,775

216,116
570

670,536
1,522

11
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Long-term debt and capital lease obligations, excluding current maturities

As of June 30, 2002, $22.0 million and $30.0 million remained available for
borrowing wunder the AirGate senior credit facility and the iPCS senior credit
facility, respectively. At June 30, 2002 the AirGate senior credit facility
carried an interest rate of 5.9% and the iPCS senior credit facility carried an
interest rate of 5.6%. The interest rate for both senior credit facilities 1is
determined on a margin above either the prime lending rate in the United States
or the London Interbank Offer Rate.

Following the merger with iPCS, the Company proposed a new business plan
for fiscal year 2002 which would have violated the EBITDA loss covenants of the
iPCS senior credit facility in the second half of the fiscal vyear 2002. On

February 14, 2002, the Company entered into an amendment, which provided relief
under the EBITDA loss covenant and modified certain other requirements. At June
30, 2002, the Company was in compliance in all material respects with all

operational and financial covenants for both the AirGate senior credit facility
and the i1PCS senior credit facility.

(4) COMMON STOCK PURCHASE WARRANTS
(A) SENIOR CREDIT FACILITY

On June 1, 2000, the Company 1issued stock purchase warrants to Lucent
Technologies 1in consideration of the AirGate senior credit facility. The
exercise price of the warrants equals $20.40 per share, and the warrants are
exercisable for an aggregate of 10,175 shares of the Company's common stock at
any time. The warrants expire on August 15, 2004. All of these warrants remain
outstanding at June 30, 2002.

(B) 1999 AIRGATE SENIOR SUBORDINATED DISCOUNT NOTES

On September 30, 1999, the Company received gross proceeds of $156.1
million from the issuance of 300,000 wunits, each unit consisting of a $1,000
principal amount at maturity 13.5% senior subordinated discount note due 2009
and one warrant to purchase 2.148 shares of common stock at a price of $0.01 per
share. The warrants were exercisable for an aggregate of 644,400 shares of
common stock. The warrants expire October 1, 2009. As of June 30, 2002, warrants
representing 604,230 shares of common stock had been exercised, and warrants
representing 40,170 shares of common stock remain outstanding.

(C) WARRANTS ASSUMED IN IPCS ACQUISITION

On November 30, 2001, AirGate assumed warrants to issue 475,351 shares of

common stock at $34.51 per share. Such warrants are held by the holders of the
2000 iPCS senior subordinated discount notes. The warrants expire July 16, 2010.
As of June 30, 2002, warrants representing all 475,351 shares of common stock

remain outstanding.

On November 30, 2001, AirGate assumed warrants to issue 183,584 shares of
common stock at $31.06 per share. Such warrants are held by Sprint and were
originally issued in consideration for iPCS receiving the right to provide
Sprint PCS service in the expansion territory of Michigan, Iowa and Nebraska.
The warrants expire July 15, 2007. As of June 30, 2002, warrants representing
183,584 shares of common stock remain outstanding.

(5) INCOME TAXES

The Company's effective income tax rate for the interim periods presented

12
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is based on management's estimate of the Company's effective tax rate for the
applicable year and differs from the federal statutory income tax rate primarily
due to nondeductible permanent differences, state income taxes and changes in
the valuation allowance for deferred income tax assets. Deferred income tax
assets and liabilities are recognized for differences between the financial
statement carrying amounts and the tax basis of assets and liabilities which
result in future deductible or taxable amounts and for net operating loss and
tax credit carry forwards. In assessing the valuation of deferred income tax
assets, management considers whether it is more 1likely than not that some
portion of the deferred income tax assets will be realized. The wultimate
realization of deferred income tax assets is dependent upon the generation of
future taxable income during the periods in which those temporary differences
become deductible. Prior to the acquisition of iPCS, management provided a
valuation allowance against all of its deferred income tax assets because the
realization of those deferred tax assets was uncertain. As part of the iPCS
acquisition on November 30, 2001, a deferred income tax liability was
established related to non-goodwill intangible assets acquired. The previously
recorded valuation allowance of $81.5 million against deferred tax assets was
subsequently eliminated as a result of the acquisition. As a result of
finalizing the preliminary purchase price allocation of the 1PCS acquisition on
March 31 2002, a reduction to non-goodwill intangible assets of approximately
$118.3 million was incurred. This reduction to non-goodwill intangible assets
had an effect of reducing the deferred income tax liability associated with
these intangible assets by approximately $42.5 million. During the three and
nine months ended June 30, 2002, the Company has recorded deferred income tax
benefits of $0.0 million and $28.8 million, respectively. As of June 30, 2002,
the Company's deferred tax assets were equal to its deferred income tax
liability. As a result, the Company expects to provide a valuation allowance
against future tax benefits generated.

(6) CONDENSED CONSOLIDATING FINANCIAL INFORMATION

AGW Leasing Company, Inc. ("AGW") is a wholly-owned restricted subsidiary
of AirGate PCS, 1Inc. AGW has fully and unconditionally guaranteed the 1999
AirGate senior subordinated discount notes and the AirGate senior 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 Dby the Securities and Exchange
Commission on September 27, 1999. AGW jointly and severably guarantees the
Company's long-term debt.

AirGate Network Services LLC ("ANS"™) was created as a wholly-owned
restricted subsidiary of AirGate PCS, 1Inc. ANS has fully and wunconditionally
guaranteed the 1999 AirGate senior subordinated discount notes and AirGate
senior credit facility. ANS was formed to provide construction management
services for the Company's PCS network. ANS jointly and severably guarantees
AirGate's long-term debt.

AirGate Service Company, Inc. ("Service Co") is a wholly-owned restricted
subsidiary of AirGate PCS, 1Inc. Service Co has fully and unconditionally
guaranteed the 1999 AirGate senior subordinated discount notes and the AirGate
senior credit facility. Service Co was formed to provide management services to
AirGate and 1PCS. Service Co Jjointly and severably guarantees AirGate's
long-term debt.

iPCS is a wholly-owned wunrestricted subsidiary of AirGate PCS, Inc. As an
unrestricted subsidiary, 1PCS provides no guarantee to either the 1999 AirGate
senior subordinated discount notes or the AirGate senior credit facility and
AirGate and its restricted subsidiaries provide no guarantee to the 2000 iPCS
senior subordinated discount notes or the iPCS senior credit facility.

AGW, ANS, Service Co and iPCS are 100% owned by AirGate PCS, Inc. and no

13
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other persons have equity or other interest in such entities.

The unaudited condensed
Service Co and iPCS as of June 30,

follows (dollars in thousands) :

consolidating
2002 and for the nine months then ended is as

financial information for AGW, ANS,

CONDENSED CONSOLIDATING BALANCE SHEET
AS OF JUNE 30, 2002

Cash and cash
equivalents.........
Property and equipment,

Intangible assets, net

Other assets........

Total assets.....

Current liabilities.
Other Long-term.....
Long-term debt......
Total liabilities
Common stock........
Additional paid-in
Accumulated deficit.
Unearned stock option

Compensation........

Total liabilities and
stockholders'
equity (deficit)

AIRGATE

AGW LEASING NETWORK AIRGATE

ATRGATE PCS, COMPANY, SERVICES, SERVICE
INC. INC. LLC COMPANY, INC. ELIMINAT
$ 4,268 $ - $ (19) $ - $ -
172,277 - 46,748 - —-
270,087 - - —= 51,964
321,698 - 529 - 59,065
$ 768,330 $ - $ 47,258 $ - $ (7,101
$ 34,898 $ 40,157 $ 59,065 $ - $(59,065
3,158 - - —= -
385,441 — — — —
423,497 40,157 59,065 —= (59,065
258 - - - —-

731,152
(385,382) (40,157) (11,807) —= 51, 96
(1,195) - - - -
$ 768,330 $ - $47,258 $ — $ (7,10
CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS
FOR THE NINE MONTHS ENDED, JUNE 30, 2002
AIRGATE

AGW LEASING NETWORK AIRGATE

ATRGATE PCS, COMPANY, SERVICES, SERVICE
INC. INC. LLC COMPANY, INC. ELIMINAT
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Total revenues......
Cost of revenues....

Selling and marketing

General and

Depreciation and
amortization........
Goodwill impairment.

Total expenses......

Loss before income tax
benefit.............

Income tax benefit..

Net losS.........

Operating activities,

(Decrease) increase in
cash
and cash equivalents

Cash and cash
equivalents at
Beginning of period

Cash and cash
equivalents at

$ 225,201 $ - $ - $ - $
(152, 964) (11,347)
(56,958) (2,057)
(8,605) (452)
(28,216) 2,032
(49,301) (6,344)
(261,212) - —— __
(557,256) (13,856) (4,312)
(332,055) (13,856) (4,312)
28,761 - —= -
$ (303,294) (13,856) S (4,312) —=
CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
FOR THE NINE MONTHS ENDED, JUNE 30, 2002
AIRGATE
AGW LEASING NETWORK AIRGATE
ATRGATE PCS, COMPANY, SERVICES, SERVICE
INC. INC. LLC COMPANY, INC. ELIMINAT
$(33,348) $ - $ 4,193 $ - S —-
(9,881) - (4,055) - __
57,452 - —= - —-
14,223 138
(9,955) (157)
$ 4,268 $ - $ (19) $ - $ —-

end of period.......
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ELTMINATIONS

Cash and cash equivalents. . ...ttt tennenneeeenn $ -
Property and equipment, nNet...... ...ttt it tennnnneeeens -
Intangible assets, Net. ...ttt ittt e et eeee e eeaennn -
(@] w0 TSl = S it (723)
[N o= B R = Y i = S (723)
CUurrent 11abilitie S . v i it ittt ettt et ettt ettt e e S (723)
Other Long—term. ...ttt ittt et ettt ee et eaeeeeeaeens -
Long—term debt . ...ttt it ettt e et e e e et e -
(723)

ComMMON STOCK . v ittt ittt et e e et et e e e e e e e e e -
Additional paid-in capital... ...ttt ittt -
Accumulated deficit. . vttt e e e e e e e e e -
Unearned stock option compensation..............ciiiiiieeo.o.. -
Total liabilities and stockholders' equity (deficit)... (723)

TOLAl TOVENUE S e v vt ettt e v e e e e e eneeeeseseeeeenaeeesseeeneenennnes S 227
COSt Of FeVENUES . ¢ttt ittt ettt e et et ettt e eeeeeeeeeaaeeeaneens 683
Selling and marketing. ...ttt ittt ettt e e e e (976)
General and administrative........o ittt -
Lol o L O -
Depreciation and amortization...........ciiiiiiiiinnnnnnnnnsn -
Goodwill dmpailrment . ...ttt ittt ettt e e e e 2,894
TOL Al XS e S e i v e e et vttt ee e ettt eaaeeeeeeeeaeeeeeeeenaeaeens 2,601
Loss before income tax benefit..... ... ... 2,828
Income tax benefit ... ...ttt ittt ettt e et -
L= S ¥ == T $ 2,828
Operating activities, net...... ittt iieennenn -
Investing activities, net. ... ...ttt ittt iiee et -
Financing activities, net....... ittt teeeneeenenn -
(Decrease) increase in cash and cash equivalents............. -
Cash and cash equivalents at Beginning of period............. -
Cash and cash equivalents at end of period................... S -

The unaudited condensed consolidating financial information for AGW and ANS
as of September 30, 2001 and for the nine months ended June 30, 2001 is as

AIRGATE PCS,
CONSOLIDATED
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follows (dollars in thousands) :

CONDENSED CONSOLIDATING BALANCE SHEET

AS OF SEPTEMBER 30, 2001

ATRGATE PCS,

Cash and cash equivalents................... $ 14,447
Property and equipment, net................. 160,203
Investment in subsidiaries.................. 37,540
Other assel S ..ttt ittt it et ettt ie e 142,738
Total ASSeES . i ittt ittt ettt eeeee e $ 354,928
Current liabilities.....uuuiiiiineeneennnnn S 68,402
Long-term deferred revenue............ovonu.. 309
Long-term debt.......0iiiiitiiinnnneeennnn 266,326
Total liabilities......oiiiiiieeeenn. 335,037
Common SEOCK . . v ittt it ittt e e 134
Additional paid-in-capital.................. 205,795
Accumulated deficit ..ottt it (184,492)
Unearned stock option compensation.......... (1,546)
Total liabilities and stockholders'
1 6 T I o $354,928

CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS
FOR THE NINE MONTHS ENDED JUNE 30, 2001

ATIRGATE PCS,

TOLAl FEVENUES . v vt ettt ettt ettt aneeeeeenn $ 109,836
TOLAl EXPENSES e i i vt ettt teeeeee e eaneeeeenes (180, 926)
1 L= S X0 7= = $(71,090)

AGW LEASING

COMPANY, INC.

AGW LEASING
COMPANY, INC.

(10, 943)

ATRGATE
NETWORK

SERVICES LLC

S (157)
49,123

ATRGATE
NETWORK
SERVICES LLC
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CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
FOR THE NINE MONTHS ENDED JUNE 30, 2001

ATRGATE
AGW LEASING NETWORK
ATRGATE PCS, INC. COMPANY, INC. SERVICES LLC
Operating activities, net................... $(50,511) S - $ 8,781
Investing activities, net........... ... ... (47,893 - (8,529)
Financing activities, net................ ... 47,614 - -
(Decrease) increase in cash........ouiuvo..
and cash equivalents..........0iitiiie... (50, 790) - 252
Cash and cash equivalents at
beginning of period........cciiiiiiii.. 58,636 - (252)
Cash and cash equivalents at end of
1S o P $ 7,846 $ - S -
The unaudited condensed consolidating statement of operations for AGW,
Service Co, ANS and iPCS for the three months ended June 30, 2002 is as follows
(dollars in thousands) :
CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS
FOR THE THREE MONTHS ENDED JUNE 30, 2002
AGW LEASING ATRGATE
ATRGATE PCS, COMPANY, SERVICE
INC. INC. COMPANY, INC.
TOLAl FEVENUES . i v ettt ettt ettt e aeeeeeeenn $ 81,147 S - S -
Cost 0Of revenuUesS . .. v ittt ittt et et e e e (53,728) (3,837) -
Selling and marketing............ccoiiii... (15,292) (558) -
General and administrative.................. (4,364) (131) -
[ ] w0 S (9,688) - -
Depreciation and amortization............... (17,828) - -
Goodwill impairment...........euiiiiireennnn. - - -
TOLaAl EXPENSES e i i vt ettt teeeeee et eaaeeeeenen (100, 900) (4,526) -
Loss before income tax benefit.............. (19, 753) (4,526) -
Income tax benefit.......... 0. - - -
Net 1OSS .t ittt ittt ettt et ettt eeeeeennn $ (19,753) S (4,5206) S -
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IPCS
AIRGATE NON-GUARANTOR
PCS, INC
CONSOLIDATED SUBSIDIARY
TOtAl TEVENUES .« ittt it te e e eennaeeeeseeennnns $ 81,147 $ 41,491
Cost 0Of revenuUesS . .. v .ttt ittt et e et eeeeenn (57,565) (35,236)
Selling and marketing............coiiii... (15,850) (11,428)
General and administrative.................. (4,495) (1,713)
[0 oL (8,924) (6,7406)
Depreciation and amortization............... (20,009) (10, 751)
Goodwill impairment...........iiiiiieeennnn. - -
TOLAl EXPENSES e i ittt ettt teeeeee e eaaeeeeenes (106, 843) (65,874)
Loss before income tax benefit.............. (25,696) (24,383)
Income tax benefit.......... oo, - -
Net loss..... $ (25,696) $ (24,383)

The unaudited condensed consolidating statement of operations for AGW and
ANS for the three months ended June 30, 2001 is as follows (dollars in
thousands) :

CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
FOR THE THREE MONTHS ENDED JUNE 30, 2001

AGW LEASING ATRGATE NETWORK
ATRGATE PCS, INC. COMPANY, INC. SERVICES LLC
Total revenues...... $ 49,739 S - S -
Total expenses...... (66,000) (3,940) (3,542)
Net 10SS....oeeevnenn. $ (1l6,261) $ (3,940) S (3,542)

(7) MERGER WITH IPCS, INC.

