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July 21, 1998

Mr. Harlan Best, Deputy Director
Fixed Utlity Division

Public Utilities Commission
500 E. Capitol Avenue

Pierre, SD 57501-5070

Re: Appli of Logix C i Corporation {/k/a Dobson
Wireless, Inc. for a Certificate of Authority to Operate as a Reseller of
Telecommunciations in the State of Illinois.

Dear Mr. Best

Enclosed please find for filing an ongmnal and eleven (11) copies of the
Application of Logix Communications Corporation fk/a Dobson Wireless, Inc. for a
Centificate of Authority to Operate as a Rescller of Telecommunications Services Within
the State of South Dakota. | have enclosed an extra copy of this application, along with a
self-addressed, postage prepaid envelope for date stamping and retum 1o me by the
Commission. Also included is our check for filing in the amount of $250.00

If you have any questions or if | may provide you with any additional information,
please do not hesitate to contact me

Respectfully submitted

John W. Gray, Jr
Regulatory Vice President/Legal Counsel

IWG:pm

Enclosures
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BEFORE THE STATE OF SOUTH DAKOTA PUBLIC UTILITLY COMMISSION

In the Matter of the Application of

Logix Communications Corporation Docket No
fk/a Dobson Wireless, Inc. for a

Certificate of Authonity to Provide

Intrastate Resold Telecommunications

Services

RECEIVED

JUL 23 1398

Applicant SOUTH DAKQTA p
Logix Communications Corporation UTiLiTies COMM:s‘s’%‘,C
13439 North Broadway Extension
Oklahoma City, OK 73114
405-391-8500

APPLICATION

Applicant will provide services under the name Logix Communications Corporation
(“Logix™)

a. Logix was incorporated on June 7, 1996, in the state of Oklahoma. A copy of our

Centificate of Authority to transact business in South Dakota from the Secretary of State is

provided in Attachment “A™

b. Logix cumrently does not have a principal office in the state of South Dakota. Our
registered agent is CT Corporation, 319 S. Coteau Street, Pierre, SD 57501

¢ Logix 1s a wholly-owned subsidiary of Dobson Wireline Company, located at 13439
North Broadway Extension, Oklahoma City, OK 73114

d. N/A
The applicant is not a pantnership
Logix intends on offering interexchange to!l services throughout the state of South Dakota

Logix will provide services on a total resale basis through facilities owned and operated by
WorldCom, Inc

1] services to the entire state of South Dakota.

Logix will provide interexchange to
Current financial statements and tariffs are attached

Designiated contact persons to handle inquiries on the following




a. Issues related to the processing of this application and any regulatory/legal matiers

John W. Gray, Jr

Regulatory Vice President and Legal Counsel
13439 North Broadway Extension
Oklahoma City, OK 73114

Phone: 405-391-8500

Fax: 405-391-8735

ail: jgrayi@dobson net

b. Consumer issues'Customer complaint resolution
Joe Bernardi

Marager of Customer Service Operations
100 Park Avenue, Suite 900

Oklahoma City, OK 73102

Phone: 405-516-8335

Fax: 405-516-8712

E-mail: jbernard@dobson.net

Customer billing and customer service matters are handled by our customer service department
via 1-888-391-8700

10. Logix has never been denied registration or certification in any state.  We are currently
certified to do business in the following states: Oklahoma, lowa, New Jersey. Michigan,
Virginia, Texas, Missouri, Colorado and Kansas.

11. Service will be marketed directly to both residential and business customers throughout the
state via experienced Logix sales representatives. Logix does not use multi-level marketing
12. The services to be offered by Logix are competitive and therefore no cost support data is

yuired

1. John W. Gray, Jr., Regulatory Vice President and Legal Counsel, hereby attest that the
facts and information contained herein are true and correct 1o the best of my knowledge.

Respectfully submitted,

Ny

Jotm W. Gray, Jr
Regulatory Vice President and Le
Logix Communications Corporation

gal Counsel




OFFICE OF THE SECRETARY OF STATE

CERTIFICATE OF AUTHORITY

I, JOYCE WAZELTINE, Secretary of State of the State
of South Dakota, hereby certify that the Application for
a Certificate of Authority of LOGIX COMMUNICATIONS
CORPORATION (OK) to transact business in this state duly
signed and verifiec pursuant to the provisions of the
South Dakota Corporation Acts, nave been received in this
office and are found to conform to law

ACCORDINGLY ang by virtue of the autnority vested in
me by law, I nereby issue this Certificate of Authority
ano attach hereto & duplicate of tne application to
transact business in this state under the name of LOGIX
COMMUNICATIONS CORPORATION

IN TESTIMONY WHEREODF, I have
hereuntc set ay hand ana
affixed the Great Seal of the
State of South Dakota, at
Pierre, the Capital, this

Jl.ne/z., 1598
il
- s
"“ o e N AP

{t’: HAZELTINE
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SECRETARY OF STATE FILE NO. s
STATECAPITOL RECEIPTNO. JLIN (2 1998 _
PIERRE, $.0. 57501 mgﬁ

6057734845 }/

5 S0, 07 8TATE
FAX (605) 773-45! 3

TION FOR CERTIFICATE OF AUTHORITY

SDCL 47-8-7. the undersigned comporation herely apphes for a Cenificate
mnﬁ&mwmommmmmumlum

of the wm'x COMMUNICATIONS CORPORATION
(Exact corporate name)
N ’\Y'
=
mlrmmdﬂﬁmmmm«mmem “coporation”, “company”, “incorporated™
o “imited” oridoes not contain an abbreviation of one of such words, then the name of the corporation
with the word or abbreviation which it elects to add thereto for use in this state s

() State wher : oklab 33-1502633

(4) The date of its June 7, 1996 and the penod of its
duration, Mmyupﬂp«nl s Pezpetual

(5) The aadress of its principal office in the state or country under the laws of which # is incorporated is
13439 North Broadway Ext Oklahoma City OK Zip Code 23114
mailing address if different from above is: .
—_— Zip Code

6) The street add ess, or & Satement that there is no street address, of its proposed registered office in
/o C T Corporation \y.-.n

the State of South Dakota is 3.9 S. Coteau St., Pierre, SD TR —
and the name of its proposed registered agent in the State of South Dakota at that address is

Corporation System Se=T0e

(7) The purposes wiuch t proposes to pursue in the transaction of business in the State of South Dakota
are: (state specific purpose) Provide telecommunication services s

(8) The names and respective addresses of its directors and officers are
Name Officer Title Strwet Address

—See 3 in Addend

mmmlhwﬂmmuhnumﬂtymmu- femized by classes, par value of shares
shares without par vaiue, and series, if any, within a class is.
Par value per share or statement that shares are
of shares without par value
1,000

—C Sommon without par value

Jcd‘ SARATIAEA U T WO




(10) The aggregate number of A ssued shares, femized Dy classes, par value of shares, shares without

par value, and senes. if any. within a dlass, is

Par value per sharz or statement that shares are
without par value

without par value

Number
of shares. Class

500
(11) The amount of its stated capital, is $== -
Shares issued tmes par value equals stated capital In the case of no par value stock, stated capital is
the consideration recerved for the issued shares.

(12) This appiication s accompanied by a CERTIFICATE OF FACT or a CERTIFICATE OF GOOD STANDING
Ouly acknowledged by the scoetary of state or other officer having custody of corporate records in the
state or country under whose laws it is incorporated

(13) That such corporation shall not directly or indirectly combine or make any contract with any incorporated
company, foreign Of domestic, twough their stockholders or the Wustees or assigns of such stockholders,
or with any copanership oOr association of persons, of in any manner whatever (o fix the prices, limit
the production or regulate the transportation of any product Of commodity SO as 10 prevent competition
in such prces, o of to establish

(14) That such comoration. 83 a consderation of its being permitted 1o begin Or continue Uoing business
within the State of South Dakota, will comply with all the laws of the sad State with regar to foreign
corporations.

