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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934.
For the quarterly period ended June 30, 2002

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934.

For the transition period from to

Commission File Number 0-29752

Leap Wireless International, Inc.

(Exact name of registrant as specified in its charter)

Delaware 33-0811062
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
10307 Pacific Center Court, San Diego, CA 92121
(Address of principal executive offices) (Zip Code)

(858) 882-6000
(Registrant s telephone number, including area code)
Not applicable

(Former name, former address and former fiscal year, if changed since last reported)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports) and (2) has been
subject to such filing requirements for the past ninety days. Yes x No o

The number of shares of registrant s common stock outstanding on August 7, 2002 was 37,579,781.
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PART I
FINANCIAL INFORMATION
Item 1. Financial Statements.
LEAP WIRELESS INTERNATIONAL, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except share data)

June 30, December 31,
2002 2001
(Unaudited)
Assets
Cash and cash equivalents $ 73,365 $ 242,979
Short-term investments 133,560 81,105
Restricted cash equivalents and short-term investments 38,291 27,628
Inventories 40,390 45,338
Other current assets 12,770 22,044
Total current assets 298,376 419,094
Property and equipment, net 1,223,861 1,112,284
Wireless licenses, net 758,428 718,222
Goodwill, net 26,919 26,919
Other intangible assets, net 13,325 16,694
Restricted investments 13,127
Deposit for wireless licenses 10,773 85,000
Other assets 66,320 59,555
Total assets $ 2,398,002 $2,450,895
I |
Liabilities and Stockholders Equity
Accounts payable and accrued liabilities $ 103,364 $ 147,695
Current portion of long-term debt 92,987 26,049
Other current liabilities 94,002 55,843
Total current liabilities 290,353 229,587
Long-term debt 1,997,212 1,676,845
Other long-term liabilities 105,068 186,023
Total liabilities 2,392,633 2,092,455
Commitments and contingencies (Note 4)
Stockholders equity:
Preferred stock  authorized 10,000,000 shares; $.0001 par
value, no shares issued and outstanding
Common stock authorized 300,000,000 shares; $.0001 par
value, 37,556,713 and 36,979,664 shares issued and
outstanding at June 30, 2002 and December 31, 2001,
respectively 4 4
Additional paid-in capital 1,148,593 1,148,337
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Unearned stock-based compensation (2,237) (5,138)

Accumulated deficit (1,141,432) (786,195)
Accumulated other comprehensive income 441 1,432
Total stockholders equity 5,369 358,440
Total liabilities and stockholders equity $ 2,398,002 $2,450,895
| .|

See accompanying notes to condensed consolidated financial statements.
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LEAP WIRELESS INTERNATIONAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)
(In thousands, except per share data)
Three Months Ended Six Months Ended
June 30, June 30,
2002 2001 2002 2001
Revenues:
Service revenues $ 144,390 $ 39,554 $ 272,410 $ 65,209
Equipment revenues 6,752 8,292 18,913 19,390
Total revenues 151,142 47,846 291,323 84,599
Operating expenses:
Cost of service (43,512) (17,480) (85,403) (29,706)
Cost of equipment (60,163) (32,497) (144,174) (63,435)
Selling and marketing (32,758) (21,786) (62,917) (38,801)
General and administrative (46,714) (32,715) (96,708) (57,401)
Depreciation and amortization (68,975) (20,511) (130,863) (35,298)
Total operating expenses (252,122) (124,989) (520,065) (224,641)
Gain on sale of wireless license 364
Operating loss (100,980) (77,143) (228,378) (140,042)
Equity in net loss of unconsolidated wireless
operating company (17,116) (43,298)
Interest income 1,661 7,874 3,421 18,773
Interest expense (57,240) (41,840) (110,149) (79,451)
Other income (expense), net 8 (40) 100 2,301
Loss before income taxes (156,551) (128,265) (335,006) (241,717)
Income taxes (2,039) (265) (20,231) (1,198)
Net loss $(158,590) $(128,530) $(355,237) $(242,915)
I I I I
Other comprehensive loss:
Foreign currency translation losses (287) (605)
Unrealized holding gains (losses) on
investments, net 513 (225) (239) 127
Comprehensive loss $(158,077) $(129,042) $(355,476) $(243,393)
I I I I
Basic and diluted net loss per common share $  4.23) $ (.91 $  (9.54) $ (779
Shares used in per share calculations:
Basic and diluted 37,451 32,882 37,226 31,181
I I I I