On November 30, 2001, the Company completed the acquisition of iPCS. In
connection with the iPCS acquisition, AirGate issued 12.4 million shares of
AirGate common stock valued at $57.16 per share on November 30, 2001, which
totaled $706.6 million. The Company assumed an additional 1.1 million shares
related to outstanding iPCS options and warrants valued at $47.7 million using a
Black-Scholes option pricing model. The transaction was accounted for under the
purchase method of accounting. Accordingly, the Company engaged a nationally
recognized valuation expert to assist in the allocation of purchase price to the
fair value of identifiable assets and liabilities. AirGate owns 100 percent of

the capital stock of iPCS. Subsequently, certain former shareholders of iPCS
sold 4.0 million shares of AirGate common stock in an underwritten offering on
December 18, 2001. The accounts of iPCS, 1Inc. are included in the Company's

results of operations subsequent to November 30, 2001.

ELIMINATIONS

$ 171

ELIMINATIONS
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The Company considers AirGate PCS, Inc. the acquiring entity for the
following reasons. AirGate PCS, Inc. was the issuer of the equity shares in the
merger, AirGate PCS, Inc. stockholders, subsequent to the merger, held 53
percent of the combined entity, senior management of the combined entity
subsequent to the merger is comprised of former senior management of AirGate
PCS, Inc., AirGate PCS, Inc. stockholders, subsequent to the merger, have the
majority voting rights to elect the governing body of the combined company, and
AirGate PCS, Inc. was the larger of the two entities prior to the merger.

The acquisition of 1iPCS represented a strategic opportunity to
significantly expand the size and scope of the Company's operations. The
acquisition 1increases the total resident population in the Company's territory
from 7.1 million to approximately 14.6 million, 1in markets adjacent to Chicago,
Illinois, Detroit, Michigan, Des Moines, Iowa, Indianapolis, Indiana and St.
Louis, Missouri. The Company believes the acquisition of iPCS and its proximity
to these markets increases AirGate's strategic importance to Sprint. The Company
believes the iPCS territory has attractive market characteristics, and that it
will be able to leverage the best operating practices of both companies to more
effectively penetrate these markets.

The acquisition activity is summarized as follows:

The fair values of identifiable assets and liabilities as of November 30,
2001 (dollars in thousands) .

1S o X == G =Y o $ 706,645
Value of options and warrants converted.........oii it iiienneeneennn 47,727
Costs associated with acquisition.........iii ittt iineeeeeeennnnns 7,730
Liabilities asSSUMEA. ¢ v ittt ittt ettt ettt ae taeeeeeeeeeeeeeneeneean 394,165
Total PUrChasSe PricCe. . i ittt ittt ittt et ettt et aeeeeeeeeeaaeans $1,156,267

As a result of the acquisition of iPCS, the Company recorded goodwill of
$462,835 and intangible assets of $379,589, which will be amortized over the
following periods (dollars in thousands) :

VALUE AMORTIZATION
ASSIGNED PERIOD
Acquired CUSLOMETY DasSe. .. ii it ittt ittt e teeeeeeeeanns $52,400 30 months
Non-competition agreements. ... ..ottt iie et eeneneennn 3,900 6 months
Right to provide service under the Sprint Agreements.... 323,289 205 months
$379,589

The unaudited pro forma condensed consolidated statements of operations for
the three and nine months ended June 30, 2001 and the nine months ended June 30,
2002, set forth below, present the results of operations as if the acquisition
had occurred at the beginning of each period and are not necessarily indicative
of future results or actual results that would have been achieved had the
acquisition occurred as of the beginning of each period (dollars in thousands) .

THREE MONTHS

ENDED
JUNE 30, 2001
TOLAL T VMU S v v v et ettt et e ettt teee e s eeeeeeeeeeeeeeeeeenns $ 75,308
= S X 7= = S (54,147)
Basic and diluted net loss per share..........iiiiiiieeeennnn. S (2.12)
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NINE MONTHS

ENDED
JUNE 30, 2001
TOLAL T VMU S v v vttt ettt et e ettt eee e neeeeeeeeeeeeeeeeenns $ 161,462
= X = $ (180,616)
Basic and diluted net loss per share..........iiiiiiieeeennnn. S (7.12)

NINE MONTHS

ENDED
JUNE 30, 2002
I it oo 2 Y o L == $ 346,210
B = S X 7= S (430,377)
Basic and diluted net loss per share..........iiiiieeeennnns. S (16.70)

(8) GOODWILL AND INTANGIBLE ASSETS

During the three months ended March 31, 2002, the wireless
telecommunications industry experienced significant declines in market
capitalization. These significant declines in market capitalization were the
result of concerns surrounding anticipated weakness in future customer growth,
anticipated future lower average revenue per customer and liquidity concerns. In
addition, recent wireless industry acquisitions subsequent to the acquisition of
iPCS were valued lower on a price per population and price per customer Dbasis.
As a result of these recent transactions and industry trends, the Company
believed it was more likely than not that the wvalue of iPCS, 1Inc. and the
carrying value of the associated goodwill had been reduced. Accordingly, the
Company engaged a nationally recognized valuation expert to perform a fair value
assessment of the recently acquired 1PCS reporting unit of the Company. The
valuation expert used a combination of the market value approach and the
discounted cash flow approach for determining the fair value of iPCS. The market
value approach used a sample of recent wireless service provider transactions on
a price per head of population and price per customer basis. The discounted cash
flow method used the projected discounted cash flows and residual value to be
generated by the assets of iPCS. From this valuation, it was determined the fair
value of iPCS was less than its recorded <carrying value at March 31, 2002. The
valuation expert performed a purchase price allocation Dbased on this implied
fair value at March 31, 2002. Based on the implied purchase price allocation of
the fair value at March 31, 2002, the Company recorded a goodwill impairment of
$261.2 million. The testing performed at March 31, 2002 is the Company's first
annual test for goodwill impairment under SFAS No. 142.

The changes in the carrying amount of goodwill between September 30, 2001
and June 30, 2002 are as follows (dollars in thousands) :
Balance as of September 30, 2001 S -

Goodwill acquired on November 30, 2001 (preliminary purchase

Price alloCation) @ v ittt ittt et et e e e e e e e et 387,392
Adjustment to preliminary purchase price allocation................. 117,925
Deferred income tax impact on goodwill from preliminary

purchase price alloCation. it ittt ittt ettt ettt eaaeeeeeenn (42,482)
Goodwill impairment (261,212)
Balance as of June 30, 2002 $ 201,623
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The adjustment to the preliminary purchase price allocation represents the
final purchase price allocation between goodwill and the right to provide
service under the Sprint agreements. This final allocation was made at March 31,
2002. Additionally, adjustments to the fair market value of certain property and
equipment of iPCS, Inc. of $6.4 million were made. These adjustments relate to
business plans prior to the acquisition of iPCS associated with the Company's
network build-out and selling and marketing organizational structure.

The carrying amount, accumulated amortization and estimated future
amortization expense of acquired definite life intangibles at June 30, 2002, are
as follows (dollars in thousands) :

GROSS
CARRYING ACCU
AMOUNT AMORT
Amortized intangible assets:

Non-competition agreements, iPCS acquisition........eeeieeeeennneneneeennnn $ 3,900 S (

Non-competition agreements - store acquisitions..........c..oiiiiiiinnenn.. 159
Acquired customer base — 1iPCS acqguisition.........ii it iiminneeeeennnnenns 52,400 (1
Right to provide service under the Sprint agreements 323,289 (1
B 0 = O T Ve T 1 B =l A o U —-
1 X o= $379,748 S (2

The weighted average lives of amortized intangible assets is approximately
178.7 months or 14.9 years.

Estimated amortization expense for the fiscal years ended
September 30,

2002 . i e e e e e e e e e ettt e e e e $ 39,253
2200 $ 39,754
2004 . e e e e e e e ettt e e e e e $ 32,767
2200 $ 18,794
2006 ettt e e e e e e e e e ettt e e $ 18,794
(9) COMMITMENTS AND CONTINGENCIES
On July 3, 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. 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 from Sprint PCS
prior to the current quarter, 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",
we have taken a charge to current period revenue. However, we will continue to
assess the ability of Sprint, Sprint PCS or other carriers to recover these
charges and the Company is continuing to review the availability of defenses it
may have against Sprint PCS' claim 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
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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 customers would increase as a result of an increase in the
amount of sub-prime credit quality customers 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. 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.

ITEM 2. —-- MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

FORWARD-LOOKING STATEMENTS

Statements contained herein regarding expected financial results and other
planned events, including but not limited to, anticipated 1liquidity, churn
rates, ARPU, CPGA and CCPU (all as defined in the Results of Operations),
decreases 1in roaming rates, EBITDA (as defined 1in the Critical Accounting
Policies), capital expenditures and other statements that include words such as
"anticipate," "believe, " "estimate," "expect," "intend," "plan," "seek",
"project" and similar expressions are forward-looking statements that involve
risk and uncertainties. Actual future events or results may differ materially
from these statements. Readers are referred to the documents filed by AirGate
and iPCS with the Securities and Exchange Commission, specifically the most
recent filings which identify important risk factors that could cause actual
results to differ from those contained in the forward-looking statements,
including:

o the ability to successfully integrate the businesses of AirGate and iPCS;

o the competitiveness and impact of Sprint PCS pricing plans, products and
services;

o customer credit quality;

o the ability of Sprint to provide back office, billing, customer care and
other services and the costs of such services;

o rates of penetration in the wireless industry;

o our significant level of indebtedness;

o adequacy of bad debt and other reserves;

o the potential to experience a continued high rate of customer turnover;

o the potential need for additional sources of liquidity;

o anticipated future losses;

o customer purchasing patterns;

o potential fluctuations in quarterly results;

o an adequate supply of subscriber equipment;

o risks related to future growth and expansion; and

o the volatility of the market price of our common stock.

These and other applicable risks are summarized under the captions "Future
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Trends That May Affect Operating Results and Liquidity" included in this Item 2
— Management's Discussion and Analysis of Financial Condition and Results of

Operations" of this Form 10-Q and "Investment Considerations” included under
Item 5 - Other Information of this Form 10-Q and elsewhere in this report.
OVERVIEW

On July 22, 1998, +the Company entered into a management and related
agreements with Sprint whereby it became an affiliate of Sprint with the
exclusive right to provide 100% digital PCS products and services under the
Sprint and Sprint PCS brand names in the Company's original Sprint PCS territory
in the southeastern United States. In January 2000, the Company began commercial
operations with the launch of four markets covering 2.2 million residents in the
Company's southeastern territory. By September 30, 2000, the Company had
launched commercial PCS service in all of the 21 basic trading areas, referred
to as markets, which comprise the Company's original southeastern territory. On
November 30, 2001, AirGate acquired iPCS, Inc., a PCS affiliate 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 7.1 million to approximately 14.6 million. Additionally, 1iPCS
served 149,119 subscribers as of November 30, 2001. At June 30, 2002, the
Company provided Sprint PCS services to 532,446 subscribers.

iPCS is a wholly-owned unrestricted subsidiary of AirGate. As required by
the terms of AirGate's and iPCS' respective outstanding indebtedness, each of
AirGate and iPCS conducts its business as a separate entity from the other.

Under the Company's long-term agreements with Sprint, the Company manages
the network on Sprint's licensed spectrum and has the right to use the Sprint
and Sprint PCS brand names royalty-free during the Company's PCS affiliation
with Sprint. The Company also has access to Sprint's national marketing support
and distribution programs and is generally entitled to buy network and equipment
and subscriber handsets at the same discounted rates offered by vendors to

Sprint Dbased on its large volume purchases. In exchange for these and other
benefits, the Company pays an affiliation fee of 8% of collected revenues to
Sprint. The Company is entitled to 100% of revenues collected from the sale of

handsets and accessories and on roaming revenues received when Sprint and other
Sprint PCS affiliate customers from a different territory make a wireless call
on the Company's PCS network.

At June 30, 2002, the Company's Sprint PCS network covered 11.6 million of
the 14.6 million residents in the Company's Sprint PCS territory Dbased on
current estimates compiled by Equifax, Inc.

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. Some of the most critical accounting
policies that might materially impact the Company's results include:

Allowance for Doubtful Accounts

Estimates are used in determining the allowance for doubtful accounts and

are based both on historical collection experience, current trends, credit
policy and on a percentage of accounts receivable by aging category. 1In
determining these percentages, the Company looks at historical write-offs in

relation to the period in which the subscriber was originally Dbilled. The
Company also looks at the average length of time that elapses between the
original Dbilling date and the date of write-off in determining the adequacy of
the allowance for doubtful accounts by aging category. From this information,
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the Company provides specific allowances to the aging categories. The Company
provides an allowance for substantially all receivables over 90 days old based
on knowledge of Sprint collection policies and procedures. Bad debt expense as a
percentage of service revenues for the three and nine months ended June 30, 2002

was 8.5% and 9.6%, respectively. Bad debt expense as a percentage of service
revenues for the three and nine months ended June 30, 2001, was 7.0% and 7.5%,
respectively. The allowance for doubtful accounts as of June 30, 2002 and

September 30, 2001 was $13.3 million and $2.8 million, respectively. If the
allowance for doubtful accounts is not adequate, it would have a negative effect
on operating income, EBITDA and available cash.

The Company also reviews current trends in the credit quality of its
customer base and changes in its credit policies. For the nine months ended June
30, 2002, 53% of the Company's customer additions consisted of sub-prime credit
quality customers. Under the Sprint service plans, customers who do not meet
certain credit criteria can nevertheless select any plan offered subject to an
account-spending limit, referred to as ASL, to control credit exposure. Account
spending limits range from $125 to $200 depending on the credit quality of the
customer. Prior to May 2001, all of these customers were required to make a
deposit of $125 that could be credited against future billings. In May 2001, the
deposit requirement was eliminated on all credit classes ("NDASL"). On November
15, 2001, the NDASL program was replaced by the "Clear Pay program" which
require a $125 deposit requirement for the lowest credit class and featured
increased Dback-office controls with respect to credit collection efforts. On
February 24, 2002, the Clear Pay program was superceded 1in the Company's
territories by the "Clear Pay II program", which re-instituted the deposit
requirement across all new sub-prime credit quality customers and not just the
lowest «credit class. The Company has removed the deposit requirement in its
midwestern markets from all but the lowest sub-prime credit quality customers.
The removal of the deposit requirement for the midwestern region could increase
the number of sub-prime credit quality customers, and such increases could, in
turn, increase bad debts and uncollectible accounts. The Clear Pay II deposit
program remains in effect for the Company's southeastern markets.

Reserve for First Payment Default Customers
The Company reserves a portion of its new customers and related revenues

from those customers that it anticipates will never pay a bill. Using historical
information of the percentage of customers whose service was cancelled for

non-payment without ever making a payment, the Company estimates the number of
customers activated in the current period that will never pay a bill. For these
customers, the Company does not recognize revenue and does not consider them as

customer additions. As a result these customers are not included in the churn
statistics or subscriber count. At June 30, 2002 and September 30, 2001, the
Company had in reserve approximately 6,102 and 7,803 customers, respectively.