The srphcation must be signed, in the presence of a notary public, by the chairman of the board of directors,
or by the president or by another officer

| DECLARE AND AFFIRM UNDER THE PENALTY OF PERJURY THAT THIS APPLICATION IS IN ALL THINGS,
TRUE AND CORRECT

oxec May 22 594

State ut,L
County of S
On this _L__ A lSiL before me _Q&Q;_Kim‘_
aed_Bruse ﬁm&z&n—.m:om.amwm.mu
that is in and that exacuted the

CONSENT OF APPOINTMENT BY THE REGISTERED AGENT

{ £ T CORPORATION SYSTEM
(name of registered agent)

mq‘uuuaoen'vu_A:(»...{_f:a_my rlcATiop S "A”f':/’ﬂ"‘f

(corporste name) S
Osted_____[o— / .’9."‘;. g asAl
nature §f registered agent) i

L hereby give my consem 10 serve as the

'SP RISEA AU ¢




Name
Title
Address

Name
Title
Address

Name

Addendum

Stephen T Dobson
President
13439 N Broadway Ext Oklahoma City OK 73114

Everett R Dobson
Secretary/Treasurer
13439 N Broadway Ext Oklahoma City OK 73114

Bruce R Knooihuizen
CFO/Ex VP
13439 N Broadway Ext Oklahoma City OK 73114

d' SPRUAIMEA AN ¢
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LOGIX COMMUNICATIONS CORPORATION

the Compan
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Dakota Tariff

riginal Sheet §

LOGIX COMMUNICATIONS CORPORATION

TARIFE FORMAT SHEETS

eet numbers appear in the upper right corner of the page. Sheets
are new sheets are occasionally added to the tariff. wWhen
a new sheet is added bet already in effect, a decimal is added. For example, a
new sheet added between sheets 14 and 15 would be 1 1

lso appear in the upper right corner of each
the most current shee on file with the
example, the 4th revised Sheet 14 cancels
eet for the sheet currently in effect

B. Sheet Revision Numbers - Re
page. These numbe re used t
South Dakota Pub
the 3rd revised Sheet 14. Con

ilities

ne levels of paragraph codin
higher level

c. Numbering
Each level of coding is subser

A
D. Check made spdated check accompanies the

with a

tariff fi rets

eck sheet is

reflect th gnated by an

are the
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LOGIX COMMUNICATIONS CORPORATION

SECTION 1
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ARTHUR ANDERSEN LLP

DOBSON COMMUNICATIONS CORPORATION
AND SUBSIDIARIES

CONSOLIDATED FINANCIAL STATEMENTS AS OF
DECEMBER 31, 1997 AND 1996

TOGETHER WITH REPORT OF INDEPENDENT
PUBLIC ACCOUNTANTS




ARTHUR ANDERSEN LLP

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors of
Dobson Communications Corporation

We have audited the accompanying :onsol:dnmi balance sheets of Dobson Communications

G (an Oklahoma as of December 31, 1997 and 1996, and the
r -Lmd consolidated statements of vptnmm stockholders’ deficit and cash flows for each of the
three years in the period ended December 31, 1997 These consolidated financial statements are the
responsibility of the Company’s Our s press an optnion on these
consolidated financial statements based on our audits

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material An audit includes g ON a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management. as well as

evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opuon

In our opnion, the consolidated financial statements referred to above present farly, inall materal
respects, the financial position of Dobson C as of

and
DNecember 31, 1997 and 1996, and the results of their oprnnofu And their cash flows for each of the
three years in the period ended December 31, 1997, in conformity with generally accepted accounting

' it i 12V

Oklahoma City, Oklahoma,
March 26, 1998



DOBSON COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

CURRENT ASSETS:

Cash and cash equivalents

Accounts receivable-
Due from customers, net of allowance for doubtful accounts of

$648,919 and $339,144 in 1997 and 1996, respectively

Affiliates

Restricted cash and investments

Inventory

Deposits

RTFC subordinated capital certificates

Income taxes receivable

Prepaid expenses and other

Deferred income taxes

Total current assets
PROPERTY, PLANT AND EQUIPMENT. net

OTHER ASSETS:

Receivables - Affiliates

Notes receivable - Affiliates

Restricted investments

Cellular license acquisition costs, net of accumulated
amortization of $13,814,229 and $3,286.104 in 1997 and 199,
respectively

Deferred costs, net of accumulated amortization of $2,850,109
and $1.548,443 in 1997 and 1996, respectively

Excess of cost over original cost of assets acquired, net of
accumulated amortization of $1,130.769 and $1,035,529 in 1997
and 1996, respectively

Other intangibles, net of accumulated ame - tization of $851,107

I in 4 subsid and other

Total other assets

Total assets

1997
S 3,006,668
15,795.919
633,146
17,561,231
1,470,207

845,000
2264191
B

1790362
35027

529,107
5852282
9,216,202
206,694,474
11,012,735
2,676,203
9,328,031
7,764,566
233073620

33215200

S

23,465,128
3,952,155
2771443

—La781n
35061666
SL6948025
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—1097_ = _19%¢
CURRENT LIABILITIES

Accounts payable S 12839605 S 4718124
Accrued expenses 7,845,401 1633834
Deferred revenue 1720024 499,982
Customer deposits 326932 148,530
Current portion of long-term debt 1140824 1,190,924
Accrued dividends payable 1595238

Total current liabilities 9237
LONG-TERM DEBT, net of current portion 104,303,802
DEFERRED CREDITS:

Income taxes 739, 916,252
Investment tax credits and other 2

Total deferred credits
MINORITY INTERESTS
COMMITMENTS (Note 13)

CLASS B CONVERTIBLE PREFERRED STOCK 10,000,000
CLASS C PREFERRED STOCK 1,623,329

STOCKHOLDERS' DEFICIT
Class A preferred stock 100,000
Class A common stock. S1 par value, 1,000,000 shares authorized
and 473,152 issued and outstanding in 1957 and 1996 473152
Paid-in capital 5,508,285
Retained deficit __(30,841,106)

(24.759.669)

Less-
Class A Common Stock held in treasury, at cost (11.913,000)
Class A Preferred Stock owned by Dobson Telephone

Total stockholders' deficit (36772669
Total liabilines and stockholders deficit $2383214260

The accompanying notes are an integral part of these consolidated balance sheets.
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CONSOLIDATED S MENTS O N

S ENDED DECEM

1997 1996 1995

OPERATING REVENUE
Wireless revenue $66,127,721  $26,107.481 S 18,989,791
Wireline revenue 18,455,210 16,286,190 14,765,620
Other — 386206 ___ 831802 ___ 693411

Total operating revenue 85169137 3,22 _ 34448822

OPERATING EXPENSES
Wireless cost of service 18,754,603 7,074,207 5,167,817
Wireline cost of service 2,588,797 2,001,764 1846460
Marketing and selling 11762279 4,908,050 3,156,620
General and administrative 19877030 12086509 10138379
Depreciation and amortization 21,729,095 6652792

Total operating expenses

OPERATING INCOME ZAMS64

OTHER OME (EXPENSES).
Equity in income (losses) of unconsolidated
partnerships 21576
Interest income 2.840,533 1075
Interest expense (30,098327) (6.477,651)
—(183199) _(1.608,538)

Other )

Total other expenses {27.218639) __(8.063338) _ (4310184

INCOME (LOSS) BEFORE MINORITY INTERESTS IN
INCOME OF SUBSIDIARIES, INCOME TAXES
AND EXTRAORDINARY ITEMS (16,761,306) (628,974) 3,176,570
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DOBSON COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

EOR THE YEARS ENDED DECEMBER 1997, 1996 AND 1995

—1 . 19
MINORITY INTERESTS IN INCOME OF

SUBSIDIARIES $ (L693372) §_ (675098)

INCOME (LOSS) BEFORE INCOME TAXES AND
EXTRAORDINARY ITEMS (18,454,678) (1.304.072) 1842415

INCOME TAX (PROVISION) BENEFIT 3.287.7: 410795 (738.235)

INCOME (LOSS) BEFORE EXTRAORDINARY ITEMS (15.166,938) (893.277) 1104180

EXTRAORDINARY EXPENSE, net of income tax
expense of $960,508 in 1997 and $323,205 in 199%
(Note 4) 1.567.147) 2734)

NET INCOME (LOSS) (16,734,085) (1.420,611)
DIVIDENDS ON PREFERRED STOCK _(2.603362)

NET INCOME (LOSS) APPLICABLE TO COMMON
STOCKHOLDERS SU9337.40)

BASIC NET INCOME (LOSS) APPLICABLE TO
COMMON STOCKHOLDERS PER COMMON
SHARE

Before extraordinary expense
Extraordinary expense

BASIC NET INCOME (LOSS) APPLICABLE TO
COMMON STOCKHOLDERS PER COMMON
SHARE

BASIC WEIGHTED AVERAGE COMMON SHARES
OUTSTANDING 123152

The accompanying notes are an integral part of these consolidated financial statements.