See accompanying notes to condensed consolidated financial statements.
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LEAP WIRELESS INTERNATIONAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
(In thousands)
Six Months Ended
June 30,
2002 2001
Operating activities:

Net cash used in operating activities $(122,346) $

Investing activities:

(172,299)

Purchase of property and equipment (80,035) (71,062)
Loan to unconsolidated wireless operating company (10,000)
Acquisitions, net of cash acquired (2,900)
Purchase of and deposits for wireless licenses (230,876)
Refund of deposits for wireless licenses 74,230
Proceeds from the sale of wireless license 380
Purchase of investments (195,696) (102,298)
Sale and maturity of investments 140,586 183,817
Restricted cash equivalents and investments, net 2,976 12,736
Sale and repayment of notes receivable 108,138
Other (3,468)
Net cash used in investing activities (57,559) (115,913)
Financing activities:
Proceeds from long-term debt 34,902 177,204
Repayment of note payable and long-term debt (19,102) (909)
Issuance of common stock 440 154,561
Payment of debt financing costs (5,949)
Net cash provided by financing activities 10,291 330,856
Net increase (decrease) in cash and cash equivalents (169,614) 42,644
Cash and cash equivalents at beginning of period 242,979 338,878
Cash and cash equivalents at end of period $ 73,365 $ 381,522
I I

See accompanying notes to condensed consolidated financial statements.
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LEAP WIRELESS INTERNATIONAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 1. The Company and Basis of Presentation

The Company and Nature of Business

Leap Wireless International, Inc., a Delaware corporation, together with its wholly-owned subsidiaries (the Company or Leap ), is a wireless
communications carrier that offers digital wireless service in the United States under the brand Cricket®. Cricket service is operated by the
Company s wholly-owned subsidiary, Cricket Communications, Inc. ( Cricket Communications ), a wholly-owned subsidiary of Cricket
Communications Holdings, Inc. ( Cricket Communications Holdings ). The Company has launched wireless service in 40 markets, which together
constitute what the Company refers to as its 40 Market Plan.

Financing Risks

The Company expects to generate significant negative net cash flows from operating activities at least through the third quarter of 2002 and
to continue incurring significant operating losses. The Company also expects to generate positive net cash flows from operating activities in the
aggregate during the 12 months beginning July 1, 2002. The Company expects that it will require significant additional borrowings in 2002 and
2003 under its existing vendor credit facilities to improve the coverage and capacity of the wireless networks in its 40 Market Plan and to pay
interest and fees on its vendor facilities. The Company s debt is high compared to the current size of its business and the Company will be
required to generate substantial cash flows in order to meet its debt repayment obligations. With the borrowings currently available under its
vendor credit facilities, and assuming continued compliance with the covenants under those facilities, the Company believes that it will have
sufficient capital resources to carry on its business at least through June 30, 2003. In addition, the Company may require significant additional
capital to acquire wireless licenses on which it was the winning bidder in the Federal Communications Commission s ( FCC ) Auction 35 for an
aggregate payment obligation of $350.1 million. Furthermore, an arbitrator recently determined that the seller of a previously completed wireless
license acquisition was entitled to a purchase price adjustment of $40.8 million immediately payable in cash, or, in the Company s sole
discretion, 21,548,415 shares of the Company s common stock. If the Company elects to pay the award in stock, it may be subject to accelerated
debt payments and other penalties under FCC rules and regulations. In addition, the issuance of common stock to the seller without the consent
of the lenders under the Company s vendor credit facilities could constitute a change in control and an event of default under the Company s
vendor credit facilities. Any substantial payment of cash in connection with the award would significantly reduce the Company s liquidity. See
Note 4.

The Company has a business plan that would allow it to meet its vendor credit facility covenants at least through June 30, 2003. This
business plan is based on estimates of key operating metrics, including customer growth, customer churn, average monthly revenue per
customer, losses on sales of handsets and other customer acquisition costs, and other operating costs. This business plan assumes that the
Company operates at levels generally consistent with its overall results for the first half of 2002 for gross customer additions and churn. These
levels represent a significant improvement in these metrics from the results of the second quarter of 2002 but not an improvement to the levels of
the first quarter of 2002. In addition, the plan assumes that the Company achieves a significant reduction in customer acquisition costs, including
losses on the sale of handsets, and the number of customers who are deactivated for failure to pay their first month s bill. The unsettled nature of
the wireless market, decreased consumer confidence in the economy and the telecommunications industry, new service offerings of increasingly
large bundles of minutes of use at increasingly low prices by some major carriers, and other issues facing the telecommunications industry have
created a level of uncertainty that affects the Company s ability to predict future customer growth, as well as other key operating metrics that are
dependent on customer growth.