Reserve for Obsolete Excess Inventory

The Company currently records a reserve for obsolete or excess handset
inventory for models that remain 1in inventory after 60 days of Dbeing
discontinued by Sprint PCS. With the migration to 1XRTT network, the Company
will need to continue to monitor the depletion of its current inventory levels.
If the Company does not deplete the inventory that is not capable of providing

1XRTT services prior to the complete rollout of 1XRTT, it may have to record a
reserve for any remaining obsolete 1inventory due to lower realizable retail
prices on those handsets. If the estimate of obsolete or excess inventory is

understated, inventory, operating income and EBITDA would be reduced.
Revenue Recognition

The Company recognizes revenues when persuasive evidence of an arrangement
exists, services have been rendered, the price to the buyer is fixed or
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determinable, and collectibility is 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," as

amended by SAB No. 101A and 101B. The Company records equipment revenue for the
sale of handsets and accessories to customers in its retail stores and to local
distributors in its territories. The Company does not record equipment revenue
on handsets and accessories purchased by its customers from national third party
retailers such as Radio Shack, Best Buy and Circuit City, or directly from
Sprint. The Company believes the equipment revenue and related cost of equipment
associated with the sale of wireless handsets and accessories 1s a separate
earnings process from the sale of wireless services to customers. The Company's
customers pay an activation fee when they initiate service. The Company defers
activation fee revenue over the average 1life of its customers, which 1is
estimated to be 30 months. The Company recognizes service revenue from its
customers as they use the service. The Company provides a reduction of recorded
revenue for billing adjustments and billing corrections. The Company provides a
reduction of recorded revenue for rebates and discounts given to customers on
wireless handset sales in accordance with the Emerging Issues Task Force
("EITF") 01-9 "Accounting for Consideration Given by a Vendor to a Customer
(Including a Reseller of the Vendor's Products)". The Company participates in
the Sprint national and regional distribution program in which national
retailers such as Radio Shack sell Sprint products and services. In order to
facilitate the sale of Sprint products and services, national retailers purchase
wireless handsets from Sprint for resale and receive compensation from Sprint

for 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 management agreement with Sprint, when a national

retailer sells a handset purchased from Sprint to a subscriber in the Company's
territory, the Company is obligated to reimburse Sprint for the handset subsidy
that Sprint originally incurred. The national retailers sell Sprint wireless
services under the Sprint Dbrands and marks. The Company does not receive any
revenues from the sale of wireless handsets by national retailers. The Company
classifies these Sprint wireless handset subsidy charges as a selling and
marketing expense for a wireless handset sale to a new customer and classifies
these subsidies as a cost of service for a wireless handset upgrade to an
existing customer.

Goodwill and Intangible Assets

Purchase price accounting requires extensive use of accounting estimates
and Jjudgments to allocate the purchase price to the fair market value of the
assets and liabilities purchased. In the recording of the purchase of iPCS, the
Company engaged a nationally recognized valuation expert to assist in
determining the fair value of these assets and 1liabilities. 1Included in the
asset valuation for this purchase was the valuation of three intangible assets:
the 1PCS customer base, non-compete agreements for certain former iPCS
employees, and the right to be the exclusive provider of Sprint services in the
37 markets in which iPCS operates. For the customer Dbase, the non-compete
agreement, and the right to provide service under the Sprint Agreements, finite
useful lives of thirty months, six months and 205 months, respectively, have
been assigned to these intangible assets and they will each be amortized over
these respective useful lives. The Company evaluates acquired businesses for
potential impairment indicators whenever events or changes in circumstances
indicate that the carrying value may not be recoverable. Factors that management
considers important which could trigger an impairment review include the
following:

o Significant decrease in the market value of an asset;

o Significant changes in the manner of use of the acquired assets or the
strategy for the overall business;

o Significant adverse change in legal factors or negative industry or

economic trends;
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o Significant wunderperformance relative to current period and/or projected
future operating profits or cash flows associated with an asset; or
o Significant decline in the Company's stock price for a sustained period.

The wireless telecommunications industry experienced significant declines
in market capitalization over the past year. These significant declines in
market capitalization were the result of concerns surrounding anticipated
weakness in future customer growth, anticipated future lower average revenue per
customer and liquidity concerns. As a result of this industry trend, the Company
experienced significant declines in its market capitalization subsequent to its
acquisition of 1iPCS. In addition, recent wireless industry acquisitions
subsequent to the acquisition of iPCS were valued substantially lower on a price
per population and price per customer basis. As a result of these recent
transactions and industry trends, the Company believed it was more likely than
not that the wvalue of iPCS, 1Inc. and the carrying wvalue of the associated
goodwill had been reduced. Accordingly, the Company engaged a nationally
recognized valuation expert to perform a fair value assessment of the recently
acquired iPCS reporting wunit of the Company. The Company recorded a goodwill
impairment of approximately $261.2 million at March 31, 2002.

The Company continually monitors the fair wvalue of its goodwill and
intangible assets. The Company is currently revising its long-range business
plan for both AirGate PCS and 1iPCS. The Company expects to complete its
long-range business plans before the end of the Company's fiscal year-end. Upon
completion of the long-range business plan, the Company will assess the
enterprise value of iPCS and the carrying value of its goodwill. The results of
the long-range business plan could cause the Company to conclude that impairment
indicators exist and that goodwill or intangibles associated with iPCS may be
impaired. Any resulting impairment loss could have a material adverse impact on
the Company's financial condition and results of operations.

Income Taxes

As part of the process of preparing the Company's consolidated financial
statements the Company 1is required to estimate its taxes 1in each of the
jurisdictions of operation. This process involves management estimating the
actual current tax expense together with assessing temporary differences
resulting from differing treatment of items for tax and accounting purposes.
These differences result in deferred tax assets and liabilities, which are
included within the consolidated Dbalance sheets. The Company must then assess
the 1likelihood that the deferred tax assets will be recovered from future
taxable income and to the extent recovery 1is not 1likely, the Company must
establish a valuation allowance. Future taxable income depends on the ability to
generate income in excess of allowable deductions. To the extent the Company
establishes a valuation allowance or increases this allowance in a period, an
expense 1is recorded within the tax provision in the consolidated statement of
operations. Significant management Jjudgment is required in determining the
Company's provision for income taxes, 1its deferred tax assets and liabilities
and any valuation allowance recorded against net deferred tax assets. In the
event that actual results differ from these estimates or the Company adjusts
these estimates in future periods, the Company may need to establish an
additional wvaluation allowance that could materially impact the Company's
financial condition and results of operations.

Reliance on the Timeliness and Accuracy of Data Received from Sprint

The Company places significant reliance on the timeliness and accuracy of
revenue and cost data related to its customer base that it receives on a monthly
basis from Sprint. The Company makes significant revenue, allowance for doubtful
accounts, cost of service and sales and marketing cost estimates Dbased on data
it receives from Sprint. The Company obtains assurance to the accuracy of this
data through reliance on the "Statement of Attestation Services" (SAS) 70 report
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on Sprint's 1internal control processes. Errors that are not reconciled on a
timely Dbasis by Sprint could have a material adverse effect on the results of
operations and cash flows of the Company.

EBITDA

The Company defines EBITDA as earnings before interest, taxes, non-cash
stock compensation expense, depreciation, amortization of intangibles and
goodwill impairment losses. EBITDA as defined Dby the Company may not be

comparable to similarly titled measures by other companies.

NEW ACCOUNTING PRONOUNCEMENTS

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 EITF 94-3 "Liability Recognition for Certain Employee Termination
Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred
in a Restructuring)." EITF 94-3 required recognition of costs at the date of

commitment to an exit or disposal plan. SFAS No. 146 1is to be applied
prospectively to exit or disposal activities initiated after December 31, 2002.

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 Accounting Principles Board ("APB") 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 is not expected to have a material impact on the
Company's results of operations, financial position or cash flows.

In November 2001, the EITF of the FASB issued EITF 01-9 "Accounting for
Consideration Given by a Vendor to a Customer (Including a Reseller of the
Vendor's Products)". EITF 01-9 provides guidance on when a sales incentive or
other consideration given should be a reduction of revenue or an expense and the
timing of such recognition. The guidance provided in EITF 01-9 is effective for
financial statements for interim or annual periods beginning after December 15,
2001. The Company occasionally offers rebates to customers that purchase
wireless handsets in its stores. The Company's historical policy regarding the
recognition of these rebates in the statement of operations is a reduction in
the revenue recognized on the sale of the wireless handset by the amount of the
rebate given. The Company's policy is in accordance with the guidance set forth
in EITF 01-9. Therefore, the adoption of EITF 01-9 did not have a material
impact on the Company's financial statements.

In August 2001, the FASB SFAS No. 144, "Accounting for the Impairment or
Disposal of Long-Lived Assets." SFAS No. 144 provides new guidance on the
recognition of impairment losses on long-lived assets with definite lives to be
held and used or to be disposed of and also broadens the definition of what
constitutes a discontinued operation and how the results of a discontinued
operation are to be measured and presented. SFAS 144 is effective for fiscal
years beginning after December 15, 2001. Early adoption of this statement is
permitted. The Company elected early adoption as of the beginning of its fiscal
year on October 1, 2001. The adoption by the Company did not materially change
the methods wused by the Company to measure impairment losses on long-lived
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assets.

In June, 2001, the FASB issued SFAS No. 141, "Business Combinations", which
is effective for all business combinations initiated after June 30, 2001. SFAS
No. 141 requires companies to account for all business combinations using the
purchase method of accounting, recognize intangible assets if certain criteria
are met, as well as provide additional disclosures regarding Dbusiness
combinations and allocation of purchase price. The Company has adopted SFAS No.
141 as of July 1, 2001, and the impact of such adoption did not have a material
adverse impact on the Company's financial statements.

In June, 2001, the FASB issued SFAS No. 142, "Goodwill and Other Intangible
Assets", which provides for non-amortization of goodwill and intangible assets
that have indefinite wuseful lives, annual tests of impairments of those assets
and interim tests of impairment when an event occurs that more likely than not
has reduced the fair value of such assets. The statement also provides specific
guidance about how to determine and measure goodwill impairments, and requires
additional disclosure of information about goodwill and other intangible assets.
The provisions of this statement are required to be applied starting with fiscal
years Dbeginning after December 15, 2001, and applied to all goodwill and other
intangible assets recognized in its financial statements at that date. Goodwill
and intangible assets acquired after June 30, 2001 will be subject to the
non—-amortization provisions of the statement. Early application is permitted for
entities with fiscal years beginning after March 15, 2001, provided that the
first interim financial statements had not been issued previously. The Company
met the criteria for early application and therefore adopted SFAS No. 142 as of
the Dbeginning of its fiscal vyear on October 1, 2001. Upon application, the

provisions of SFAS ©No. 142 did not have a material adverse effect on the
Company's financial statements as of December 31, 2001 and for the three months
ended December 31, 2001. The Company acquired iPCS, (see note 7) in item 1, on

November 30, 2001 and performed a preliminary allocation of the purchase price
under the provisions of SFAS No. 141. As a result of this allocation, the
Company recorded goodwill, which is the only indefinite 1life intangible the
Company has recorded in its financial statements. The Company experienced a
significant decline in its market <capitalization as did many other companies in
the wireless industry. Additionally, the Company observed that wireless industry
acquisitions subsequent to the acquisition of iPCS were valued lower on a price
per population and price per customer basis. The Company considered these recent
acquisition values and industry trends as an event that more likely than not had
reduced the fair value of iPCS and the related carrying value of goodwill under
the provisions of SFAS No. 142. Accordingly the Company performed an interim
test for goodwill impairment as of March 31, 2002. The Company recorded
approximately $261.2 million of goodwill impairment for the three months ended
March 31, 2002, as a result of this interim test. The goodwill associated with
the acquisition of iPCS was recorded after the adoption of SFAS No. 142 and,
therefore, was not considered transitional goodwill. Transitional goodwill is
considered goodwill recorded on the Company's financial statements prior to
adoption of SFAS No. 142. Transitional goodwill is required to be tested for
impairment within six months of adoption of SFAS No. 142, with any resulting
impairment recorded as a cumulative effect of a change in accounting principle.
See (note 8) for a further discussion of the goodwill impairment.

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 is not expected to have a material
impact on the results of operations, financial position or cash flows.

RESULTS OF OPERATIONS
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FOR THE THREE MONTHS ENDED JUNE 30, 2002, COMPARED TO THE THREE MONTHS
ENDED JUNE 30, 2001:

Terms such as customer 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. None of these terms are measures of
financial performance under accounting principles generally accepted in the
United States. These terms, as used by the Company, may not be comparable to
similar terms used by other companies. The following discussion of the results
of operations includes the results of operations of iPCS subsequent to November
30, 2001.

Customer Net Additions

As of June 30, 2002, the Company provided personal communication services
to 532,446 customers compared to 235,025 customers as of September 30, 2001, an
increase of 297,421 customers for the nine months ended June 30, 2002. The
Company does not include in its customer Dbase an estimate of first payment
default customers. The increased net customers includes 149,119 customers
acquired from iPCS on November 30, 2001. For the three months ended, the Company
had 26,079 net customer additions. The increase in net customers 1is due to
customers attracted from other wireless carriers and demand for wireless
services from new customers.

Average Revenue Per User

An important operating metric in the wireless 1industry is Average Revenue
Per User (ARPU). 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 customers. For the three months ended June 30, 2002,
ARPU was $56.23. For the three months ended June 30, 2001, ARPU was $63. The
decrease in ARPU is the result of the Company not recording terminating access
revenues billed by Sprint PCS to long distance carriers for the quarter ended
June 30, 2002, and an out-of-period revenue adjustment for terminating access
revenues paid by Sprint PCS on behalf of long distance carriers. The effect of
not recording terminating access revenues paid by Sprint PCS on behalf of long
distance carriers was approximately $1.42 of ARPU. The effect of the
out-of-period revenue adjustment for historical terminating access revenues paid
by Sprint PCS on behalf of long distance carriers was approximately $3.45 of
ARPU. As mentioned in note 9 in Item 1, the Company recorded an out-of-period
revenue adjustment to accrue for terminating access charges previously paid by
Sprint on behalf of long distance carriers and for which Sprint PCS has made a
claim. This out-of-period revenue adjustment is for the period from January 2000
to March 2002. Excluding the effect of the out-of-period revenue adjustment,
ARPU would have been $60 for the three months ended June 30, 2002. Excluding the
out-of-period revenue adjustment, the decrease in ARPU primarily is the result
of the acquisition of iPCS. Excluding the out-of-period revenue adjustment, 1iPCS
has an ARPU of $56, compared to an ARPU of $62 for AirGate.

Churn

Churn is the monthly rate of customer turnover expressed as the percentage
of the total customer base that both voluntarily and involuntarily discontinued
service during the month. Churn is computed by dividing the number of customers
that discontinued service during the month, net of 30 day returns and an
adjustment for estimated first payment default customers, Dby the average
customer base for the period. Churn for the three months ended June 30, 2002 was
3.2%, compared to 2.8% for the three months ended June 30, 2001. The increase in
churn is primarily a result of an increase 1in the number of sub-prime credit
quality customers whose service was 1involuntarily discontinued during the
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period.
Cost Per Gross Addition

Cost Per Gross Addition (CPGA) summarizes the average cost to acquire new
customers 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 customers acquired during the period, reduced for the reserve for first
payment default customers. CPGA was $437 for the three months ended June 30,
2002, compared to $377 for the three months ended June 30, 2001. The increase in
CPGA is the result of increased handset subsidies caused by greater handset
sales incentives and rebates and increased advertising costs, particularly in
the Company's midwestern region.

Cash Cost Per User

Cash Cost Per User (CCPU) is a measure of the cash costs to operate the
business on a per user basis consisting of customer support, network operations,
service delivery, roaming expense, bad debt expense, wireless handset upgrade
subsidies and other general and administrative costs, divided by average
subscribers. CCPU was $57 for the three months ended June 30, 2002, compared to
$73 for the three months ended June 30, 2001. The decrease in CCPU is the result
of the fixed network and administrative support costs of CCPU being spread over
a greater number of average customers.

Revenues

Service revenue and equipment revenue were $87.2 million and $3.6 million,
respectively, for the three months ended June 30, 2002, compared to $30.2
million and $2.4 million, respectively, for the three months ended June 30,
2001, an increase of $57.0 million and $1.2 million, respectively. These
increased revenues reflect the substantially higher average number of customers
using the Company's network, including customers acquired in the iPCS
acquisition. Service revenue consists of 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 revenue
is derived from the sale of handsets and accessories from Company owned stores,
net of sales 1incentives, rebates and an allowance for returns. The Company's
handset return policy allows customers 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 customers at 1little
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. For the three months ended June 30, 2002, the
Company did not record revenues from terminating long-distance access charges.
Additionally, the Company recorded an out-of-period revenue adjustment for
terminating access revenue previously paid to the Company by Sprint PCS on
behalf of long distance carriers. Sprint PCS has made a claim to these
historical revenues that were remitted to the Company for the period from
January 2000 to March 2002. See note 9 in Item 1 of this report for a further
discussion. Terminating access revenue not recorded by the Company for the three
months ended June 30, 2002 was approximately $2.2 million. Terminating access
revenue for which the Company provided an out-of-period revenue adjustment was
approximately $5.4 million.