POBSON COMMUNICATIONS CORPORATION AND SUBSIDIARIES

INSOLIDATED STATEMENTS OF STOCKHOLDERS' DEFICTT

Kl
1997, 1996 A

it
FOR THE YEARS ENDED DECEMBER

D 1995

Class A Class A Class B

DECEMBER 31, 1994
Net income
Cash dividends declared on

referred Stock
Shares

mmon Stock
Amount  Share

s - 300 $

Amount

1,000

_Common Stock
Shares

1,000

Amount

$ 1,000

Stock Owned
___by Subsidiary
Shares Amount

1.000

Paid-in
—Capital

$ (1.000) $ 5980437

Treasury
Stock, at
—Cost_

$(11,913,000)

Retained
Eamnings
ADeficit)
s (892022)

1,104,180

preferred stock
Cash dividends declared on
common stock

(591,300)

——— s it v —{660.858)
1,000 5980437 (11913000) (1,040,000
- (1.420,611)

DECEMBER 31, 1995
Net loss
Recapitalization (Note 6)
Cash dividends declared on
preferred stock
Cash dividends declared on
common stock

1,000
(1.00) u.z;uu;
(849.137)
(560291)

(3470,039)
(16.774,085)

DECEMBER 31, 199
Net loss
Cash dividends declared on
preferred stock
Cash dividends declared on
common stock
Preferred stock dividend -
Issuance of preferred stock 100,000

DECEMBER 31,1997 100000

(11,913,000

(980,033)

(7.633,620)

: (1.623,329)
100,000

£100,000

lg(;m (I(l"‘ll.l)
100000 $000000)

$73152

$011.213.000)

AR $.5.500.285 $00811,100)

The accompanying notes are an integral part of these consolidated financial statements.
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DOBSON COMMUNICATIONS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

EOR THE YEARS ENDED DECEMBER 1997, 1996 AND 1995

199 1995 __

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) $ (16734.085) § (1420811) S 1104180
Adjustments to reconcile net income (loss) to net
cash provided by operating activities-
Depreciation and amortization 21.729.095 9720379 6,652,792
Amortization of bond premium and financing
cost 1663818
Deferred income taxes and investment tax
credits, net (3.0724%)
Loss on disposition of assets, net 205,694 1.799.570
Extraordinary loss on financing cost 2527.655 850,539 .
Minority interests in income of subsidianies 1693372 1334155
Equity in losses (income) of unconsolidated
partnerships (222348) 21576) 98.288
Changes in current assets and Labilities-
Accounts receivable (7.017,005) (360.480) (1.814.510)
Inventory (267.292) (340.295) 88.802
Income taxes receivable 288,063 (1,133,063) 274,207

Prepaid expenses and other (2,070.762) 90,684 257.904
Accounts payable 8.121.481 1,904,193 (132.794)
Accrued expenses 5,616,006 283,650 03132
Deferred revenue 636,135 79.166 Tid2e
Customer deposits 178402 21030 16291

Net cash provided by operating activities 12275795 11,387,281 8633365

CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (B3215535)  (17437.774)  (3.924.961)
Purchase of cellular license and properties (190,719,765)  (30,000,000)

Proceeds from sale of property, plant and

equipment 132331 377178 23,500
Proceeds from sale of investment in unconsolidated

subsidiary . 967,000 -
(Increase) decrease in deposits 1,583,706 (1350,000) (5,000,000
(Increase) decrease in receivable - affilia 769,821 (468,054) (340,606)
Increase in notes receivable (2585517)  (1004435)  (1,164.290)
Deferred start-up costs (1101322) -
! in unconsolid. hips and

other, net (6164084) __(463668) __ (663122)
Net cash used in investing activities (221,100,363) (49379753) _(11.069479)




Page20f 2

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 1997, AN

1997 __199% 1995

CASH FLOWS FROM FINANCING ACTIVITIES.
Proceeds from notes pa S . $ 100,000 S 700,000
000)

Repayments of notes payable (800,000) a
Proceeds from long-term debt 343,500,000 75,750,000 737349
Repayments of long-term debt (88841,512)  (35910470)  (4,723,198)
Dividend distributions-
Preferred stock (117,186) (176,748) (591,300)
Common stock (7,633,620) (549.564) (660,858)
Distributions to partners (458,378) (145,005) (877.122)
Issuance of preferred stock - 10,000,000 -
Purchase of treasury stock . (5.913,000) -
Purchase of restricted investments (38,389,299)
Proceeds from restricted investments 10,836,243
Redemption of RTFC subordinated capital
certificates 1,051,057
Deferred financing costs __(9.725,288)

Net cash provided by financing activities 210222017

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS 1397447

CASH AND CASH EQUIVALENTS, beginning of year 1609221
CASH AND CASH EQUIVALENTS, end of year $. 3000668

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION
Cash paid for

Interest (net of amounts capitalized) S 22679047 S 6784154  $3,415088

Income taxes s - S 838100 $ 303,031

SUPPLEMENTAL DISCLOSURES OF NONCASH
INVESTING AND FINANCING ACTIVITIES
192
Purchase of PCS licenses with debt issuance $ 4,056,204
Allocation of noncash purchase price to license
cost $ 3,747,000
Stock dividend paid through the issuance of
preferred stock S 1623329

The accompanying notes are an integral part of these consolidated financial statements




DOBSON COMMUNICATIONS CORPORATION AND SU ARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1 ORGANIZATION

Dobson Communications Corporation (“DCC™ or the “Company”) was incorporated as an Oklahoma
corporation in February 1997, under an Agreement and Plan of Reorganization effective February 28
1957 Under this plan, DCC acquired all of the outstanding Class A Common Stock, Class C Common
Stock and Class B Convertible Preferred Stock of Dobson Operating Company (“DOC”) In exchange,
the holders of the Class A Common Stock and Class B Convertible Preferred Stock of DOC received
equivalent shares of stock of DCC. The holders of Class C Common Stock received 100,000 shares of
Class A Preferred Stock of DCC. In addition. DCC assumed all DOC outstanding stock options,
substituting shares of DCC Class B Common Stock for the DOC stock subject to options. As a result
of the reorganization, DCC is the parent company of DOC

As part of the reorganization, the stock of certain subsidiaries of DOC was distributed to DCC DOC
continues to be the holding company for the Company’s cellular, local exchange and wholly-owned
fiber subsidiaries See Note 16 for discussion of the Company’s reorganization subsequent to
December 31, 1997,

apital ces and Growth

The Company s total indebtedness and debt service requirements will substantially increase as a
result of the transactions described in Notes 7 and 16 and the Company will be subject to significant
financial restrictions and limitations. If the Company is unable to satisfy any of the covenants under
the credst facilities described tn Note 16, including financial covenants, the Company will be unable to
borrow under the credit facilites during such time period to fund planned capital expenditures. its
ongoing operations or other permussible uses

The Company’s ability to manage future growth will depend upon its ability to monitor operations.
control costs, maintain effective quality controls and significantly expand the Company's internal
management, technical and accounting systems, all of which will result in higher operating expenses
Any failure to expand these areas and to implement and improve such systems. procedures and
controls in an efficient manner at a pace consistent with the growth of the Company’s business could
have a material adverse effect on the Company s husiness, fnancial condition and results of
operations




The Wireless cations segment is of the cellular entities of DCC listed below,
which operate cellular telephone systems servicing areas in Oklahoma, Texas, Kansas, Missouri,
Maryland. Pennsylvania and Arizona. The name of the entity/ partnership, metropolitan statistical
area (“MSA”)/rural service area (“RSA”) and the Company’s percentage of ownership are as follows

Entity/Par i

MSA/RSA Served

Dobson Cellular of Enid, Inc
Dobson Cellular of Woodward, Inc

Texas RSA 2 Limited Partnership
Oklahoma Independent RSA 5 Partnership
Oklahoma Independent RSA 7 Partnership
Oklahoma RSA 3 Limited Partnership
Dobson Cellular of Kansas/Missouri, Inc.

Oklahoma MSA 2

Oklahoma RSA 2

Texas RSA 2

Oklahoma RSA 5

Oklahoma RSA 7

Oklahoma RSA 3

Kansas RSA 5, Missouri RSAs 1

and 4, and the Linn County

portion of Missouri RSA 5
Dobson Cellular of Maryland, Inc Maryland RSA 2; Cumberland,
MD MSA; Hagerstown, MD
MSA; Maryland RSA 3; Bedford
County portion of Pennsylvania
10 West RSA

Gila River Cellular General Partnership Arizona RSA 5 7

ompany is responsible for g services to the Oklahoma
ndent RSA 5 .m! Partnerships, Ten\ ILSA 2 hmltrd Partnership ("Texas Partnership®) and
the Gila River Cellular General Partnership. The Company is accountable to the partners for the
execution and compliance with contracts and nd for filing of required by
law which are made on behalf of these partnerships. The books and records of these partnerships are
also maintained by the Company.