The Company recorded roaming revenue of $32.0 million during the three
months ended June 30, 2002 (see roaming expense in Cost of Service and Roaming
below), compared to $17.1 million for the three months ended June 30, 2001, an
increase of $14.9 million. The increase is attributable to the larger wireless
customer base for Sprint and other Sprint PCS affiliates, the additional covered
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territory acquired with iPCS and roaming from other third party carriers,
partially offset by a lower average roaming rate. The Company receives roaming
revenue at a per-minute rate from Sprint or other Sprint PCS affiliates when
Sprint PCS subscribers outside of the Company's territory wuse the Company's
network. For the three months ended June 30, 2002, such roaming revenue was
$29.6 million, or 93% of the roaming revenue recorded in the period. 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.

On April 27, 2001, the Company and Sprint announced an agreement in
principle to reduce the reciprocal roaming rate exchanged between Sprint and
AirGate for PCS customers who roam into the other party's, or another network
partner's, territory. The rate was reduced from $0.20 per minute of use to $0.15
per minute of use beginning June 1, 2001, and to $0.12 per minute of use
beginning October 1, 2001. iPCS and Sprint had an agreement which fixed the
reciprocal roaming rate exchanged between Sprint and iPCS for customers who roam
into the other party's, or another network partner's, territory at $0.20 per
minute of use through December 31, 2001. Under the agreement in principle, the
roaming rate for both AirGate and iPCS with respect to calendar vyear 2002 is
$0.10 per minute. For calendar vyear 2003 and beyond, the details of the
agreement in principle reached by Sprint and its affiliates have not yet been
finalized. The Company Dbelieves the reciprocal roaming rate could decrease to
between $0.06 and $0.065 per minute in 2003, and further thereafter. The
expected reduction in revenues from any rate decrease will be partially offset
by lower cost of roaming expense.

Cost of Service and Roaming

The cost of service and roaming was $82.4 million for the three months
ended June 30, 2002, compared to $33.0 million for the three months ended June
30, 2001, an increase of $49.4 million. Cost of service and roaming principally
consists of costs to support the Company's customer base including: (1) 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), (ii) back
office services provided by Sprint such as customer care, billing and
activation, (iii) the 8% of collected service revenue representing the Sprint
affiliation fee, (iv) bad debt related to uncollectible accounts receivable, (v)
wireless handset subsidies on existing customer upgrades through national third
party retailers and (vi) long distance expense relating to inbound roaming
revenue and the Company's own customer's long distance usage and roaming expense
when customers from the Company's territory place calls on Sprint's network.

Roaming expense included in the cost of service and roaming was $21.8
million for the three months ended June 30, 2002, compared to $11.0 million for
the three months ended June 30, 2001, an increase of $10.8 million as a result
of the substantial increase in the Company's customer base, the acquired iPCS
customer base and an increase in the average roaming minutes per month for each
customer, partially offset by a lower average rate per minute. As discussed
above, the per-minute rate the Company pays Sprint when customers from the
Company's territory roam onto the Sprint network decreased Dbeginning June 1,
2001 for AirGate and January 1, 2002, for iPCS. The increased roaming minutes
resulting from increasing subscriber levels will be partially offset by the
lower per minute rate paid to Sprint.

The Company was supporting 532,446 customers at June 30, 2002, compared to
179,403 customers at June 30, 2001. At June 30, 2002, the Company's network,
including the territory of iPCS, consisted of 1,405 active cell sites and seven
switches compared to 672 active cell sites and four switches at June 30, 2001.
There were approximately 140 employees performing network operations functions
at June 30, 2002, compared to 72 employees at June 30, 2001. The 8% Sprint
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affiliation fee totaled $6.6 million in the three months ended June 30, 2002,
compared to $2.2 million for the three months ended June 30, 2001, a $4.4
million increase related to the growth in service revenues.

Cost of Equipment

Cost of equipment was $9.7 million for the three months ended June 30,
2002, and $4.7 million for the three months ended June 30, 2001, an increase of
$5.0 million. This increase is attributable to the increase in the number of
customers added during the period, including customers added in the iPCS
territory, as cost of equipment 1includes the cost of handsets and accessories
sold to customers from the Company's stores. The cost of handsets exceeds the
amount received from customers Dbecause the Company subsidizes the price of
handsets in its retail stores to remain competitive in the marketplace.

Selling and Marketing

The Company incurred selling and marketing expenses of $28.1 million during
the three months ended June 30, 2002, compared to $16.4 million in the three
months ended June 30, 2001, an increase of $11.7 million. These amounts include
retail store costs such as salaries and rent 1in addition to promotion,

advertising and commission costs, and handset subsidies on units sold by
national third party retailers for which the Company does not record revenue.
Under the management agreement with Sprint, when a national retailer sells a

handset purchased from Sprint to a subscriber in the Company's territory, the
Company is obligated to reimburse Sprint for the handset subsidy that Sprint
originally incurred. The national retailers sell Sprint wireless services under
the Sprint and Sprint PCS brands and marks. Handset subsidies on units sold by
third parties totaled $3.0 million for the three months ended June 30, 2002,
compared to $2.6 million for the three months ended June 30, 2001, an increase
of $0.4 million that is attributable to the acquisition of iPCS and increased
customer additions. At June 30, 2002, there were approximately 644 employees
performing sales and marketing functions, compared to 346 employees as of June
30, 2001. The majority of the increase in employees is due to the acquisition of
iPCS. A net 26,079 customers were added in the three months ended June 30, 2002
(net of expected first payment default customers), compared to 35,854 net
customers added in the three months ended June 30, 2001. Of the 26,079 net new
customer additions, 14,675 were added by iPCS.

General and Administrative

For the three months ended June 30, 2002, the Company incurred general and
administrative expenses of $6.2 million, compared to $3.9 million for the three
months ended June 30, 2001, an increase of $2.3 million. This increase is
attributable to increased compensation, benefit and outside professional fees
resulting from the growth in the number of employees and service providers
providing general and administrative services. Increased compensation, benefits
and outside professional fees are the result of the acquisition of iPCS, whose
results of operations are not included for periods prior to November 30, 2001.
Of the 887 employees at June 30, 2002, approximately 103 employees were
performing corporate support functions compared to 61 employees as of June 30,
2001.

Non-Cash Stock Compensation

Non-cash stock compensation expense was $0.2 million for the three months
ended June 30, 2002, and $0.3 for the three months ended June 30, 2001. The
Company applies the provisions of APB Opinion No. 25 and related interpretations
in accounting for its stock option plans. Unearned stock compensation 1is
recorded for the difference between the exercise price and the fair market value
of the Company's common stock at the date of grant and is recognized as non-cash
stock compensation expense in the period in which the related services are
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rendered.
Depreciation

For the three months ended June 30, 2002, depreciation increased to $19.5
million, compared to $7.7 million for the three months ended June 30, 2001, an

increase of $11.8 million. The increase in depreciation expense relates
primarily to additional network assets placed in service in 2001 and 2002 and
approximately $9.4 million of depreciation from the acquired iPCS property and
equipment. Depreciation will continue to increase as additional portions of the
Company's network and the upgrade of the network to 1XRTT are placed into
service. During the fiscal fourth quarter of 2002, the Company expects to place
into service 1XRTT network hardware costs in association with the commercial
launch of 1XRTT. These capitalized costs amount to approximately $15.5 million
of assets that reside in construction-in-progress. The Company incurred capital
expenditures of $21.2 million in the three months ended June 30, 2002, which
included approximately $1.9 million of capitalized interest, compared to capital
expenditures of $17.9 million and capitalized interest of $0.8 million in the
three months ended June 30, 2001.

Amortization of Intangible Assets

Amortization of intangible assets relates to the amounts recorded from the
iPCS acquisition for the acquired customer base, non-competition agreements, and
the right to provide service under the Sprint Agreements. Amortization for the
three months ended June 30, 2002, was approximately $11.3 million.

Interest Income

For the three months ended June 30, 2002, interest income was $0.3 million,
the same as for the three months ended June 30, 2001. The Company had higher
average cash and cash equivalent Dbalances for the three months ended June 30,
2002, however interest 1income remained approximately equal as a result of
declining interest rates.

Interest Expense

For the three months ended June 30, 2002, 1interest expense was $15.8
million, compared to $7.8 million for the three months ended June 30, 2001, an
increase of $8.0 million. The increase 1s primarily attributable to increased
debt related to the 2000 iPCS senior subordinated discount notes, accreted

interest on the 1999 AirGate senior subordinated discount notes and increased
borrowings under the AirGate and iPCS senior credit facilities, partially offset
by lower commitment fees on undrawn balances of the AirGate senior credit
facility, and a lower interest rate on variable rate Dborrowings under the
AirGate senior credit facility. The Company had borrowings of $670.5 million as
of June 30, 2002, including debt of iPCS, compared to $242.1 million at June 30,
2001.

Income Tax Benefit

No income tax benefit was recognized for the three months ended June 30,
2002 and June 30, 2001 Income tax benefits will be recognized in the future only
to the extent management believes recoverability of deferred tax assets is more
likely than not.

Net Loss

For the three months ended June 30, 2002, the net loss was $50.1 million,
an increase of $26.4 million from a net loss of $23.7 million for the three
months ended June 30, 2001. The increase was attributable to the results of
operations of i1PCS, which had a reported net loss of $33.6 million.
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FOR THE NINE MONTHS ENDED JUNE 30, 2002, COMPARED TO THE NINE MONTHS ENDED
JUNE 30, 2001:

Revenues

Service revenue, roaming revenue and equipment revenue were $230.4 million,

$75.5 million and $13.5 million, respectively, for the nine months ended June
30, 2002, compared to $66.9 million, $35.5 million and $7.4 million,
respectively, for the nine months ended June 30, 2001, an increase of $163.5

million, $40.0 million and $6.1 million, respectively. These increased revenues
reflect the substantially higher average number of customers using the Company's
network and the acquisition of iPCS. For the three months ended June 30, 2002,
the Company did not record revenues from terminating long-distance access
charges. Additionally, the Company recorded an out-of-period revenue adjustment
for terminating access revenues paid by Sprint PCS to the Company on behalf of
long distance carriers. Sprint has made a claim to these historical revenues
that were paid to the Company for the period from January 2000 to March 2002.
See note 9 in Item 1 of this report for a further discussion. Terminating access
revenue not recorded by the Company for the three months ended June 30, 2002 was
approximately $2.2 million. Terminating access revenue for which the Company
provided an out-of-period revenue adjustment was approximately $5.4 million.

Cost of Service and Roaming

The cost of service and roaming was $216.7 million for the nine months
ended June 30, 2002, compared to $76.5 million for the nine months ended June
30, 2001, an increase of $140.2 million. Roaming expense was $60.1 million for
the nine months ended June 30, 2002, compared to $22.0 million for the nine
months ended June 30, 2001. The Sprint affiliation fee was $16.8 million for the
nine months ended June 30, 2002, compared to $5.0 million for the nine months
ended June 30, 2001. The increase in cost of service and roaming is the result
of substantially higher average number of customers using the Company's network
and the acquisition of iPCS, partially offset by a lower average roaming rate.
The increase in the Sprint affiliation fee is the result of higher collected
service revenues from increased customers and the acquisition of iPCS.

Cost of Equipment

Cost of equipment was $30.0 million for the nine months ended June 30,
2002, compared to $14.4 million for the nine months ended June 30, 2001, an
increase of $15.6 million. This increase is attributable to the increase in the
number of customers added during the period and the acquisition of iPCS.

Selling and Marketing

The Company incurred selling and marketing expenses of $85.6 million during
the nine months ended June 30, 2002, compared to $49.2 million in the nine
months ended June 30, 2001, an increase of $36.4 million. A net 147,800
customers were added in the nine months ended June 30, 2002 (excluding 149,119
iPCS customers acquired on November 30, 2001 and net of expected first payment
default customers) compared to 122,714 net customers added in the nine months
ended June 30, 2001. Handsets subsidies on wireless handsets sold by national
third parties totaled $12.5 million for the nine months ended June 30, 2002,
compared to $8.1 million for the nine months ended June 30, 2001, an increase of
$4.4 million, due primarily to the acquisition of iPCS and increased customer
additions.

General and Administrative

For the nine months ended June 30, 2002, the Company incurred general and
administrative expenses of $18.3 million, compared to $12.1 million for the nine
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months ended June 30, 2002, an increase of $6.2 million. During this period,
$2.0 million was attributable to merger related expenses incurred by iPCS, $3.1
million associated with lease obligations on planned disposals of certain retail
stores at 1PCS and severance payments pursuant to employment agreements. The
remaining increase 1is attributable to the acquisition of 1PCS. Increased
compensation, benefits and other professional consulting fees is a result of
additional employees and service providers associated with additional headcount
and responsibilities from acquiring iPCS. Of the 887 employees at June 30, 2002,
approximately 103 employees were performing corporate support functions compared
to 61 employees as of June 30, 2001.

Non-Cash Stock Compensation

Non-cash stock compensation expense was $0.6 million for the nine months
ended June 30, 2002, compared to $1.2 million for the nine months ended June 30,
2001. The Company applies the provisions of APB Opinion No. 25 and related
interpretations 1in accounting for its stock option plans. Unearned stock
compensation 1s recorded for the difference between the exercise price and the
fair market wvalue of the Company's common stock at the date of grant and is
recognized as non-cash stock compensation expense in the period in which the
related services are rendered.

Depreciation
For the nine months ended June 30, 2002, depreciation increased to $47.9
million, compared to $21.5 million for the nine months ended June 30, 2001, an

increase of $26.4 million. The increase in depreciation expense relates
primarily to additional network assets placed in service in 2001 and 2002 and
the depreciation of the acquired iPCS property and equipment. Depreciation will
continue to increase as additional portions of the Company's network are placed
into service. The Company incurred capital expenditures of $84.3 million in the
nine months ended June 30, 2002, which included approximately $6.2 million of
capitalized interest, compared to capital expenditures of $40.7 million and
capitalized interest of $2.2 million in the nine months ended June 30, 2001.

Amortization of Intangible Assets

Amortization of intangible assets relates to the amounts recorded from the
iPCS acquisition for the acquired customer base, non-competition agreements, and
the right to provide service under the Sprint Agreements. With the completion of
the iPCS acquisition on November 30, 2001, amortization of the intangible assets
of $18.1 million represents seven months of expense during the nine months ended
June 30, 2002.

Goodwill Impairment

The wireless telecommunications industry has experienced significant
declines in market capitalization. These significant declines in market
capitalization were the result of concerns surrounding anticipated weakness in
future customer growth, anticipated future lower average revenue per customer
and liquidity concerns. As a result of this industry trend, the Company
experienced significant declines in its market capitalization. Recent wireless
industry acquisitions subsequent to the acquisition of 1iPCS were valued
substantially lower on a price per population and price per customer basis. As a
result of these recent transactions and industry trends, the Company believed it
was more likely than not that the value of iPCS, 1Inc. and the carrying value of
the associated goodwill had been reduced. Accordingly, the Company engaged a
nationally recognized valuation expert to perform a fair value assessment of the
recently acquired iPCS reporting unit of the Company. The valuation expert used
a combination of the market value approach and the discounted cash flow approach
for determining the fair value of iPCS. The market value approach used a sample
of recent wireless service provider transactions on a price per population and
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price per customer Dbasis. The discounted cash flow method used the projected
discounted cash flows and residual value to be generated by the assets of iPCS.
From this valuation, it was determined the fair value of iPCS was less than its
recorded carrying value at March 31, 2002. The valuation expert performed a
purchase price allocation Dbased on this implied fair value at March 31, 2002.
Based on the purchase price allocation of the implied fair value at March 31,
2002, the Company recorded a goodwill impairment of $261.2 million.