Wireline Telecommunications
Local Exchange

The Company. through Dobson Telephone Company, Inc. ("Dobson Telephone”), provides wireline
telephone service to nine contiguous exchanges in western Oklahoma and three contiguous counties
adjacent to and east of the Oklahioma City metropolitan areaDobson Telephone operates under the
authority of the Federal Communications Commuission (* ru ) Rates charged by Dobson Telephone

are regulated by the FCC and the Oklahoma C Dobson Telep! like other
wireline companies that operate in rural areas Mme the (u\l to provide service is higher than
normal, receives high cost support funds from state jurisdictions and the federal universal service
funds. Approximately 36% of the Company’s revenue from its wireline local exchange operations for
the year ended December 31, 1997, was from these two sources.




nications service between Oklahoma City. Oklahoma
mpany. Inc ("Dobson Fiber) In addition, the
ado Partnership which provides fiber optic
do and Colorado Springs. Colorado

LEC operations in October 1997 through Logix Communications
Log gix provides and resells mtegrated services including local exchange, long

ance. wigless. paging and internet in Oklahoma City, Oklahoma and Tulsa, Oklahoma. On
1991, the Company and Logix entered into a definitive agreement to purchase substantially

assets of American Teico, Inc (~ATI”) for approximately $130 million as discussed in

ANT ACCOUNTING POLICIES

of Consolidation

The consolidated financial statements of the Company include the accounts of all majority owned
subsidiaries For financial reporting purposes, the Company reports 100% of revenues and expenses
for the markets for which it provides wireless telecommunications service. However, in several of its
markets. the Company holds less than 100% of the equity ownership. The minority stockholders’ and
rtners’ shares of income or losses in those markets are reflected in the consolidated statements of
Operations as “minority interests in income of subsidiaries * For financial reporting purposes, the
Company lidates each and p p in which it has a interest (greater
than 50%) Significant intercompany accounts and transactions have been eliminated. Investments in
unconsolidated partnerships where the Company does not have a controlling interest are accounted

for under the equity method

Cash and Cash Equivalents

Cash and cash equivalents on the accompanying consolidated balance sheets includes cash and short-

p

term investments with original maturities of three months or less

Inventory
Ihe Company values its inventory at the lower of cost or market on the first-in, first-out method of

accounting

Impairment of Long:Lived Assets

The Company assesses potential impairments of long-lived assets, certain identifiable intangibles and
goodwill when there is evidence that events or changes in circumstances indicate that an asset's
carrying value may not be recoverable. An impairment loss is recognized when the sum of the
expected future net cash flows is less than the carrying amount of the asset. The amount of any
recognized impairment would be based on the estimated fair value of the asset subject to impairment
compared to the carrying amount of such asset No such losses have been identified by the Company.




llular License Acquisition Costs

Cellular license acquisition costs consist of amounts paid to acquire FCC licenses to provide cellular
services Cellular license acquisition costs are be:ng amortized on a straight-line basis over ten to
fifteen vears. Amortization expense of $10,528.125, $1.59%.794 and $413,486 was recorded in 1997,
1996 and 1995, respectively

The ongoing value and remaining useful lives of intangible and other long-term assets are subject to

pe odic evaluation and the Company currently expects the carrying amounts to be fully recoverable.
When events and circ indicate that gible and other long. assets might be
impaired. an undiscounted cash flow methodology would be used to determine whether an

impairment loss would be recognized

Deferred Costs

Deterred costs consist primarily of fees incurred to secure long-term debt, start-up costs and
organizational costs. Deferred start-up costs are amortized on a straight-line basis over three years.
Deferred financing costs are being amortized on a straight-line basis over the term of the debt of eight
years Amortization expense related to these costs of $1,238,355, $405,493 and $412.384 was recorded
in 1997, 1996 and 1995, respectively.

Excess of Cost Over Original Cost of Assets Acquired

The excess of cost over the original cost of assets acquired relates to Dobson Telephone's acquisition
of McLoud Telephone Company in 1985 and is being amortized using the straight-line method over
40 years Amortization expense of $95.240 was recorded tn 1997, 1996 and 1995.

Other Intangibles

Other intangsbles consist of amounts paid to acquire FCC licenses to provide PCS service and
amounts paid to acquire cellular customer lists in 1997 PCS license acquisition costs are not being
amo-tized untl the Company’s PCS service becomes operational. Customer list acquisition costs are
being amortized on a straight-line basis over five years. Amortization expense of $851,107 was
recorded in 1997,

Advertising Costs

Advertising costs are expensed as incurred and are included as marketing and selling expenses in the

accompanying of o

ome.

The Company files a consolidated income tax return. Income taxes are allocated among the various
entities included in the consolidated tax return, as agreed, based on the ratio of each entity’s taxable
income (loss) to consolidated taxable income (loss) Deferred income taxes reflect the estimated
future tax effects of differences between financial statement and tax bases of assets and Liabilities at
year end




Revenue Recognition

The Company records service revenues over the period they are earned. The cost of providing
service is recognized as incurred

Airtime and toll revenue s billed in arrears. The Company accrued estimated unbilled revenues for
services provided of approximately $1,209,000 and $858,000 as of December 31, 1997 and 1996,
respectively, which are included in accounts in the d balance
sheets. Monthly access charges are billed in advance and is lcﬂ«lcd as Me"ed revenue on the
accompanying consolidated balance sheets. Cellular equipment sales are recognized when the
cellular equip is delivered to th costs (p )

and loss on equipment sales) are expensed as mcumd

Earnings Per Share

Basic income (loss) per common share is computed by the weighted average number of shares of
common stock outstanding during the year. Primary loss per common share for 1996 was determined
on the assumption that shares of Class B convertible preferred stock were common stock from the
date of their issuance as each share of Class B convertible preferred stock is entitled to participate in
common stock dividends on a basis equivalent to shares of common stock, in addition to the stated
preferred stock dividend. In 1997, the Company adopted SFAS No. 128, “Earnings Per Share.” Asa
result, the Company’s reported net income (loss) per common share for 1996 and 1995 were restated.

Diluted net loss per common share has been omitted because the impact of stock options and
convertible preferred stock on the Company’s net loss per common share is anti-dilutive

Use of Estmates
The of these financial in with generally accepted

u(n:m’mg principles requires management to make estimates and assumptions that affect the
amounts reported in the financial and P g notes. Actual results

could differ from those estimates.

Significant Concentrations

In connection with providing cellular services to customers of other cellular carriers, the Company
has contractual agreements with those carriers which provide for agreed-upon billing rates between
the parties. Approximately 45% of the Company’s cellular roaming revenue was earned from three
cellular carriers during the year ended December 11, 1997, while 56% and 54% of the Company’s
cellular roaming revenue was earned from two cellular carriers during the years ended December 31,
1996 and 1995, respectively

Recently Issued A i

In June 1997, the Financial Accounting Standards Board ("FASB") issued Statement of Financial
Accounting Standards ("SFAS”) No. 130, “Reporting Comprehensive Income,” effective for fiscal
years beginning after December 15, 1957. Management of the Company plans to adopt this
accounting standard as of January 1, 1998. SFAS No. 130 requires that all items required to be

g under of income (loss), consisting of
both net income (loss) and mou items that b)pcs. the summm of operations and are reported as a
separate component of stockholders’ deficit. be reported in a financial statement that is displayed
with the same prominence as other financial statements. The Company does not believe that its
comprehensive income (loss) through December 31, 1997, will differ materially from net income
(loss)




At December 31, 1997, the Company adopted SFAS No_ 131, " Disclosure about Segments of an
nterprise and Related Information.” which requires a new basis of determining reportable segments

(1€, the management approach) This approach (as contrasted with the prior requirement which

a specified classification system for determining segments) designates the Company’s

al organization as used by management for making operating decisions and assessing

performance as the source of business segments. DCC and its subsidiaries are organized into two
business segments to facilitate the delivery of service to customers: Wireless Telecommunications
and ine Telecommunications Segment results are presented on this new basis in Note 12 at
December 31, 1997, 199 and 1995

cations

Certain reclassifications have been made to the previously presented 1996 and 1995 balances to
conform them to the 1997 presentation

3 PROPERTY, PLANT AND EQUIPMENT

Property. plant and equipment are recorded at cost Newly constructed cellular systems, telephone
systems and fiber optic cable systems are added to property, plant and equipment at cost which
includes contracted services. direct labor, materials overhead and capitalized interest. For the years
ended December 31, 1997, 199 and 1995, interest capitalized was not material. Existing property,
plant and equipment purchased through acquisitions is recorded at its fair value at the date of the
purchase Repairs. minor replacements and maintenance are charged to operations as incurred. The
provisions for depreciabion are provided using the straight-line method based on the estimated useful
lives of the various classes of depreciable property

Listed below are the major classes of property. plant and equipment and their estimated useful lives,
in vears. as of December 31, 1997 and 199

Useful Life 1997 199

Wireless systems and equipment S10 $42279323  S21441.766
Wireline systems and equipment - 40 62071415 58,302.89%
Juildings and improvements 5 - 40 13767179 8,631,772
Vehicles, awrcraft and other work equipment - 10 4670379 4,106,869
Furniture and office equipment 10 5,883,602 2848.049
Plant under construction 45184% 21473

Land 42938 201,494
Property, plant and equipment 133619774 97,680,165

Accumulated depreciaton 4526939 35750261
Property. plant and equipment. ne S 88350278  § 61929904

During 195, the Company disposed of two mobile telecommunications switching offices and related

equipment for which it recognized a pretax loss of $1.725.39. The loss is included in other income
(expenses) in the accompany ing consolidated statements of operations




-TERM D!

The Company's long-term debt as of December 31, 1997 and 199, consisted of the following
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Revolving credit facility 5171513855
Senior notes 160,000,000
Mortgage notes payable 28639359
Other notes payable — 4036204

Total debt 364209418
Less- Current maturities 1140824

Total long:-term debt $363.068.594
Revolving Credit Facility

On February 28, 1997, the Company’s bank credit agreement was amended and restated to provide
the Company with a $200 million revoiving credit facility maturing in 2005. Interest on borrowings
under the new credit agreement accrues at variable rates (weighted average rate of 8 43% at
December 31,1997) Initial proceeds were used to refinance existing indebtedness, finance the
Maryland/ Pennsylvania Acquisition described in Note 7 and for general corporate purposes,
including $7.5 million to pay a dividend to holders of its Class A Common stock. In connection with
the closing of the revolving credit facility, the Company extinguished its then existing credit facility,
and a pretax loss of app ly $2.5 million as a result of writing off previously
capitalized financing costs associated with the old revolving credit facility. This loss has been
reflected as an extraordinary item. net of tax, in the Company’s consolidated statement of operations
for the year ended December 31, 1997

On March 19, 199, the Company amended and restated the old revolving credit agreement. In
connection with this amendment. the Company recorded a pretax loss of approximately $ 8 million as
a result of writing off previously capitalized financing costs. This loss has been reflected as an
extraordinary item, net of tax, in the ving lidated statement of for the year
ended December 31, 199

In April 1997, the Company entered into an interest rate hedge agreement to hedge the Company's
interest expense on its indebtedness under the revolving credit facility. The agreement provides for a
rate cap of 8% plus a factor, based on the Company’s leverage ratio (cap at December 31, 1997, was
10.5%), terminating on the earlier of April 24, 2000, or the date an option to enter into an interest rate
swap transaction is exercised by the counterparty. Under the swap agreement. the interest rate
would be fixed at 6.13% plus the factor used to determine the rate cap or a floating LIBOR rate,
terminating on April 24, 2002. The Company accounts for this instrument as a hedge.

Senior Notes

On February 25, 1997, the Company issued $160 million principal amount of 11.75% senior notes
maturing in 2007. The net proceeds were used to finance the Maryland/ Pennsylvania Acquisition
described in Note 7 and to purchase securities pledged to secure payment of the first four semi-
annual interest payments on the notes, which began on October 15, 1997. The pledged securities are
reflected as “restricted investments” in the Company’s consolidated balance sheet The senior notes
are redeemable at the option of the Company in whole or in part, on or after April 15, 2002. initially at
105875% Prior to Apnl 15. 2000, the Company may redeem up to 35% of the principal amount of the




senior notes at 111 750% with proceeds from sales of stock. provided that after any such redemption
at least $104 mullion remains outstanding

Mortgage Notes

The mortgage notes payable to the United States of America, through the Rural Utilities Service
("RUS") and the Rural Telephone Bank (“RTB") with interest rates ranging from 2% to 10.75% due in
quarterly or monthly installments maturing at various dates from 1998 to 2028. The mortgage notes
are secured by substantially all the assets of Dobson Telephone and contain, among other things,
restrictions on the payment of dividends and redemption of capital stock, as defined. Under the long-
term debt agreements, Dobson Telephone is restricted, without RUS approval, from making any loans
to, or in any manner extending its credit to various affiliates The agreements also prohibit payment
of dividends or distributions or new investments in affiliated companies unless after such action
Dobson Telephone's current assets exceed its current liabilities and its adjusted net worth (as defined
in the agreement) is at least 30% of (1) its adjusted assets (as defined in the agreement), or, (i) if
smaller, the sum of 10% of its adjusted assets. plus 30% of the excess of its adjusted net worth over
10% of its adjusted assets, if any, plus 30% of the amount of any reduction of its adjusted net worth
resulting from the declaration or payment of dividends or other distributions

l

Other notes payable represents the amount financed with United States Government for nine PCS
licenses as discussed i Note 7

Minimum future payments of long-term debt for years subsequent to December 31, 1997, are as

follows

1998 S 1140824
1999 1370385
2000 20921.21
2001 29973554
2002

2003 and thereafter

5 RESTRICTED CASH AND INVESTMENTS

Restricted cash and investments consist of an interest pledge deposit of approximately $26 8 million
which includes an initial deposit of $38 4 million (as discussed in Note 4), net of interest earned and
payvments issued to bondholders  Amortization expense of $322.850 was recorded in 1997 for bond
premiums recorded with the purchase of the restricted investments. At December 31, 1997, the
carrying value of these nvestments exceeded the market value by approximately $404,000

6 STOCKHOLDERS® DEFICTT,

Effective February 28, 1997, the stockholders of DCC and Dobson Holdings Corporation ("Dobson
Holdings”). a new corporation. entered into an agreement and plan of reorganization. Under the
reorganization, Dobson Holdisgs acquired all of the outstanding Class A common stock, Class C
common stock and Class B Preferred of DCC In exchange. the holders of the Class A common stock
and Class B Preferred of DCC received equivalent shares of stock of Dobson Holdings. The holders of
the Class C common stock received 100,000 shares of Class A preferred stock of Dobson Holdings. In
addition. Dobson Holdings assumed all DCC outstanding stock options, substituting shares of
Dobson Holdings Class B common stoch for the stock subect to options. As a result, Dobson
Holdings is the parent company of DCC




As part of the reorganization, the stock of certain subsidiaries was distributed to Dobson Holdings so
that DCC is the holding company for the wireline and wireless subsidianies. Additionally, DCC
hanged its corporate name to DOC and Dobson Holdings changed its corporate name to DCC

On March 19. 1996, the Company redeemed all of the shares of the Class A Preferred for $3,913,000,
which is reflected in the accompanying consolidated statement of cash flows for the year ended
December 31, 1996

In comunction with the execution of the amended and restated revolving credit facility on March 19,
1996, as described in Note 4, the Company canceled its then outstanding Class A and Class B
common stock and authorized the capital structure of the Company to consist of 1,000,000 shares of
Class A voting common stock. S1 par value per share, 31.000 shares of Class B common stock. S1 par
value per share, 59.130 shares of 10% ¢ ble Class A
preferred stock, 5100 par value per share, and 100,000 shares of Class B convertible preferred stock
Class B Preferred”), $1 par value per share, 8% dividend that accrues on a daily basis. On the same
date, the Company tssued 100,000 shares of Class B Preferred  The net proceeds from the sssuance of
the Class B Preferred was approximately $9.400.000. In addition, the Company issued 473,152 shares
of Class A voting common stock to the holders of the onginal Class A common stock. On
November 15, 199, the Company amended its certificate of incorporation to eliminate Class A
Preferred from its authorized capital stock

As part of this recapitalization of the Company, Dobson Telephone was entitled to receive shares of
Class C common stock in exchange for its shares of Class B common stock. In 1997, the Company
issued these shares of Class C Common Stock to Dobson Telephone

Holders of Class B Preferred are entitled to cumulative dividends as and when declared by the board
of directors of the Company and a liquidation preference over the other classes of capital stock. The
Class B Preferred stockholders are also entitled to a dividend equal to the amount they would have
received had the Preferred Stock been converted into Class A common stock. Each share of Class B
Preferred 1s convertible into Class A common stock instially at a ratio of one to one. Each share of
Class F Preferred has voting rights equivalent to Class A common stock. at a rate equal to the number

# Class A common shares into which the share of Class B Preferred is convertible at the record date
of such vote In addition, the Class B Preferred stockholders have the right, as a class, to elect two
members of the board of directors of the Company

Holders of Class B Preferred have the right to sell up to 50% and 100% of their stock to the Company
after March 19, 2001 and 2002, respectively. or upon the occurrence of certain events, at the then fair
market value After March 19, 2003, the Company has the night to call all of the outstanding shares of
Class B Preferred at the then fair market value

In February 1997, a $7 5 mullion dividend was paid on the Class A Common Stock. As a result of the
$7.5 mullion dividend, holders of Class B Preferred were entitled to a “Make-Whole Dividend” of
approumately $1.6 million. In lieu of such Make-Whole Dividend, the holders of Class B Preferred
received 100,000 shares of Class C Preferred Stock having a liquidation preference of $1,623,329.

Holders of Class C Preferred are entited to 8% cumulative dividends as and when declared by the
board of directors of the Company and a liquidation preference over the other classes of common
stock and equity securites  The Class C Preferred is not convertible and has no voting nights.