Interest Income

For the nine months ended June 30, 2002, interest income was $0.5 million
compared to $2.4 million for the nine months ended June 30, 2001, a decrease of
$1.9 million. The Company had higher average cash and cash equivalent balances
and higher average interest rates on deposits for the nine months ended June 30,
2001, which has resulted in higher interest income for the nine months ended
June 30, 2001, when compared to the nine months ended June 30, 2002.

Interest Expense

For the nine months ended June 30, 2002, interest expense was $40.7
million, compared to $23.3 million for the nine months ended June 30, 2001, an
increase of $17.4 million. The increase is primarily attributable to increased
debt from the 2000 iPCS senior subordinated discount notes, accreted interest of
the 1999 AirGate senior subordinated discount notes and increased Dborrowings
under the AirGate and iPCS senior credit facilities, partially offset by lower
commitment fees on undrawn balances of the AirGate senior credit facility, and a
lower interest rate on variable rate borrowings wunder the AirGate and iPCS
senior credit facilities. The Company had borrowings of $670.5 million as of
June 30, 2002, including debt of iPCS compared to $242.1 million at June 30,
2001.

Income Tax Benefit

For the nine months ended June 30, 2002, the income tax benefit was $28.8
million. No income tax benefit was recognized for the nine months ended June 30,
2001. Income tax benefits will be recognized in the future only to the extent
management believes recoverability of deferred tax assets is more likely than
not.

Net Loss

For the nine months ended June 30, 2002, the net loss was $381.6 million,
an increase of $295.6 million from a net loss of $86.0 million for the nine
months ended June 30, 2001. The increase was attributable to the results of
operations of iPCS, which had a reported net loss of $317.3 million and the
goodwill impairment associated with iPCS of $261.2 million.

LIQUIDITY AND CAPITAL RESOURCES

As of June 30, 2002, the Company had $23.9 million in cash and cash
equivalents, compared to $14.3 million in cash and cash equivalents at September
30, 2001. The Company's net working capital deficit was $18.2 million at June
30, 2002, compared to working capital deficit of $5.8 million at September 30,
2001.

Net Cash Used in Operating Activities

The $48.8 million of cash used in operating activities in the nine months
ended June 30, 2002, was the result of the Company's $381.6 million net loss
offset by $370.3 million of goodwill impairment, depreciation, amortization of
note discounts, financing costs, amortization of intangibles, deferred tax
benefit, provision for doubtful accounts and non-cash stock compensation, that
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was partially offset by negative net cash working capital changes of $37.5
million. The negative net working capital changes were primarily a result of
timing of payments to vendors at June 30, 2002, compared to September 30, 2001
resulting from the acquisition of iPCS and growth in the Company's customer
base. The $41.7 million of cash used in operating activities in the nine months
ended June 30, 2001 was the result of the Company's $85.9 million net loss being
partially offset by a net $3.8 million in cash provided by changes 1in net
working capital and $48.0 million of depreciation, amortization of note
discounts, provision for doubtful accounts, amortization of financing costs and
non-cash stock option compensation.

Net Cash Used in Investing Activities

The $59.1 million of cash used in investing activities during the nine
months ended June 30, 2002, represents $77.4 million for purchases of property
and equipment and $6.1 million of cash acquisition costs related to the
acquisition of iPCS, partially offset by $24.4 million of cash acquired from
iPCS. Purchases of property and equipment during the nine months ended June 30,
2002, related to investments to upgrade the Company's network to 1XRTT,
expansion of switch capacity and expansion of service coverage in the Company's
territories. For the nine months ended June 30, 2001, cash outlays of $56.4
million represented cash payments of $55.9 million made for purchases of
equipment and $0.5 million to purchase certain assets of one of the Company's
agents.

Net Cash Provided by Financing Activities

The $117.4 million in cash provided by financing activities during the nine
months ended June 30, 2002, consisted of $56.2 million in borrowings under the
AirGate senior credit facility and $60.0 million under the iPCS senior credit
facility, $0.7 million of proceeds received from the exercise of options and
warrants and $0.5 million received from stock issued under the employee stock
purchase plan. The $47.6 million of cash provided by financing activities in the
nine months ended June 30, 2001 consisted of $42.0 million borrowed under the
AirGate senior credit facility and $5.6 million of proceeds received from
exercise of options and warrants.

Liquidity

At June 30, 2002, the Company had $23.9 million of cash and cash
equivalents and total availability under the AirGate senior credit facility of
$22.0 million and total availability under the iPCS senior credit facility of
$30.0 million. iPCS 1is an wunrestricted subsidiary. As a result of this
designation, funds available wunder each of AirGate's and iPCS' senior credit
facilities <can only be used by AirGate or iPCS, as applicable, and cash flow
from AirGate and iPCS can be used only by AirGate or iPCS, as applicable. To
date, the Company has used proceeds from its 1999 initial public offering of
equity, the 1999 AirGate senior subordinated discount notes, borrowings from the
AirGate senior credit facility, the 2000 iPCS senior subordinated discount notes
and borrowings from the 1PCS senior credit facility to fund capital
expenditures, operating losses, working capital and cash interest needs while
the Company built out its digital PCS network and acquired customers.

Due to a number of factors, including the rapidly changing wireless
industry, general economic uncertainty, lower than expected new subscribers and
continuing higher rates of customer turnover than anticipated, management is
reviewing the assumptions wunderlying the long-range Dbusiness plans for AirGate
and iPCS. While these long-term projections are being refined, they indicate
that cash and cash equivalents and cash availability under the AirGate and iPCS
senior credit facilities, combined with cash flow from operations, are expected
to be sufficient to fund working capital, meet capital expenditure needs and to
service debt requirements until the Company obtains free cash flow positive. As
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a result of these changes to the assumptions underlying the long-range plans,
management anticipates attaining free cash flow positive a year or two later
than originally projected. Management anticipates that the long-range business
plans will be sufficiently refined to provide more definitive guidance in its
Annual Report of Form 10-K. Free cash flow is defined as EBITDA minus capital
expenditures, <cash interest payments and required amortization of principal
under the senior credit facilities. Management's projections contain significant
assumptions including projections for gross new customer additions, CPGA,
capital expenditures, ARPU, churn, bad debt expense, wireless handset upgrade
costs, fees charged by Sprint, roaming expense and roaming revenue. If these
assumptions do not occur, AirGate and iPCS may not reach free cash flow positive
when projected.

Future Trends That May Affect Operating Results, Liquidity and Capital Resources

In addition to the Investment Considerations included herein, the following
risk factors could materially and adversely affect the Company's future
operating results and could cause actual events to differ materially from those

predicted in forward-looking statements related to our business.

The Company may not be able to sustain its growth or obtain sufficient

revenue to achieve and sustain profitability. Recently the Company has
experienced slowing net customer growth. Including net additions from iPCS on a
pro forma Dbasis, net customer growth was 87,258 for the three months ended

December 31, 2001, 53,010 for the three months ended March 31, 2002 and 26,079
for the three months ended June 30, 2002. This trend is attributable to
increased churn and competition, slowing wireless subscriber growth and weakened
consumer confidence. Additionally, the Company currently operates with EBITDA
losses. For the three months and nine months ended June 30, 2002, the Company
incurred an EBITDA loss of $(3.6) million and $(31.1) million, respectively,
which included an out-of-period revenue adjustment net of management fees of
$(4.9) million and $(2.1) million, respectively. If the current trend of net
customer growth continues, it will lengthen the amount of time it will take for
the Company to reach a sufficient number of customers to reach EBITDA and free
cash flow positive, which in turn will have negative effect on liquidity and
capital resources. See note 9 in Item 1 of this report for a further discussion.
The Company's business projections reflect continuing growth in its subscriber
base and a reduction and eventual elimination of EBITDA losses as the cash flow
generated by the growing subscriber base exceeds costs incurred to acquire new

customers. If the Company acquires more new customers than projected, the
upfront costs to acquire those customers (including the handset subsidy,
commissions and promotional expenses) may result in greater EBITDA losses in the
near term but higher cash flows in later periods. Conversely, if there is a

slowdown in new subscriber growth in the wireless industry, the Company may
acquire fewer new customers, which would result in lower EBITDA losses in the
near term but lower cash flows in later periods.

The Company may continue to experience higher costs to acquire a customer
(including handset subsidy, commissions and promotional expenses). For the three
months ended March 31, 2002, CPGA was $333 and for the three months ended June
30, 2002, CPGA was $437. If the Company incurs higher costs to acquire new
customers than projected, these wupfront costs may result in greater EBITDA
losses and lower cash flows.

The Company may continue to experience a higher churn rate. The Company's
average customer monthly churn (net of 30 day returns and a reserve for first
payment default customers) for the three months ended June 30, 2002 was 3.2%.

This rate of churn was higher than the 3.0% churn rate reported for the three
months ended December 31, 2001 and March 31, 2002. The Company expects that in
the near term that churn will remain higher than historical 1levels. This
expectation 1s the result of a greater percentage of sub-prime versus prime
credit class customers comprising the Company's subscriber base. As a result of
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this increase, the Company has experienced greater involuntary deactivations. If
the rate of churn continues at current rates or increases over the long-term,
the Company would lose the cash flow attributable to these customers and have
greater EBITDA losses and lower cash flows.

The Company may receive a significantly lower roaming rate in 2003 and
thereafter. The Company is paid a fee from Sprint for every minute that a Sprint
PCS subscriber Dbased outside of the Company's territory wuses the Company's
network; the Company refers to such fees as roaming revenue. Similarly, the
Company pays a fee to Sprint for every minute that the Company's customers use
the Sprint PCS network outside of the Company's markets; the Company refers to
such fees as roaming expense. Under the Company's original agreements with
Sprint, Sprint had the right to change the reciprocal roaming rate exchanged for
customers who roam into the other party's or another Sprint affiliate's network.
On April 27, 2001, the Company and Sprint announced an agreement in principle to
reduce this reciprocal roaming rate exchanged Dbetween Sprint and AirGate for
customers who roam into the other party's, or another network partner's,
territory. The rate was reduced from $0.20 per minute of use to $0.15 per minute
of use beginning June 1, 2001, and to $0.12 per minute of use beginning October
1, 2001. 1iPCS and Sprint had an agreement which fixed the reciprocal roaming
rate exchanged between Sprint and iPCS for customers who roam into the other
party's, or another Sprint PCS affiliate's, territory at $0.20 per minute of use
through December 31, 2001. Under the agreement in principle, the roaming rate
for both AirGate and iPCS with respect to calendar vyear 2002 is $0.10 per
minute. The Company believes that this rate could decrease to between $0.06 and
$0.065 per minute in 2003, and further thereafter. The ratio of roaming revenue
to expense for the three months ended June 30, 2002, was 1.5 to one.

The Company's ability to borrow funds under the senior credit facilities
may be terminated due to its failure to maintain or comply with the restrictive
financial and operating covenants contained in the agreements governing the
senior credit facilities. The AirGate senior credit facility contains covenants
specifying the maintenance of certain financial ratios, reaching defined
subscriber growth and network covered population goals, minimum quarterly
service revenues and limiting capital expenditures. The Company believes that it
is currently in compliance 1in all material respects with all financial and
operational covenants relating to the AirGate senior credit facility. The 1iPCS
senior credit facility contains covenants specifying the maintenance of certain

financial ratios, reaching defined subscriber growth and network covered
population goals, minimum quarterly service revenues, maximum EBITDA losses and
limiting capital expenditures. The Company believes that it is currently in

compliance in all material respects with all financial and operational covenants
relating to the iPCS senior credit facility. During February 2002, the Company
completed an amendment to the iPCS senior credit facility, primarily to provide
additional relief under the maximum EBITDA losses covenant, which the Company
anticipated not meeting in future quarters. As part of obtaining this EBITDA
covenant relief, performance thresholds contained in other covenants under the
1PCS senior credit facility were increased, such as the minimum number of total
subscribers. To satisfy the minimum subscriber covenant at September 30, 2002,
iPCS must have 218,600 subscribers before the reserve for first payment default
customers. At June 30, 2002, iPCS had 197,604 subscribers before the reserve for
first payment default customers of 2,461. This is an increase in subscribers
before first payment default customers of 20,996. If the Company is unable to
operate either the AirGate or iPCS business within the covenants specified in
the AirGate senior credit facility or the iPCS senior credit facility, as
amended, as applicable, the Company's ability to obtain future amendments to the
covenants in the applicable senior credit facility is not guaranteed and the
ability to make borrowings required to operate the AirGate or iPCS business, as
applicable, could be restricted or terminated. Such a restriction or termination
would have a material adverse affect on liquidity.

The Company may incur significant wireless handset subsidy costs for
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existing customers who upgrade to a new handset. As the Company's customer base
matures, and technological innovations occur, more existing customers will begin
to upgrade to new wireless handsets for which the Company subsidizes the price.
The Company experienced approximately $2.0 million associated with wireless
handset upgrade costs for the three months ended June 30, 2002. The Company does
not have any historical experience regarding the adoption rate for wireless
handset wupgrades. If more customers upgrade to new wireless handsets than the
Company projects, EBITDA and cash flow would be lower than projected.

On July 3, 2002 the FCC issued an order 1in Sprint PCS v. AT&T for
declaratory judgment 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 million and $1.0 million,
respectively, of terminating long distance access revenues less $0.5 million of
associated affiliation fees from Sprint PCS prior to the current quarter, and
Sprint PCS has asserted i1its ©right to recover these revenues net of the
affiliation fees from AirGate and iPCS. The Company will continue to assess the
ability of Sprint, Sprint PCS or other carriers to recover these charges and the
Company is continuing to review the availability of defenses we may have against
Sprint PCS' claim to recover these revenues from us. For the three months ended
June 30, 2002, billings that were not collected associated with terminating long
distance access charges were approximately $2.2 million.

In its business plan for iPCS, the Company has assumed that a sale of iPCS

towers will provide funds of at least $10 million. 1iPCS owns 89 towers. 1iPCS
does not consider towers a strategic asset and plans on selling some or all of
these assets as market terms and conditions permit. There are several companies

that have traditionally been purchasers of towers in the wireless industry.
However, the financial condition of these tower companies and their willingness
and ability to purchase towers the Company owns is not certain. As a result, the
Company may not be able to sell enough 1PCS towers at an adequate price to
generate proceeds projected, and if so, the Company's liquidity would be
materially adversely affected.

Sprint provides back-office and many other services to the Company. For the

quarter ended June 30, 2002, these expenses accounted for more than 43% of
operating expenses. There is no formula established 1in the agreements with
Sprint for the cost of these services and Sprint may adjust these expenses at
least annually. For example, Sprint has sought to increase service fees during

the remainder of 2002 and beyond in connection with the launch of 1XRTT. If
Sprint were to increase its fees significantly, we may seek other third parties
to provide some of the services currently provided by Sprint. Any such change
may not be effected quickly or at all, and these increased operating expenses
would have an adverse effect on the Company's EBITDA and cash flow.

Variable interest rates may increase substantially. At June 30, 2002, the
Company had borrowed $241.5 million under the AirGate and iPCS senior credit
facilities. The rate of interest on those senior credit facilities is based on a
margin above either the alternate bank rate (the prime 1lending rate in the

United States) or the London Interbank Offer Rate (LIBOR) . The Company's
weighted average Dborrowing rate on variable rate borrowings at June 30, 2002,
was 5.8%. Further, 1if the AirGate or iPCS were to default under the senior
credit facilities, such Company's rate of interest would increase by an

additional 2%.

The Company operates with negative working capital because of amounts owed

to Sprint. Each month the Company pays Sprint amounts relating to: (i) roaming
expense, (ii) the 8% affiliation fee, (iii) costs for customer support and
billing, (iv) handsets purchased from Sprint, (v) reimbursements for commissions

paid to national third party retailers such as Radio Shack, Best Buy and Circuit
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City, (vi) reimbursement for subsidies related to handsets sold by national
third party retailers, and (vii) wholesale long distance expense that the
Company's customers incur and that Sprint customers incur related to roaming
revenue. A reduction 1in the amounts the Company owes Sprint may result in a
greater use of cash for working capital purposes than the Dbusiness plans
currently project.