The Company may redeem. by vote of the board of directors, the Class C Preferred at any time and
from time to time, in whole or in part. Upon the earlier of the occurrence of certain events or

February 28, 2002, the Company must redeem all the outstanding shares of Class C Preferred at the
liquidation value thereof plus accrued dividends




7. ACQUISITIONS
Recent Wireless Acquisitions
On February 28, 1997, the Company purchased the FCC cellular licenses for, and certain assets

relating to, two MSAs and two RSAs located in Marvland and Pennsylvania for $77 6 million The
propetties are located outside the Washington/ Baltimore P area

On March 3, 1997, the Company purchased the FCC cellular license for, and certain assets relating to,
Marnyland RSA 2 for 758 million  The property is located to the east of the Washington/Balt:more
metropolitan area. This acquisition and the one completed on February 28, 1997, are referred to
together as the “Maryland/ Pennsylvania Acquisition

On October 1, 1997, the Company purchased a 75% interest in the Gila River Cellular General
Partnership (the “Anzona 5 Partnership”), which owns the cellular license for Arizona RSA

as the associated tangible operating assets, and Gila River Telecommunications Subsidiary, Inc.
(“GRTSI") purchased a 25% interest in the Arizona 5 Partnership. As part of this transaction, the
Company purchased the stock of Associated Telecommunications and Technologies, Inc. (“ATTI"),
which owned 49% of one of the partners of the Arizona 5 Partnership (with a 41.95% interest). Of the
$14.2 million purchase price for ATTL 595 million was paid to a director and the chief executive
officer and the chairman of the board of the Company. who together owned two-thirds of the ATTI
stock Contemporaneously, the Company received the following payments on outstanding loans
from affiliates $1.9 muilion from the chairman of the board of directors, president and chief executive
officer of the Company, $446.090 from a director and 519 million from an affiliate. Upon completion
of these transactions, the Company paid a net purchase price of $39.8 million for its 75% interest in
the Arizona 5 Partnership In addition. the Company financed approximately $5 2 million of the

$13 3 million purchase price paid by GRTSI for its 25% interest in the Arizona 5 Partnership. The 552
million note receivable bears interest at the Company’s available rate under its revolving credit
facility Principal and interest will be paid from 60% of partnership distributions beginning after
September 30, 1998 Any unpaid amounts of principal and interest are due on December 31, 2013

The scquisition transactions were accounted for as puuham -nd accordingly, their results of
operations have been included in the accomp of op from the
The

respective dates of dited pro (om\. f set forth below includes all
acquisitions for the years ended 1997 and 199, respectively, as if the purchases occurred at the
beginning of 1996 The unaudited pro forma information is presented for informational purposes
only and is not necessanily indicative of the results of operations that actually would have been
achieved had the acquisitions been consummated at that time:
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(unaudited)

Operating revenue $ 97868743 $80121663
Loss before extraordinary items (13337.341)  (19,130,988)
Net loss applicable to common stockholders (17.507850)  (20.507.459)
Basic net loss applicable to common stockholders per

common share (37.00) (334

On March 19, 199, the Company purchased the FCC cellular licenses for. and certain assets relating
10, one REA located n Kansas and three RSAs and a portion of another RSA located in Missouri for
$30 million The properties (the “Kansas/Missour: Cluster”) are located in northeastern Kansas and
northwestern Missour: near Kansas City




Subsequent Wireless Acquisitions

On January 26, 1998, the Company purchased the FCC cellular license for and certain assets relating
to the Tevas RSA 16 for $36 6 million, subject to adjustment The property is located in south central
Texas between Houston, San Antonio and Austin. As of December 31, 1997, the Company had placed
527 million into escrow pending closing the acquisition and s included in investments in
unconsolidated subsidianies and other in the accompanyin

Proposed Wireless Acquisitions

On November 17, 1997, the Company entered into a definitive agreement to purchase the stock of a
corporation which owns a 75% interest in a partnership (“the California 4 Partnership®), and on
March 19, 1998, it entered into a definitive agreement to purchase the corporation owning the
remaining 25% interest in the California 4 Partnership for a combined purchase price of
approumately 87 million, subject to adjustment  The California 4 Partnership owns the FCC cellular
license and system for, and certain assets relating to, California RSA 4. California RSA 4 1s located in
northern California approximately 50 miles inland from California’s central coast in an area between
Fresno and Modesto

Upon the execution o the definitive agreement. the Company placed 525 millon into escrow
pending closing the acquisition and is included in 0 unc d subsidiaries and
other in the accompanying balance sheet at December 31, 1997

On March 1998, the Company entered into a definitive agreement to purchase 70% of the
outstanding stock of a corporation that owns the FCC cellular license for, and the assets relating to,
the Santa Cruz MSA for a purchase price of approximately $25 2 million, subject to adjustment The
Company is currently negotiating to acquire the remaining 30% of the outstanding stock of such
corporation The property ts adjacent to California RSA 4 and is located southwest of San Jose and

north of the Monterey Pennsula on California’s coastline
Licenses

In the second quarter of 1997, the Company was granted PCS licenses in the FCC “F” Block auction
for nine markets adjacent to or overlapping the Company’s existing cellular footprint in Oklahoma.
Kansas and Missour:. The aggregate bid for these licenses was $5.1 million after a 15% discount The
Company financed approximately $4 1 million of the purchase price in July 1997 by notes pavable to
the United States Government at an annual interest rate of 6 25% (see Note 4) This represented a
noncash financing activity, and accordingly. s not reflected in the accompanying consolidated
statement of cash flows. Interest payments are due quarterly beginning no earlier than April 30, 1998
The obligations will be amortized quarterly over an eight-year period beginning in 1999

8 EMPLOYEE BENEFIT PLANS
401() Plan

The Company maintains a 401(k) plan (the “Plan’) in which substantially all emplovees of the
Company are eligible to participate  The Plan requites the Company to match 100% of employees’
contributions up to 4% of thei salary Contributions to the Plan charged to the Company’s operations.
were approximately $225,000, $149,000 and $149.000 during the years ended December 31, 1997, 1996
and 1995, respectively




Stock Option Plan

The Company has adopted a stock option plan, the 1996 Stock Option Plan (1199 Plan®). The
pany accounts for this plan under APB Opinion 25, under which no compensation cost is
grized in the accompanying consolidated financial statements if the option price is equal to or
ter than the fair market value of the stock at the time the option is granted

Under the Company’s 1996 Plan. the Board of Directors may grant both incentive and non-incentive
& options for employees. officers and directors to acquire Class B Common Stock. Since the 199
Plan’s adoption, stock options have been tssued at the market price on the date of grant with an
expiration of ten years from the grant date. Options granted to one employee during 1997
representing 42 9% of total options granted in 1997 vest as follows: options to purchase 12% of such
shares first become exercisable on each of the first five anniversaries of the grant date. options to
purchase an additional 8% of such shares first become exercisable on the same dates if annual
performance objectives are achieved. The remaining options issued in 1997 and all of the options
issued in 1996 vest at a rate of 20% per year. The Company has reserved 30,166 shares of authorized
but unissued Class B Common Stock for issuance under the 199 Plan.

Stock options outstanding under the 1996 Plan are presented for the periods indicated

Number of Option Price
Shares Range

Outstanding December 31, 1995 - -
Granted 8374 $100
Evercised - -
Canceled - .
Catstanding December 31, 199 8374 S100 =
Granted 14.059 $100-5150
Exercised - -
Canceled - -
Outstanding December 31, 1997 22433 $100-5150
Exercisable at December 31, 1997 1.675 $100

The following schedule shows the Company « net loss and net loss per share for each of the years
ended December 31, had compensation expense been determined consistent with SFAS No 123 The
pro forma information presented below is based on several assumptions and should not be viewed as
indu

tive of the Company in future periods

(S in thousands, except for per share amounts) 1997 199
Net loss applicable to common stockholders
As reported S (19337) $(2270)
Pro forma $ (19540) $(2.309)

Basic net loss applicable to common stockholders per
commo. share
As reported $(4087) S (4.80)
Pro forma $(4130) $(4.88)

Diluted net loss per common share has been omitted because the impact of common stock equivalents
is anti-dilutive
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The fair value of each option grant is esimated on the date of grant using the Black-Scholes option
pricing model with the following weighted-average assumptions used for grants in 1997 and 199,
respectively

(Amounts expressed in percentages) 1997 199
Interest rate 6.60% 698%
Dividend yield - -
Expected volatility 4027% 39.88%

The weighted average fair value of options granted using the Black-Scholes option pricing model was
7142 for 1997 and S64 84 for 1996

9 TAXES

Provision (benefit) for income taxes for the years ended December 31, 1997, 1996 and 1995, were as
follows:

1997 996 1995

Federal income taxes-

Current s - S (45,000) 394,000
Deferred (2730,000) (280,000 245,000
Deferred investment tax credits amortized (39.000)  (48.000)  (48,000)

State income taxes (current and deferred) 5190000 _(38000) _147.000

Total income tax provision (benefit) SG288.000) SG1L0 S738.000

The provisions for income taxes for the years ended December 31, 1997, 199 and 1995, differ from
amounts computed at the statutory rate as follows

1997 199 1995

Income taxes at statutory rate (34%) $(6.241.000) S (444,000) S 625,000
Deferred investment credits amortized (39.000) (48,000) (48.000)
Amortization of excess of cost over original cost of

assets acquired 32,000 32.000 32,000
State income taxes, net of Federal income tax effect (734.000) (52,000) 71,000
Loss on redemption of executive life insurance policy - 48,000
Purchase price adjustment 3,747,000 - -
Other, net 530000 __101,000 10,000

0280000 $LILNO) 738000



The tax effects of the temporary differences which gave rise to deferred tax assets and Liabilities at
December 31, 1997 and 1996, were as follows

SRS | ISR | | O
Current deferred income taxes
Allowance for doubtful accounts receivable S 152000 S 92000
Accrued labilities 45,000 -
Deferred expenses 17000 ___ 298000
Net current deferred income tax asset 214,000 390,000
Noncurrent deferred income taxes
Fined assets (3.266,000)  (1.710,000)
angible assets (9,859,000) -
Tax credits and carryforwards 10,386,000 794,000
Net noncurrent deferred income tax asset
(Liabality) 2.739,000) 916,000)
Total deferred income taxes SR325000) (5260000

The tnvestment tax credits previously recorded by the Company for book purposes have been
deferred and are being amortized over the average lives of the property giving rise to the credits. The
investment tax credit amortization used to offset income tax expense was $39.000 in 1997 and $48,000
for each of the years ended December 31, 1996 and 1995

At December 31, 1997, the Company had investment tax credit carryforwards for tax purposes of
1,000, which may be utilized to reduce future Federal income taxes payable. Unless utilized, the
remaining investment tax credit carryforwards will expire in 1999

At December 31, 1997, the Company had alternative minimum tax credit carryforwards of $659,000
that may be utilized to reduce future regular Federal income taxes payable

At December 31, 1997, the Company had NOL carryforwards of 523,600,000, which may be utilized to
reduce future Federal income taxes payable

RELATED PARTY TRANSACTIONS

At December 31, 1997 and 199, the Company had notes and interest recetvable of $5,888,054 and
$3.308.438, respectively. of which §5.8: 2 and $3,266.765 was due from related parties, including
5295612 and $2.253.892 at December 31, 1957 and 199, respectively, from the Company’s directors
and officers. The notes bear interest at various interest rates ranging from 4% to 14 5% at
December 31, 1997

The Company leases its corporate office space from a related party, as discussed in Note 13

During 1995, the Company purchased 75,000 shares of common stock of Zenex Communications, Inc
("Zenex”) a long distance carnier serving customers primarily in Oklahoma, for $75,000 and
purchased 400,000 shares of Zenex Class B preferred stock for $400,000. In 1996, the Company
purchased an additional 275,000 shares of Zenex Class B preferred stock for $275,000.

On October 28, 1996, the Company sold its 675,000 shares of Zenex Class B preferred stock and 30,000
of its shares of Zenex common stock for approimately $817,000. In addition. the Company sold its
option to purchase additional stock for $130.000 The Company recognized a $262.000 gain on these
transactions




In July 1997, the Company purchased 30,000 shares of Zenex common stock for $150.000 and resold
the shares in November 1997 to the Company’s chairman of the board of directors, president and
chief execuntive officer at a price equal to the Company’s cost

In September 1997, the Company purchased a loan for 5263882 made by a bank to Zenex and resold
such loan to the Company's chairman of the board of directors, president and chief executive officer
in November 1997 at a price equal to the Company’s cost

11 ACCRUED EXPENSES
Accrued expenses consist of the following at December 31

e 199
Interest

Property tax 55,660

Vacation, wages and other —81L28

Total accrued expenses L3401 S L0338
12R DF BUSINESS SEGMEN

The Company operates in two reportable segments: Wireless Telecommunications and
Wireline Telecommunicatiors. These segments are strategic business units that offer different
products md services. They are managed separately because each business requires different
g strategies. The g policies of the segments are the same as.
those dn(nbrd in the summary of significant accounting policies in Note 2. The Company
evaluates and measures performance of each segment based on operating cash flow (2). The
Company accounts for intersegment sales and transfers as if the sales or transfers were to
third parties, that is, at current market prices. The Company allocates corporate overhead,

mmm taxes and amortization of deferred financing cost to each segment. Not all segments
ha ve significant noncash items other than depreciation and amortization in reported profit or
loss. A summary of the Company’s operations by segment is as follows

OPERATING INFORMATION: 1997 199 1995
Operating revenue-
Wireless Telecommunications.
External $66,127.721  $26,107.481  $18,989.791
Wireline Telecommunications
External 18,455,210 16,286,190 14,765,620
Intersegment 1,721,500 1,609.901 149023
Other (1)
External 586,206 831802 693,411
Intersegment 4.189.815 7547401 4,061,098
Intersegment revenue 5911315 (9157322 (5.560,121
Total operating revenue 85, a7 3225473

OPERATING INFORMATION
Operating income-
Wiseless Telecommunications 5395846
Wireline Telecommunications 3242129

Other 1819358

Total operating income 10457333




Operating cash flow- (2)
Wireless Telecommunications 7,005,374
Wireline Telecommunications 7.269.783

Other 2879786
Total operating cash flow & 14,139,546

Interest, net- (3)
Wireless Telecommunications 21,065,157 1,229.821
Wireline Telecommunications 2443914 1,975,071

Other 3748723 618413
Total interest, net 3823,

Income (loss) before income taxes and
extraordinary items
Wireless Telecommunications 1 (3.908,951)
Wireline Telecommunications 438,355

Other 2166524

Total income (loss) before income
taxes and extraordinary items 304, Qz:

INVESTMENT INFORMATION
Segment assets-
Wireless Telecommunications 299223415 60858579 19749045
Wireline Telecommunications 56905807 34651888 53128878
Other unallocated assets (4) 333,055938 67563393 17731407
Intersegment receivables 05970900) (86125835) (17,119.231)

Total segment assets 383214260 116948035 73490009

OTHER INFORMATION
Depreciation and amortization-
Wireless Telecommunications 16,580,754 5058348 2.393,506
Wireline Telecommunications 4931315 4478933 4124046
Other 217,02 3 135240
Total depreciation and
amortization 21729095 9720379 6,652,792

Capital expenditures-
Wireless Telecommunications 16,231,189 12,619,701 1412033
Wireline Telecommunications 5.463,631 3,544,133 2357483
Other 1520715 1.273.940

Total capital expenditures 23215535 z 3924961

Other significant noncash items- (6)
Wireless Telecommunications 1693372 X 1334155
Wireline Telecommunications -

Other -

1) Revenue from segments below the quantitative thresholds are to two
entities of the Company. Those entities inc lude a small finance and leasing
company and a corporate holding company




Operating cash flow ts operating income excluding the charge for depreciation
and amortization expense

Included in interest expense is amor tization expense of deferred financing cost
discussed in (4) below. The amortization expense is allocated to the wireless and
wireline segments based on the segments pro rata portion of total debt on the date
of debt issuance

Other unallocated assets primarily consist of corporate receivables from
subsidiaries, restricted cash and investments (see Note 5) and deferred financing
cost

The intersegment eliminations were included to reconcile reportable segment
activities to the Company s consolidated totals

Other significant noncash items consist of minority interest in income of
subsidiaries included in income (loss) before income taxes and extraordinary
items

13 COMMITMENTS

Effective December 6, 1995 (amended December 20. 1995 and June 24, 1997), the Company entered
o an equipment supply agreement in which the Company agreed to purchase approximately $30
mullion of cell site and switching equipment between June 24, 1997 and June 23, 2001, to update the
ceilular systems for the newly acquired and existing MSAs and RSAs. Of the commitment,
approximately $13 8 million remained at December 31, 1997

The Company entered into an additional equip supply ag with a second vendor on
January 13,1998, The Company agreed to purchase approximately S81 million of cell sites and
switching equipment between January 13, 1998 and January 12. 2002, to update the cellular systems

tor the newly acquired and existing MSAs and RSAs

Future minimum lease payments required under operating leases that have an initial or remaining
noncancellable lease term in excess of one v at December 31, 1997, are as follows.