The Company may not be able to access the credit markets for additional
capital if the liquidity discussed above is insufficient for the cash needs of
the business. The Company frequently evaluates options for additional financings
to supplement its liquidity position and maintain maximum financial flexibility.
However, if the need arises, Dbecause 1its actual results differ from those
projected or for any other reason, the Company may be unable to raise additional
capital.

Capital Resources

The 1999 AirGate senior subordinated discount notes due 2009 will require
cash payments of interest Dbeginning on April 1, 2005. The 2000 iPCS senior
secured discount notes due 2010 will require cash payments of interest beginning
on January 15, 2006.

The AirGate $153.5 million senior credit facility provides for a $13.5
million senior secured term loan, which matures on June 6, 2007, which is the
first installment of the loan, or tranche I. The second installment, or tranche
II, under the AirGate senior credit agreement is for a $140.0 million senior
secured term loan, which matures on December 31, 2008. The AirGate senior credit
facility requires quarterly payments of principal Dbeginning December 31, 2002,
for tranche I, and March 31, 2004, for tranche II, initially in the amount of
3.75% of the loan Dbalance then outstanding and increasing thereafter. The
commitment fee on unused borrowings is 1.50%, payable quarterly. As of June 30,
2002, $22.0 million remained available for borrowing under the AirGate senior
credit facility. The Company's obligations under the AirGate senior credit
facility are secured by all of AirGate's assets, Dbut not assets of iPCS and its
subsidiaries.

The iPCS $140.0 million senior credit facility provides for a $90.0 million
senior secured term loan which matures on December 31, 2008, which is the first
installment of the loan, or tranche A. The second installment, or tranche B,
under the iPCS senior credit facility is for a $50.0 million senior secured term
loan, which also matures on December 31, 2008. The iPCS credit agreement
requires quarterly payments of principal beginning March 31, 2004 for tranche A
and tranche B, initially in the amount of 2.5% of the loan Dbalance then
outstanding and increasing thereafter. The commitment fee on unused borrowings
ranges from 1.00% to 1.50%, payable quarterly. As of June 30, 2002, $30.0
million remained available for borrowing under the iPCS senior credit facility.
The Company's obligations wunder the i1PCS senior credit facility are secured by
all of 1iPCS' operating assets, but not other assets of AirGate and its
subsidiaries.

As of June 30, 2002, management believes that the Company is in compliance
with all material financial and operational covenants associated with its senior
credit facilities, senior subordinated discount notes, and Sprint agreements.

Contractual Obligations

The Company is obligated to make future payments under various contracts it

has entered into, including amounts pursuant to the AirGate and iPCS senior
credit facilities, the AirGate senior subordinated discount notes, the iPCS
senior secured discount notes, capital leases and non-cancelable operating lease
agreements for office space, cell sites, vehicles and office equipment. Future

minimum contractual cash obligations for the next five vyears and in the
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aggregate at June 30, 2002, are as follows (dollars in thousands) :

PAYMENTS DUE
BY PERIOD YEARS ENDED JUNE 30,

CONTRACTUAL OBLIGATION TOTAL 2003 2004 2005

AirGate senior credit

facility (1) $131,500 $1,518 $10,875 $20,
iPCS senior credit facility (1) 110,000 - 5,500 13,
AirGate operating leases (2) 67,023 17,670 17,269 14,
iPCS operating leases (2) 70,442 11,430 11,271 10,
iPCS capital leases 953 71 74
1999 AirGate senior
subordinated discount notes 300,000 —— ——
2000 iPCS senior subordinated

discount notes 300,000 - -

Total $979,918 $30, 689 $44,989 $59,

(1) Total repayments are based upon borrowings outstanding as of June 30,
2002, not projected borrowings under the respective senior credit facility.

(2) Does not include payments due under renewals to the original lease term.

There are provisions in each of the agreements governing the senior credit
facilities, the AirGate senior subordinated discount notes and the iPCS senior
subordinated discount notes providing for an acceleration of repayment upon an
event of default, as defined in the respective agreements.

Seasonality

The Company's Dbusiness is subject to seasonality Dbecause the wireless
industry historically has been heavily dependent on fourth calendar quarter
results. Among other things, the 1industry relies on significantly higher
customer additions and handset sales in the fourth calendar quarter as compared
to the other three calendar quarters. A number of factors contribute to this
trend, including: the increasing use of retail distribution, which is heavily
dependent upon the year-end holiday shopping season; the timing of new product
and service announcements and introductions; competitive pricing pressures; and
aggressive marketing and promotions. The increased level of activity requires a
greater use of available financial resources during this period.

RELATED PARTY TRANSACTIONS

Under the Sprint agreements, Sprint provides the Company significant
support services such as customer service, billing, 1long distance transport
services, national network operations support, inventory logistics support, use

of the Sprint brand name, national advertising, national distribution and
product development. Additionally, the Company derives substantial roaming
revenue and expenses when Sprint and other Sprint affiliates' wireless customers
incur minutes of use in the Company's territories and when the Company's
customers incur minutes of wuse 1in Sprint and other Sprint affiliates'
territories. These transactions are recorded in the cost of service and roaming,
and selling and marketing captions in the statement of operations. Cost of
service and roaming transactions relate to the 8% affiliation fee, 1long

231
750
769
714

77

2006

$24,
22,
7,
9,
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483
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distance, roaming expenses, billing support and customer care support. Purchased
inventory transactions relate to inventory purchased by the Company from Sprint
under the Sprint agreements. Selling and marketing transactions relate to
subsidized costs on wireless handsets and commissions under Sprint's national
distribution program. Amounts relating to the Sprint agreements for the three
and nine months ended June 30, 2002 and 2001, are as follows (dollars in
thousands) :

Amounts included in the Consolidated Statement of Operations:
Cost of service and FoamMIng. ... . i ittt teeeeeeeeeneeeeeeeeneeeeeeeeanns
PUrchased INVeNE OT Y . it ittt it e e e et et e e ettt et aee e eeaeeeeeeeeenaeens
Selling and mMarketdng. v ittt ittt e e ettt e et e e e et

Amounts included in the Consolidated Statement of Operations:
Cost of service and FoamMIng. ... .. i ittt ittt e et oo eeeneeeeeeeeneeeeeeeeenns
PUrchased INVeNEOT Y . ittt it it e et et ettt ettt aee e eeaeeeeeeeeeneeens
Selling and mMarketdng. v ittt ittt e ettt e et e et e e e

Transactions between 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. In the normal course of business under AirGate's
and iPCS' Sprint agreements, customers of AirGate incur minutes of use in
iPCS's territory causing AirGate to incur roaming expense. In addition, 1iPCS's
customers incur minutes of use in AirGate's territory for which AirGate receives
roaming revenue. AirGate received $0.3 million of roaming revenue and incurred
$0.2 million of roaming expense to iPCS during the nine months ended June 30,
2002. The roaming rate charged and other terms are established wunder AirGate's
and iPCS' Sprint agreements.

In order to optimize the most efficient use of certain models of wireless
handset inventory in relation to regional demand, AirGate sold approximately
$32,000 of wireless handset inventory to iPCS. Additionally AirGate purchased
approximately $184,000 of wireless handset inventory from 1iPCS. These
transactions were completed at market prices. At June 30, 2002, neither AirGate
nor 1PCS were carrying any wireless handset inventory purchased from each other.

AirGate sold approximately $0.2 million of network operating equipment to
iPCS at market prices. 1PCS had a need for such equipment and it had Dbecome
recently idled by AirGate. Additionally, 1PCS sold to AirGate approximately $0.7
million of network operating equipment at market prices.

Transactions with Vendor Associated with Board Member

THREE MONTHS
JUNE 30,
2002

$49,262
11,744
5,979

NINE MONTHS

JUNE 30,
2002

$128,226
30,829
22,367
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The Company purchases telecommunication services for its network from New
South Communications. James Akerhielm, a member of the Company's board of
directors, 1is the president and chief executive officer and a member of the
board of directors of New South Communications, Inc. Mr. Akerhielm was elected
to the board of directors of the Company during May 2002. For the nine months
ended June 30, 2002, the Company purchased $0.3 million of telecommunication
services from New South Communications.

COMMITMENTS AND CONTINGENCIES

On July 3, 2002 the FCC issued an order 1in 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 $4.9 million comprised of $5.4
million of terminating long distance access revenues less $0.4 and $0.1 million,
respectively, of affiliation fees from Sprint PCS prior to the current quarter,
and Sprint PCS has asserted its right to recover these revenues net of the
affiliation fees from AirGate and iPCS. As a result of this ruling, and our
assessment of this contingency under SFAS No. 5, "Accounting for Contingencies",
we have taken a charge to current period revenue. However, we will continue to
assess the ability of Sprint, Sprint PCS or other carriers to recover these
charges and the Company is continuing to review the availability of defenses it
may have against Sprint PCS's claim 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 customers would increase as a result of an increase in the
amount of sub-prime credit quality customers 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. 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.
2002 LONG-TERM INCENTIVE PLAN

On December 18, 2001, subject to shareholder approval, the Company's board
of directors approved the AirGate PCS, Inc. 2002 Long-Term Incentive Plan (the
"Plan"), which made available 1,500,000 shares of common stock. The plan was
approved by shareholders and became effective on February 26, 2002. The purpose
of the Plan is to promote the success and enhance the value of the Company, by
linking the personal interests of employees, officers, directors and consultants
of the Company or any Affiliate to those of Company stockholders and by
providing such persons with an incentive for outstanding performance. The Plan
is further intended to provide flexibility to the Company in its ability to
motivate, attract, and retain the services of employees, officers, directors and
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consultants upon whose judgment, interest, and special effort the successful
conduct of the Company's operation is largely dependent. Accordingly, the Plan
permits the grant of incentive awards from time to time to selected employees
and officers, directors and consultants of the Company or any affiliate.

ITEM 3. — QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

In the normal course of business, the Company's operations are exposed to
interest rate risk on its senior credit facilities and any future financing
requirements. The Company's fixed rate debt consists primarily of the accreted
carrying value of the 1999 AirGate senior subordinated discount notes ($212.8
million at June 30, 2002) and the 2000 iPCS senior subordinated discount notes
($216.1 million at June 30, 2002). Our variable rate debt consists of borrowings
made under the AirGate senior credit facility ($131.5 million at June 30, 2002)
and the iPCS senior credit facility ($110.0 million at June 30, 2002) . Our
primary interest rate «risk exposures relate to (1) the interest rate on
long-term borrowings; (ii) our ability to refinance the senior subordinated
discount notes at maturity at market rates; and (iii) the impact of interest
rate movements on our ability to meet interest expense requirements and
financial covenants under our debt instruments.

The Company manages the interest rate risk on its outstanding long-term
debt through the use of fixed and variable rate debt and the use of an interest
rate cap with regard to a portion of the debt. While the Company cannot predict
its ability to refinance existing debt or the impact interest rate movements
will have on existing debt, the Company continues to evaluate its interest rate
risk on an ongoing basis.

The following table presents the estimated future balances of outstanding
long-term debt projected at the end of each period and future required annual
principal payments for each period then ended associated with the senior
subordinated discount notes and senior credit facilities Dbased on projected
levels of long-term indebtedness:

YEARS ENDING SEPTEMBER 30,
2002 2003 2004 2005

(DOLLARS IN THOUSANDS)

1999 AirGate senior subordinated

discount notes $228,813 $260, 630 $297,191 $297,289
Fixed interest rate 13.5% 13.5% 13.5% 13.5%
Principal payments - - - -

2001 iPCS senior subordinated
discount notes $222,896 $252,095 $285,118 $296, 967

Fixed interest rate 14.0% 14.0% 14.0% 14.0%
Principal payments - - — ——

AirGate senior credit facility $128,500 $126,475 $117,498 $105,528
Variable interest rate (1) 5.75% 5.75% 5.75% 5.75%
Principal payments - $ 2,025 $ 8,977 $ 11,970
iPCS senior credit facility $105,500 $125,000 $115, 625 $ 98,436
Variable interest rate (1) 5.75% 5.75% 5.75% 5.75%
Principal payments -— - $ 9,375 $ 17,189
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(1) The interest rate on the senior credit facility equals the London
Interbank Offered Rate ("LIBOR") +3.75%. LIBOR is assumed to equal 2.0% for all
periods presented, which is the current LIBOR rate. A 1% increase (decrease) in
the variable interest rate would result in a $2.6 million increase (decrease) in
the interest expense.

PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

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 customers would increase as a result of an increase in the
amount of sub-prime credit quality customers the Company added from its
acquisition of iPCS. On July 15, 2002, certain plaintiffs and their counsel
filed a motion seeking appointment as lead plaintiffs and lead counsel. 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.

From time to time, we are subject to other legal proceedings and claims in
the ordinary course of business, including contract disputes and employment
matters. We currently are not aware of any such legal proceedings or claims that
we believe will have, individually or in the aggregate, a material adverse
effect on our business, financial condition or operating results.

ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS
Omitted Pursuant to General Instruction H(1l) (a) and (b).
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Omitted Pursuant to General Instruction H(1l) (a) and (b).
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Omitted Pursuant to General Instruction H(1l) (a) and (b).
ITEM 5. OTHER INFORMATION
Execution of Limited 10b5-1 Plans
Certain executives have initiated structured diversification plans to sell

a limited portion of their AirGate stock holdings at specified prices over a
fixed period. The plans, adopted under Rule 10b5-1 of the Securities Exchange
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Act of 1934, are designed to avoid any real or perceived conflicts of interest
that might arise from these sales due to these executives, involvement with
AirGate, while enabling these executives to diversify their respective holdings.
Further, the plans will help avoid an aggregation of sales of our common stock
during our "trading window" periods that typically follow quarterly
announcements of our earnings.

INVESTMENT CONSIDERATIONS
RISKS RELATED TO THE COMBINED COMPANY'S BUSINESS, STRATEGY AND OPERATIONS

We have a limited operating history and we may not achieve or sustain
operating profitability or positive cash flows, which may adversely affect our
stock price

AirGate and iPCS have limited operating histories. Our ability to achieve
and sustain operating profitability will depend upon many factors, including our
ability to market Sprint PCS products and services and manage customer turnover
rates and expenses. In addition, a key factor in our operational performance
after the merger depends upon our ability to manage the growth of iPCS through
the completion of its network Dbuild-out and through implementing the combined
company's best practices to increase market penetration in iPCS' and AirGate's
current and future markets. 1PCS will require additional expenditures for the
continued development, construction, testing, deployment and operation of its
network. These activities are expected to place demands on our managerial,
operational and financial resources. If we do not achieve and maintain positive
cash flows from operations when projected, our stock price may be affected.

Our stock price may be volatile and you may not be able to sell your shares
at the price you paid for them

The market price of our common stock could be subject to wide fluctuations

in response to factors such as the following, some of which are beyond our

control:

o quarterly variations in our operating results;

o operating results that vary from the expectations of securities analysts
and investors;

o changes in expectations as to our future financial performance, including
financial estimates by securities analysts and investors;

o changes in the Company's relationship with Sprint;

o announcements by Sprint concerning developments or changes in its

business, financial condition or results of operations, or in its
expectations as to future financial performance;

o changes in the market perception about the prospects and results of
operations and market valuations of other companies in the
telecommunications industry in general and the wireless industry in
particular, including Sprint and its PCS network partners and our
competitors;

o announcements by Sprint or our competitors of technological innovations,
new products and services or changes to existing products and services;

o changes in law and regulation;

o announcements by third parties of significant claims or proceedings
against us;
o announcements by us or our competitors of significant contracts,

acquisitions, strategic partnerships, Jjoint ventures or capital
commitments; and
o general economic and competitive conditions.