1998 $2,108.059
1999 1,951,368
2000 1.784 527
2001 1,601,699
2002 1320225
2003 and thereatter 5,798,631

Included in the annual lease commitments is approximately $277,000, payable annually to an
affiliated entity through July 2005 Lease expense under the above leases was approximately
$1.106.000, $425,000 and $300,000 for the years ended December 31, 1997, 1996 and 1995, respectively

14 LITMIGATION SETTLEMENT.

On February 16, 1994, a judgment was entered against Dobson Cellular Systems, Inc. ("Dobson
Cellular’) in a lawsuit initated by a competitor for violation of the Federal Communications Act in
connection with pricing of various services in the Texas RSA 2 market area in the amount of $742.318,
and post-judgment interest at a rate of 3 74% from the date of the judgment unti! the amount was to
be paid in full




M, of the Texas P! hip agreed to reimburse Dobson Cellular for any and all costs
related to these actions. A provision of $150,000 was charged to the Texas Partnership's operations in
1993, for anticipated costs of appealing the judgment  During 1995, this case was settled at a total cost
to the Texas Partnership of approximately $430,000, net of insurance proceeds. A provision for
$280,000 was charged to the Texas Partnership’s operations in 1995, and is included in other expenses
in the accompanying consolidated statement of operations for the year ended December 31, 1995

15 FAIR VALUE OF FINANCIAL INSTRUMENTS.

Unless otherwise noted, the carrying value of the Company’s financial instruments approximates fair
value The Company estimates the fair value of its long-term debt based on quoted market prices for

publicly traded debt or on the current rates available to the Company for debt with similar terms and
remaining maturation

Indicated below are the carrying amounts and estimated fair values of the Company’s financial
instruments as of December 31

1997 199
Carrying Carrying

Amount air V. Amount Val

Revolving credit facility $ 171,513,855 $171,513855 $75750,000  $75,750,000
Senior notes 160,000,000 169,200,000 - -
Mortgage notes payable 28639359 26969543 29.744.726 24,855,656
Other notes payable 4056204  4.200,695 z

Interest rate hedge - (2644149)
16 SUBSEQUENT EVENTS
Preferred Stock

In Jannary 1998, the Company issued 175,000 shares of 12.25% senior exchangeable preferred stock
mandatorily redeemable in 2008 for $1.000 per share. Holders of the preferred stock are entitled to
cumulative dividends from the date of issuance and a liquidation preference over the other classes of
capital stock. Additionally, the preferred stock is redeemable at the option of the Company on or
after January 15,2003 Holders of the preferred stock have no voting rights. The preferred stock is
not registered under the Securities Act of 1933 and may not be offered or sold in the United States
without or absent an apy ption from reg The
Company must make an offer to exchange y identical shares under the
Securities Act of 1933 for the shares outstanding within six months of the issuance, or the stated
dividend rate will increase by 5%

Reorganization

in conjunction with the issuance of the preferred stock discussed above, the Company formed three
new subsidianes. Dobson Cellular Operating Company (“DCOC”), DOC Cellular Subsidiary
Company ("DOC Cellular Subsidiary*) and Dobson Wireline Company (“DWC”). DCOC was created
as the holding company for subsidiaries formed to effect cellular acquisitions. DCOC has been
designated an unrestricted subsidiary under the senior note indenture which covers the senior notes
discussed in Note 4. DOC Cellular Subsidiary was created as the holding company for the then
existing cellular subsidiaries DWC was created as the holding company for the Company’s wireline,
fiber and resale operations. DWC was designated an unrestricted subsidiary under the senior note
indenture and the certificate of designation establishing the preferred stock




line ssitions

subsidiary of the Company entered into a definitive agreement to purchase the
son. subect to adjustment AT1 s based in Houston. Texas
primanly commercial customers in five major Texas markets,
Dallas. Ft Worth. San Antorio and Austin At the time of the agreement, the
1on into an escrow account pending closing The Company plans to finance
sgh the wireline bridge facility discussed below

wary 6. 1998, a subsidiary of the Company purchased from Zenex contractual nghts,
ation data and other nights with respect to certain of Zenex's long distance customers located
n areas served by Dobson Telephone for $105.000. In addition. on January 6, 1998, the Company
entered into a non-binding letter of intent with Zenex to purchase contractual nights, information data
rights with respect to Zenex's commercial long distance resale customers in Oklahoma for
ion. subyect to adjustment  Even though the letter of intent with respect to the Zenex
urchase has expired. negotiations are continuing

WC obtained a commitment letter for a $135 million bridge facility (*Bridge
Notes") The Bridge Notes will be used to finance the AT] acquisition, to fund the Zenex purchase,
and to provide additional oper ¢ The facility will bear interest at 13%, increasing by 1%
after six months from the issuance date and increasing by an additional 0.5% at the end of each
subsequent three-month penod Interest s pavable quarterly in arrears and the Bridge Notes mature
ssuance In addition. DWC must pay a commitment fee equal to 1.25% of
the principal amount and a takedown fee of the principal amount of the Bridge Notes. The
Bridge Notes are secured by substantially all of the assets of DWC. including the Pending Wireline

Acquisitions The Bridge Notes are expected 1o be extinguished with proceeds from either a private
debt offering to be completed during 1998 or through the issuance of senior rollover notes (the
Rollover Notes”) The Rollover Notes w their enturety to redeem 100% of the
outstanding principal amount of the Bridge Notes  The Rollover Notes would bear interest at a
variable rate and mature ten years after the date of issuance The Rollover Notes would be secured
with the same assets secured under the Bridge Notes

Credit Facility

In March 1998, the Company's subsidiary DCOC established a $200 million senior secured credit
facility (the “DCOC Credit Facility”) DCOC s obligations under the DCOC Credit Facility are
secured by all current and future assets of DCOC, including the Texas 16 assets and assets acquired in
future wireless acquisitons  The Company s suisidiary DOC also established a $250 mullion senior
secured credit facility (the “Amended Bank Facility”) to replace the exssting revolving credit facility
discussed in Note 4. The Amended Bank Facility continues to be secured by all of DOC's stock and
the stock or partnership interests of its restricted subsidiaries and all assets of DOC and its restricted
subsidiaries The DCOC Credit Facility and the Amended Bank Facility requires the Company to
maintain certain financial ratios. The failure to mamntain such ratios would constitute an event of
default. notwithstanding the Company’s ability to meet its debt service obligations. The credit
faciliies will be used primartly to refinance existing indeb! finance capital exp

consummate acquisitions, finance interest payments on the Company s 11 75% senior notes, and fund
general corporate operations The facilities will termunate in 2006

in connection with the closing of the Amended Bank Facility, the Company extinguished its then
existing credit facility and recogrized a preta loss of approximately $3 3 mullion as a result of writing
off previously capitalized financing costs associated with the revolving credit facility. Such amount is
included in deferred costs in the accompanying consolidated balance sheets at December 31
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

IN THE MATTER OF THE APPLICATION OF ) ORDER GRANTING
LOGIX COMMUNICATIONS CORPORATION ) CERTIFICATE OF
FOR A CERTIFICATE OF AUTHORITY TO ) AUTHORITY
PROVIDE TELECOMMUNICATIONS )

SERVICES IN SOUTH DAKOTA ) TC98-135

On July 23, 1998, the Public Utilities C (Cs with SDCL
49-31-3 and ARSD 201024 02, received an application for a cemﬁca(s of authority from Logix
Communications Corporation (Logix)

Logix proposes to provide long distance service, inbound long distance service, travel card
service, prepaid calling cards, and operator services. A proposed tanff was filed by Logix. The
Commission has classified long distance service as fully competitive

On July 23, 1998, the C cally notice of the filing and the
intervention deadline of August 7, 1998, to interested individuals and entities. No petitions to
intervene or comments were filed and at its regularly scheduled November 25, 1998, meeting, the
Commission considered Logix's request for a certificate of authority. Commission Staff

granting a of authority, subject to the condition that Logix not offer a
prepaid calling card or require deposits or advance payments without prior approval of the
Commission

The Commission finds that it has jurisdiction over this matter pursuant to Chapter 49-31,
specifically 49-31-3 and ARSD 20:10:24.02 and 20:10:24.03. The Commission finds that Logix has
met the legal requirements established for the granting of a certificate of authority. Logix has, in
accordance with SDCL 49-31-3, sufficient , financial and managernial

to offer services in South Dakota. The Commission approves
Logix's application for a certificate of authonty, subject to the condition that Logix not offer a prepaid
calling card or require deposits or advance payments without prior approval of the Commission. As
the Commission's final decision in this matter, it is therefore

ORDERED, that Logix's application for a certificate of authonty is hereby granted, subject to
the condition that Logix not offer a prepaid calling card or require deposits or advance payments
without prior approval of the Commission It is

FURTHER ORDERED, that Logix shall file informational copies of tanff changes with the
Commission as the changes occur

Dated at Pierre, South Dakota, this + [ day of December, 1998

CERTIFICATE OF SERVICE BY ORDER OF THE COMMISSION
)
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SOUTH DAKOTA PUBLIC UTILITIES
COMMISSION

CERTIFICATE OF AUTHORITY

To Conduct Business As A Telecommunications Company
Within The State Of South Dakota

Authority was Granted November 25, 1998
Docket No. TC98-135

This is to certify that
LOGIX COMMUNICATIONS CORPORATION

is authonzed to provide telecommunications services in South Dakota

This certificate 1s issued in accordance with SDCL 49-31-3 and ARSD
201024 02, and is subject to all of the conditions and limitations contained in
the rules and statutes governing its conduct of offering telecommunications
services

Dated at Pierre, South Dakota, this _;,/«'f day of ApllZrrfis. 1998

SOUTH DAKOTA PUBLIC
UTILITIES COMMISSION:

]

2N Lol
JAMES A BURG, Chairman

PAM NELSON, Commissioner _

224 £ aye
LASKA SCHOENFELDER. C
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