Our business and the value of your securities may be adversely affected if
we fail to maintain our listing on Nasdaqg.
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Nasdag Marketplace Rules currently provide that the Nasdag may commence
delisting procedures against a company whose minimum closing bid price remains
below $1.00 for thirty consecutive days. A delisting would result in a limited
public market and reduced 1liquidity for AirGate common stock, make obtaining
future financing more difficult for AirGate and could result in lower prices and
larger spreads in the bid and ask prices for shares of AirGate common stock.

If AirGate is unable to meet the Nasdag 1listing requirements, it will be
granted grace periods in which to comply with the requirements. If it fails to
return to compliance during those grace periods, the Nasdag will notify AirGate
that its common stock will be delisted from Nasdaqg. AirGate would have the right
to appeal such decision, but we cannot assure you that it would be successful in
the appeal.

If AirGate common stock loses its Nasdag National Market status, shares of
AirGate common stock would likely trade in the over-the-counter market in the
so—-called "pink sheets" or the OTC Bulletin Board. Selling the common stock
would be more difficult because smaller quantities of shares would likely be
bought and sold, transactions could be delayed, and security analysts' and news
media coverage of us may be reduced. These factors could result in lower prices
and larger spreads in the bid and ask prices for shares of AirGate common stock.
Such delisting from the Nasdag National Market or further declines in AirGate's
stock price could also greatly impair AirGate's ability to raise additional
necessary capital through equity or debt financing and may significant increase
the dilution to stockholders caused by AirGate's issuing equity in financing or
other transactions.

In addition, 1if AirGate common stock is not listed on the Nasdag National
Market, AirGate may become subject to Rule 15g-9 wunder the Securities and
Exchange Act of 1934 which imposes additional sales practice requirements on
broker-dealers that sell low-priced securities, referred to as "penny stocks,”
to persons other than established customers and institutional accredited
investors. A penny stock is generally any equity security that has a market
price or exercise price of less than $5.00 per share, subject to certain
exceptions, including 1listing on the ©Nasdag National Market or the Nasdag
SmallCap Market. For transactions covered by these rules, broker-dealers must
make a special suitability determination for the purchase of such securities and
must have received the purchaser's written consent to the transaction prior to
the purchase. Additionally, for any transaction involving a penny stock, unless
exempt, the rules require the delivery, prior to the transaction, of a risk
disclosure document mandated by the SEC relating to the penny stock market. The
broker-dealer is also subject to additional sales practice requirements.
Consequently, the penny stock rules may restrict the ability of broker-dealers
to sell AirGate's securities and may affect the ability of holders to sell these
securities in the secondary market and the price at which such holders can sell
any such securities.

The integration of AirGate and iPCS following the merger will present
significant challenges that could adversely affect our results of operations

AirGate acquired iPCS with the expectation that it would result in
expanding AirGate's existing network and customer base and leveraging the best
operating practices of both organizations. Achieving the benefits of the merger
will depend in part on integrating the operations of the two businesses in an
efficient and timely manner. We cannot assure you that this will occur. To
realize the anticipated Dbenefits of this combination, our management team must
develop strategies and implement a business plan that will successfully:

o manage our network and markets;

o maintain adequate focus on existing business and operations while working
to integrate the management of the two companies;

o combine two companies with limited operating histories;
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o manage each company's cash and available credit lines for use in financing
future growth and working capital needs of such company;

o manage our marketing and sales;

o manage the transition of iPCS' senior management expertise to the combined
company; and

o retain and attract key employees of the combined company during a period of
transition.

We cannot assure you that combining the businesses of AirGate and iPCS,

even if achieved in an efficient, effective and timely manner, will result in
combined results of operations and financial conditions superior to those that
AirGate and 1iPCS could have achieved independently. The diversion of

management's attention from ongoing operations and any difficulties encountered
in the transition and integration process could have a material adverse effect
on our financial condition and results of operations.

Future sales of shares of our common stock, including sales of shares
following the expiration of "“lock-up" arrangements, may negatively affect our
stock price

As a result of the merger, the former 1iPCS security holders received
approximately 12.4 million shares of our common stock and options and warrants
to purchase approximately 1.1 million shares of our common stock. The shares of
common stock issued in the merger represented approximately 47.5% of our common
stock, assuming the exercise of all outstanding warrants and options.

In connection with the merger, holders of substantially all of the
outstanding shares of iPCS common and preferred stock entered into "lock-up"
agreements with AirGate. The lock-up agreements impose restrictions on the
ability of such stockholders to sell or otherwise dispose of the shares of our
common stock that they received in the merger. The lock-up period commenced on
November 30, 2001 and extends for a minimum of 120 days and a maximum of 300
days after the effective time of the merger. On March 30, 2002, all of our
shares held by the Blackstone Group (Blackstone) were released from the lock-up.
As of June 30, 2002, 50% of the shares held by other former iPCS shareholders
were released from the lock-up. The remainder of such shares will be released
from the lock-up on September 26, 2002.

We have on file an effective registration statement on Form S-4 in order to
allow the former 1PCS stockholders to freely resell the shares of our common
stock that they received 1in the merger. 1In addition, we entered into a
registration rights agreement at the effective time of the merger with some of
the former iPCS stockholders. We completed an offering of 4,000,000 shares of
AirGate common stock held by former iPCS stockholders on December 18, 2001.
Under the terms of the registration rights agreement. Blackstone has an
additional demand registration right exercisable at any time after the first
anniversary of the effective time of the merger. 1In addition, the former iPCS
stockholders, including Blackstone, have incidental registration rights pursuant
to which they can, in general, include their shares of our common stock in any
public registration we initiate, whether or not for sale for our own amount.

Sales of substantial amounts of shares of our common stock, or even the
potential for such sales, could lower the market price of our common stock and
impair our ability to raise capital through the sale of equity securities.

We may experience a higher rate of customer turnover in the future compared
to historical rates, which would adversely affect our financial performance

The wireless personal communications services industry in general and
Sprint in particular have experienced a higher rate of customer turnover,
commonly known as churn, as compared to cellular industry averages. This churn
rate has been driven higher in recent months due to the introduction of the
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NDASL and Clear Pay programs as described elsewhere in this report. In addition,
due to significant competition in our industry and general economic conditions,
among other things, our future rate of customer turnover may be higher than our
historical rate. Factors, which may contribute to higher churn, include:

o inability of customers to pay which results in involuntary deactivations
which accounted for 80% of our deactivations in the quarter ended June
30, 2002;
o customer mix and credit class, particularly sub-prime credit customers

which accounted for approximately 53% of our customer additions since
May 2001, including those choosing NDASL and Clear Pay Programs;
o our handset return policy that allows customers to return used handsets
within 14 days of purchase and receives a full refund;
the attractiveness of our competitors' products and services;
network performance;
customer service;
increased prices; and
any future changes by us in the products and services we offer, especially
to the Clear Pay Program

O O O O O

A high rate of customer turnover could adversely affect our competitive
position, liquidity, results of operations and our costs of, or losses incurred
in, obtaining new subscribers, especially because we subsidize some of the costs
of initial purchases of handsets by customers.

Our allowance for doubtful accounts may not be sufficient to cover
uncollectible accounts

On an ongoing basis, we estimate the amount of customer receivables that we
will not collect to reflect the expected loss on such accounts in the current
period. However, our allowance for doubtful accounts may underestimate actual
unpaid receivables for various reasons, including:

o our churn rate exceeds our estimates;
o adverse changes in the economy from our expectations; or
o unanticipated changes in Sprint PCS' products and services.

If our allowance for doubtful accounts is insufficient to cover losses on
our receivables, our business, financial position or results of operations could
be materially adversely affected.

The loss of the officers and skilled employees who we depend upon to
operate our business could adversely affect our results of operations

Our business is managed by a small number of executive officers. We believe
that our future success depends in part on our continued ability to attract and
retain highly qualified technical and management personnel. We may not be
successful in retaining our key personnel or in attracting and retaining other
highly qualified technical and management personnel. We currently have "key man"
life insurance for our chief executive officer. We do not have long-term
employment or change of control agreements with any of our executive officers,
and most of the stock options granted to senior management are at exercise
prices above current market prices of our stock.

Parts of our territories have limited amounts of licensed spectrum, which
may adversely affect the quality of our service and our results of operations

Sprint has licenses covering 10 MHz of spectrum in our southeast territory.
While Sprint has licenses covering 30 MHz of spectrum throughout most of our
midwest territory, it has licenses covering only 10 MHz or 20 MHz in parts of
Illinois. As the number of customers in our territories increase, this limited
amount of licensed spectrum may not be able to accommodate increases in call
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volume, may lead to increased dropped and blocked calls and may limit our
ability to offer enhanced services, all of which could result in increased
customer turnover and adversely affect our results of operations.

If we lose the right to install our equipment on certain wireless towers or
are unable to renew expiring leases or locate new sites for wireless towers on
favorable terms, our Dbusiness and results of operations could be adversely
impacted

Many of our cell sites are co-located on leased tower facilities shared

with one or more wireless providers. In addition, a large portion of these
leased tower sites are owned by a few tower companies. If a master co-location
agreement with one of these tower companies were to terminate, or if one of

these tower companies were unable to support our use of its tower sites, we
would have to find new sites or we may be required to rebuild that portion of
our network. In addition, the concentration of our cell sites with a few tower
companies could adversely affect our results of operations if we are unable to
renew expiring leases with such tower companies on favorable terms.

Because the former iPCS stockholders did not provide AirGate with any
indemnification following the merger, iPCS will be responsible for any
undisclosed prior liabilities of iPCS

iPCS made certain representations and warranties to AirGate in the merger
agreement concerning iPCS' business and operations. The merger agreement did not
provide AirGate with any contractual indemnification from the iPCS stockholders
for any breaches of the representations and warranties by iPCS or any failure of
iPCS to comply with its obligations under the merger agreement. As a result,

iPCS will be responsible for any of its prior undisclosed 1liabilities. Such
liabilities could materially impact our future consolidated results of
operations.

RISKS PARTICULAR TO OUR INDEBTEDNESS

Both AirGate and iPCS have substantial debt that neither company may be
able to service; a failure to service such debt may result in the lenders under
such debt controlling AirGate's or iPCS' assets

The substantial debt of AirGate and 1PCS has a number of important
consequences for our operations and our investors, including the following:

o each company will have to dedicate a substantial portion of any cash flow
from its operations to the payment of interest on, and principal of, its
debt, which will reduce funds available for other purposes;

o neither company may be able to obtain additional financing if the
assumptions underlying the business plan are not correct and existing
sources of funds, together with cash flow, are insufficient for capital
requirements, capital expenditures, working capital requirements and
other corporate purposes;

o some of each company's debt, including financing under each company's
senior credit facility, will be at variable rates of interest, which
could result in higher interest expense in the event of increases in
market interest rates; and

o due to the liens on substantially all of each company's assets and the
pledges of stock of each company's existing and future subsidiaries that
secure AirGate's and iPCS' respective senior debt and senior
subordinated discount notes, lenders or holders of such senior
subordinated discounts may control AirGate's or iPCS' assets or the
assets of the subsidiaries of either company in the event of a default.

The ability of both AirGate and iPCS to make payments on their respective
debt will depend upon each company's future operating performance which is
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subject to general economic and competitive conditions and to financial,
business and other factors, many of which neither company can control. If the
cash flow from either company's operating activities is insufficient, we may
take actions, such as delaying or reducing capital expenditures, attempting to
restructure or refinance our debt, selling assets or operations or seeking
additional equity capital. Any or all of these actions may not be sufficient to
allow us to service our debt obligations. Further, we may be unable to take any
of these actions on satisfactory terms, in a timely manner or at all. The credit
facilities and indentures governing AirGate's and iPCS' respective debt limit
our ability to take several of these actions. The failure of AirGate or iPCS to
generate sufficient funds to pay its debts or to successfully undertake any of
these actions could, among other things, materially adversely affect the market
value of AirGate's common stock.

If either AirGate or iPCS does not meet all of the conditions required
under its respective senior secured credit facility, such company may not be
able to draw down all of the funds it anticipates receiving from its senior
lenders and we may not be able to fund operating losses and working capital
needs

As of June 30, 2002, AirGate had borrowed $131.5 million under its senior
credit facility and iPCS had borrowed $110.0 million wunder its senior credit
facility. The remaining $22.0 million available under AirGate's senior credit
facility and the remaining $30.0 million available wunder iPCS' senior credit

facility, a portion of which each company expects to borrow in the future, 1is
subject to the applicable company meeting all of the conditions specified in its
respective financing documents. During February 2002, the Company completed an

amendment to the iPCS senior credit facility, primarily to provide additional
relief under the maximum EBITDA losses covenant, which the Company anticipated
not meeting in future quarters. As part of attaining this EBITDA covenant
relief, ©performance thresholds contained 1in other covenants wunder the 1iPCS
senior <credit facility were increased, such as the minimum number of total
subscribers. To satisfy the minimum subscriber covenant at September 30, 2002,
iPCS must have 218,600 subscribers before the reserve for first payment default
customers. At June 30, 2002, iPCS had 197,604 subscribers before the reserve for
first payment default customers of 2,461. This is an increase in subscribers
before first payment default customers of 20,996.

In addition, additional borrowings are subject to specific conditions on
each funding date, including the following:

o that the representations and warranties in such company's loan documents
are true and correct;
o that certain of such company's financial covenant tests are satisfied,

including leverage and operating performance covenants and, solely with
respect to iPCS, loss covenants relating to earnings before interest,
taxes, depreciation and amortization; and

o the absence of a default under such company's loan documents and its
agreements with Sprint.

If either company does not meet these conditions at each funding date, such
company's senior lenders may not lend some or all of the remaining amounts under
such company's senior secured credit facility. If other sources of funds are not
available, neither company may be in a position to meet its operating cash
needs.

The ability of AirGate and iPCS to operate as a combined company is limited
by the separate public debt indentures and senior secured credit facilities of
AirGate and iPCS

In order to assure continued compliance with the indenture governing
AirGate's senior subordinated discount notes, AirGate has designated iPCS as an
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"unrestricted subsidiary." As a result, for purposes of their respective public
debt indentures, AirGate and iPCS will operate as separate Dbusiness entities.
Due to restrictions in AirGate's indenture, AirGate will be unable to provide
direct or indirect credit support to iPCS and will be significantly Ilimited in
its ability to maintain or preserve iPCS' financial condition or cause iPCS to
achieve a specified 1level of operating results. Likewise, 1PCS will Dbe
restricted under 1its debt instruments from paying dividends or freely
transferring money to AirGate. These restrictions may hinder the combined
company's ability to achieve the anticipated benefits of the merger, react to
developments 1in either company's business or take advantage of Dbusiness
opportunities.

The indentures and the senior secured credit facilities contain provisions
and requirements that could limit our ability to pursue borrowing opportunities

The restrictions contained in the indentures governing the AirGate and iPCS
senior discount notes, and the restrictions contained in our senior secured
credit facilities, may limit our ability to implement our Dbusiness plans,
finance future operations, respond to changing business and economic conditions,
secure additional financing, if needed, and engage in opportunistic
transactions. The senior secured credit facilities also restricts the ability of
AirGate and iPCS and the ability of our subsidiaries and our future subsidiaries
to do the following:

o create liens;

o make certain payments, including payments of dividends and distributions in
respect of capital stock;

o consolidate, merge and sell assets;

engage in certain transactions with affiliates; and

o fundamentally change our business.

o

If either AirGate or iPCS fail to pay the debt under its respective senior
secured credit facility, Sprint has the option of purchasing such company's
loans, giving Sprint certain rights of a creditor to foreclose on such company's
assets

Sprint has contractual rights, triggered by an acceleration of the maturity
of the debt under AirGate's or iPCS' respective senior secured credit facility,
pursuant to which Sprint may purchase AirGate's or iPCS' obligations to its
respective senior lenders and obtain the rights of a senior lender. To the
extent Sprint purchases these obligations, Sprint's interests as a creditor
could conflict with our interests. Sprint's rights as a senior lender would
enable it to exercise rights with respect to the related company's assets and
continuing relationship with Sprint in a manner not otherwise permitted under
our Sprint agreements.

RISKS PARTICULAR TO OUR RELATIONSHIP WITH SPRINT

The termination of AirGate's or iPCS' affiliation with Sprint would
severely restrict our ability to conduct our business

Neither AirGate nor iPCS own the 1licenses to operate their wireless
network. The ability of AirGate and iPCS to offer Sprint PCS products and
services and operate a PCS network is dependent on their Sprint agreements
remaining 1in effect and not being terminated. All of our customers have
purchased Sprint PCS products and services to date, and we do not anticipate any
change in the future. The management agreements between Sprint and each of
AirGate and 1PCS are not perpetual. Sprint can choose not to renew 1PCS'
management agreement at the expiration of the 20-year initial term or any
ten-year renewal term. AirGate's management agreement automatically renews at
the expiration of the 20-year initial term for an additional 10-year period
unless AirGate 1is in default. Sprint can choose not to renew AirGate's
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management agreement at the expiration of the ten-year renewal term or any
subsequent ten-year renewal term. In any event, AirGate's and iPCS' management
agreements terminate in 50 years.

In addition, each of these agreements can be terminated for breach of any
material term, including, among others, Dbuild-out and network operational
requirements. Many of these operational and network requirements are extremely
technical and detailed in nature and apply to each retail store, cell site and
switch site. In addition, many of these operational and network requirements can
be changed by Sprint with little notice. As a result, we may not always be in
compliance with all requirements of the Sprint agreements. For example, Sprint
conducts periodic audits of compliance with various aspects of its program
guidelines and identifies issues it believes needs to be addressed. There may be
substantial costs associated with remedying any non-compliance, and such costs
may adversely affect the Company's operating results and ability to achieve free
cash flow.

AirGate and iPCS also are dependent on Sprint's ability to perform its
obligations under the Sprint agreements. The non-renewal or termination of any
of the Sprint agreements or the failure of Sprint to perform its obligations
under the Sprint agreements would severely restrict our ability to conduct
business.

Sprint may make business decisions that are not in our best interests,
which may adversely affect our relationships with customers in our territory,
increase our expenses and/or decrease our revenues

Sprint, under the Sprint agreements, has a substantial amount of control
over the conduct of our business. Accordingly, Sprint may make decisions that
adversely affect our business, such as the following:

o Sprint could price its national plans based on its own objectives and could
set price levels or other terms that may not be economically sufficient
for our business;

o Sprint could develop products and services or establish credit policies,
such as NDASL, which could adversely affect our results of operations;

o Sprint could raise the costs to perform back office services, reduce levels
of services or expenses or otherwise seek to increase expenses and other
amounts charged and has sought to raise these costs in connection with
the launch of 1XRTT;

o Sprint could limit our ability to develop local and other promotional plans
to enable us to attract sufficient customers;

o Sprint could, subject to limitations under our Sprint agreements, alter
its network and technical requirements or request that we build out
additional areas within our territories, which could result in increased
equipment and build-out costs;

o Sprint could make decisions which could adversely affect the Sprint and
Sprint PCS brand names, products or services; and

o Sprint could decide not to renew the Sprint agreements or to no longer
perform its obligations, which would severely restrict our ability to
conduct business.

The occurrence of any of the foregoing could adversely affect our
relationship with customers in our territories, increase our expenses and/or
decrease our revenues and have a material adverse affect on our ability to
attain positive free cash flow.

Change in Sprint PCS products and services may reduce customer additions,
increase customer turnover and decrease customer credit quality

The competitiveness of Sprint PCS products and services is a key factor in
our ability to attract and retain customers, and we believe was a factor in the
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slowing subscriber growth in the most two recent quarters.

Certain Sprint pricing plans, promotions and programs may result in higher
levels of customer turnover and reduce the credit quality of our customer base.
For example, under certain Sprint PCS service plans, customers who do not meet
certain credit criteria can nevertheless select any plan offered subject to an
account-spending limit, referred to as ASL, to control credit exposure. Account
spending limits range from $125 to $200 depending on the credit quality of the

customer. Prior to May 2001, all of these customers were required to make a
deposit ranging from $125 to $200 that could be credited against future
billings. In May 2001, the deposit requirement was eliminated on all credit
classes ("NDASL"). As a result, a significant amount of our new customer

additions (approximately 53% since May 2001) have been under the NDASL program.
On November 15, 2001, the NDASL program was replaced by the "Clear Pay program"
which requires a $125 deposit requirement for the lowest credit class and
featured increased Dback-office controls with respect to credit collection
efforts. We believe these programs resulted in increased churn and an increase
in sub-prime credit customers.

The inability of Sprint to maintain high quality back office services, or
our inability to use Sprints back office services and third party vendors' back
office systems, could lead to customer dissatisfaction, increased churn or

otherwise increase our costs

We rely on Sprint's internal support systems, including customer care,
billing and back office support. Our operations could be disrupted if Sprint is
unable to maintain and expand its internal support systems in a high quality
manner, or to efficiently outsource those services and systems through third

party vendors. The rapid expansion of Sprint's PCS Dbusiness is expected to
continue to pose a significant challenge to its 1internal support systems.
Additionally, Sprint has made reductions 1in its customer service support
structure and may continue to do so in the future, which may have an adverse
effect on our churn rate. Further, Sprint has relied on third party vendors for
a significant number of important functions and components of its internal
support systems and may continue to rely on these vendors in the future. The

combined company will depend on Sprint's willingness to continue to offer these
services and to provide these services effectively and at competitive costs.
These costs account for 43% of our operating expenses for the quarter ended June
30, 2002. Our Sprint agreements provide that, upon nine months' prior written
notice, Sprint may elect to terminate any of these services. The inability of
Sprint to maintain high quality back office services, or our inability to use
Sprint back office services and third party vendors' back office systems, could
lead to customer dissatisfaction, increase churn or otherwise increase our
costs.

If Sprint does not complete the construction of its nationwide PCS network,
we may not be able to attract and retain customers

Sprint currently intends to cover a significant portion of the population
of the United States, Puerto Rico and the U.S. Virgin Islands by creating a
nationwide PCS network through its own construction efforts and those of its

network partners. Sprint is still constructing its nationwide network and does
not offer PCS services, either on its own network or through 1its roaming
agreements, in every city in the United States. Sprint has entered into

management agreements similar to ours with companies in other markets under its
nationwide PCS build-out strategy. Our results of operations are dependent on
Sprint's national network and, to a lesser extent, on the networks of Sprint's
other PCS network partners. Sprint's network may not provide nationwide coverage
to the same extent as its competitors, which could adversely affect our ability
to attract and retain customers.

Certain provisions of the Sprint agreements may diminish the value of
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AirGate's common stock and restrict the sale of our business

Under limited circumstances and without further stockholder approval,
Sprint may purchase the operating assets of AirGate or iPCS at a discount. In
addition, Sprint must approve any change of control of the ownership of AirGate
or iPCS and must consent to any assignment of their Sprint agreements. Sprint
also has a right of first refusal 1f AirGate or iPCS decide to sell its
operating assets to a third party. Each of AirGate and iPCS also is subject to a
number of restrictions on the transfer of its business, including a prohibition
on the sale of AirGate or iPCS or their operating assets to competitors of
Sprint or Sprint PCS. These restrictions and other restrictions contained in the
Sprint agreements could adversely affect the value of AirGate's common stock,
may limit our ability to sell our Dbusiness, may reduce the value a buyer would
be willing to pay for our business and may reduce the "entire business value,"
as described in our Sprint agreements.

We may have difficulty in obtaining an adequate supply of certain handsets
from Sprint, which could adversely affect our results of operations

We depend on our relationship with Sprint to obtain handsets, and we have
agreed to purchase all of our 3G handsets from Sprint through December 31, 2004.
Sprint orders handsets from various manufacturers. We could have difficulty
obtaining specific types of handsets in a timely manner if:

o Sprint does not adequately project the need for handsets for itself, its
Sprint PCS network partners and it's other third party distribution
channels, particularly in transition to new technologies; such as "one
time radio transmission technology," or "1XRTT;"

o Sprint gives preference to other distribution channels;

o we do not adequately project our need for handsets;

o Sprint modifies its handset logistics and delivery plan in a manner that
restricts or delays our access to handsets; or

o there is an adverse development in the relationship between Sprint and its

suppliers or vendors.

The occurrence of any of the foregoing could disrupt our customer service
and/or result in a decrease in our subscribers, which could adversely affect our
results of operations.

We are reliant on financial information and data provided by Sprint

The Company places significant reliance on the timeliness and accuracy of
revenue and cost data related to its customer base that it receives on a monthly
basis from Sprint. The Company makes significant revenue, allowance for doubtful
accounts, cost of service and sales and marketing cost estimates Dbased on data
it receives from Sprint. The Company obtains assurance to the accuracy of this
data through reliance on the "Statement of Attestation Services" (SAS) 70 report
on Sprint's 1internal control processes. Errors that are not reconciled on a
timely Dbasis by Sprint could have a material adverse effect on the results of
operations and cash flows of the Company.

Non-renewal or revocation by the Federal Communications Commission of the
Sprint PCS licenses would significantly harm our business

PCS licenses are subject to renewal and revocation by the Federal
Communications Commission referred to as the FCC. Sprint PCS licenses in our
territories will Dbegin to expire in 2007 but may be renewed for additional
ten-year terms. There may be opposition to renewal of Sprint's PCS licenses upon
their expiration, and the Sprint PCS licenses may not be renewed. The FCC has
adopted specific standards to apply to PCS license renewals. Any failure by
Sprint or us to comply with these standards could cause revocation or forfeiture
of the Sprint PCS 1licenses for our territories. If Sprint loses any of its
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licenses in our territory, we would be severely restricted in our ability to
conduct business.

If Sprint does not maintain control over its licensed spectrum, the Sprint
agreements may be terminated, which would result in our inability to provide
service

The FCC requires that licensees 1like Sprint maintain control of their
licensed spectrum and not delegate control to third-party operators or managers.
Although the Sprint agreements with AirGate and iPCS reflect an arrangement that
the parties believe meets the FCC requirements for licensee control of licensed
spectrum, we cannot assure you that the FCC will agree. If the FCC were to
determine that the Sprint agreements need to be modified to increase the level
of licensee control, AirGate and iPCS have agreed with Sprint to use their best
efforts to modify the Sprint agreements to comply with applicable law. If we
cannot agree with Sprint to modify the Sprint agreements, they may be
terminated. If the Sprint agreements are terminated, we would no longer be a
part of the Sprint PCS network and would be severely restricted in our ability
to conduct business.

RISKS PARTICULAR TO OUR INDUSTRY

Significant competition in the wireless communications services industry
may result in our competitors offering new or better products and services or
lower prices, which could prevent us from operating profitably

Competition in the wireless communications industry is intense. Competition
has caused, and we anticipate that competition will continue to cause, the
market ©prices for two-way wireless products and services to decline in the
future. Our ability to compete will depend, 1in part, on our ability to
anticipate and respond to various competitive factors affecting the
telecommunications industry.

Our dependence on Sprint to develop competitive products and services and
the requirement that we obtain Sprint's consent to sell local pricing plans and
non-Sprint PCS approved equipment may limit our ability to keep pace with
competitors on the introduction of new products, services and equipment. Some of
our competitors are larger than us, possess greater resources and more extensive
coverage areas, and may market other services, such as landline telephone
service, cable television and Internet access, with their wireless
communications services. Furthermore, there has been a recent trend in the
wireless communications industry towards consolidation of wireless service
providers through joint ventures, reorganizations and acquisitions. We expect
this consolidation to lead to larger competitors over time. We may be unable to
compete successfully with larger companies that have substantially greater
resources or that offer more services than we do. In addition, we may be at a
competitive disadvantage since we may be more highly leveraged than some of our
competitors.

Increased penetration rates could 1limit or decrease our rate of new
customer additions

Intense competition 1in the wireless communications industry could cause
prices for wireless products and services to decline. 1If prices drop, then our
rate of net customer additions will take on greater significance in improving
our financial condition and results of operations. However, as our and our
competitor's penetration rates in our markets increases over time, our rate of
adding net customers could decrease. If this decrease were to happen, our
business and financial results could be materially adversely affected.

Alternative technologies and current wuncertainties in the wireless market
may reduce demand for PCS
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The wireless communications industry 1is experiencing significant
technological change, as evidenced by the increasing pace of digital upgrades in
existing analog wireless systems, evolving industry standards, ongoing
improvements in the capacity and quality of digital technology, shorter
development cycles for new products and enhancements and changes in end-user
requirements and preferences. Technological advances and industry changes could
cause the technology used on our network to become obsolete. Sprint may not be
able to respond to such changes and implement new technology on a timely basis,
or at an acceptable cost.

If Sprint is unable to keep pace with these technological changes or
changes in the wireless communications market Dbased on the effects of
consolidation from the Telecommunications Act of 1996 or from the uncertainty of
future government regulation, the technology used on our network or our business
strategy may become obsolete. 1In addition, wireless carriers are seeking to
implement an upgrade to "one times radio transmission technology," or "1XRTT,"
as well as "third generation," or "3G," technology throughout the industry. The
3G technology promises high-speed, always-on Internet connectivity and
high-quality video and audio. We cannot assure you that Sprint or the Company
can implement 1XRTT or 3G technology successfully or on a cost-effective basis.

We are a consumer business and a recession in the United States involving
significantly lowered spending could negatively affect our results of operations

Our primary customer base 1s individual consumers and our accounts
receivable represent unsecured credit. We believe the economic downturn has had
an adverse affect on our operations. In the event that the economic downturn
that the United States and our territories have recently experienced Dbecomes
more pronounced or lasts longer than currently expected and spending by
individual consumers drops significantly, our business may be further negatively
affected.

Regulation by government and taxing agencies may increase our costs of
providing service or require us to change our services, either of which could
impair our financial performance

Our operations and those of Sprint may be subject to varying degrees of
regulation by the FCC, the Federal Trade Commission, the Federal Aviation
Administration, the Environmental Protection Agency, the Occupational Safety and
Health Administration and state and local regulatory agencies and legislative
bodies. Adverse decisions or regulation of these regulatory Dbodies could
negatively impact our operations and our costs of doing business. For example,
changes in tax laws or the interpretation of existing tax laws by state and
local authorities could subject us to increased income, sales, gross receipts or
other tax costs or require us to alter the structure of our current relationship
with Sprint.

Use of hand-held phones may pose health risks, which could result in the
reduced use of wireless services or liability for personal injury claims

Media reports have suggested that certain radio frequency emissions from
wireless handsets may be linked to various health problems, including cancer,
and may interfere with various electronic medical devices, including hearing
aids and pacemakers. Concerns over radio frequency emissions may discourage use
of wireless handsets or expose us to potential 1litigation. Any resulting
decrease in demand for wireless services, or costs of litigation and damage
awards, could impair our ability to achieve and sustain profitability.

Regulation by government or potential 1litigation relating to the use of
wireless phones while driving could adversely affect our results of operations
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Some studies have indicated that some aspects of using wireless phones
while driving may impair drivers' attention in certain circumstances, making
accidents more 1likely. These concerns could lead to potential 1litigation
relating to accidents, deaths or serious bodily injuries, or to new restrictions
or regulations on wireless phone use, any of which also could have material
adverse effects on our results of operations.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits
99.1 Certification of Periodic Report - Chief Executive Officer
99.2 Certification of Periodic Report - Chief Financial Officer
(b) Reports on 8-K

None.

Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its Dbehalf by the
undersigned officer thereunto duly authorized.

AIRGATE PCS, INC.

By: /s/ Alan B. Catherall

Alan B. Catherall

Title: Chief Financial Officer
(Duly Authorized Officer, Principal Financial
and Chief Accounting Officer)

Date: August 14, 2002

EXHIBIT INDEX

Exhibit

Number Description

(a) Exhibits

99.1 Certification of Periodic Report - Chief Executive Officer
99.2 Certification of Periodic Report - Chief Financial Officer
(b) Reports on 8-K

None.
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