In light of the wireless market issues described above and the Company s failure to meet planned levels for certain key operating matrics
during the last two quarters, there is a significant risk that the Company will

6
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LEAP WIRELESS INTERNATIONAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

not meet its business plan. If the Company does not meet the performance goals included in that plan, it is likely that the Company will not
remain in compliance with covenant requirements in its vendor credit facilities. In such a case, the Company would likely need to obtain
covenant waivers or amendments prior to the first quarter of 2003, including waivers or amendments for covenants related to earnings before
interest, taxes and depreciation and amortization ( EBITDA ) and minimum numbers of customers. In addition, even assuming the Company
meets the goals of its business plan described above, the Company will need to amend or refinance its vendor indebtedness, or raise
approximately $225 million of additional cash in 2003 and use approximately $200 million of such cash to pay down vendor indebtedness to
meet its total indebtedness to total capitalization covenant at January 1, 2004 and to provide working capital at Leap Wireless International, Inc.
The Company cannot provide assurances that any such covenant waivers, amendments or refinancing will be obtained, or that the lenders will
not require additional collateral, significant cash payments or additional incentives in connection with any such waivers, amendments or
refinancing.

If the Company fails to meet the covenants under the vendor credit facilities, and does not obtain appropriate waivers, amendments or
refinancing, the Company s vendors could refuse to lend it additional sums under the vendor credit agreements, which would severely limit the
Company s ability to improve the coverage and capacity of existing networks and would require the Company to fund 2002 and 2003 interest
payments and fees with cash. In addition, the lenders under the vendor credit facilities could declare all of the amounts outstanding under the
facilities to be immediately due and payable. An acceleration of the indebtedness under the Company s vendor credit facilities would also
constitute an event of default under other Leap agreements including the indenture governing the Company s senior notes and senior discount
notes. Thus, a failure to comply with the covenants under the vendor credit agreements could have a material adverse effect on the Company s
ability to continue as a going concern.

If market conditions permit, the Company intends to refinance its vendor indebtedness in the future. The Company s ability to refinance its
vendor indebtedness will depend on, among other things, its financial condition, the state of the public and private debt and equity markets, the
restrictions in the instruments governing its indebtedness and other factors. The Company may not be able to obtain financing or refinancing on
terms that are acceptable to it, or at all.

Interim Financial Statements

The accompanying interim condensed consolidated financial statements have been prepared by the Company without audit, in accordance
with the instructions to Form 10-Q and, therefore, do not include all information and footnotes necessary for a fair presentation of its financial
position, results of operations, cash flows and stockholders equity in accordance with accounting principles generally accepted in the United
States of America. In the opinion of management, the unaudited financial information for the interim periods presented reflects all adjustments
(which include only normal, recurring adjustments) necessary for a fair presentation. These condensed consolidated financial statements and
notes thereto should be read in conjunction with the consolidated financial statements and notes thereto included in the Company s Annual
Report on Form 10-K for the year ended December 31, 2001 filed with the Securities and Exchange Commission on March 29, 2002. Operating
results for interim periods are not necessarily indicative of operating results for an entire fiscal year. The Company recognizes its share of net
earnings or losses of its foreign investee on a three-month lag.

Revenues and Cost of Revenues

For the Company s Cricket business, revenues include wireless services and the sale of handsets and accessories. Wireless services are
provided on a month-to-month basis and are generally paid in advance. The Company does not currently charge fees for the initial activation of
service. Revenues from wireless services are recognized as services are rendered. Amounts received in advance are recorded as deferred
revenue. Cost

Table of Contents 11
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LEAP WIRELESS INTERNATIONAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

of service generally includes direct costs and related overhead, excluding depreciation and amortization, of operating the Company s networks.
Equipment revenues arise from the sale of handsets and accessories. Revenues and related costs from the sale of handsets are recognized when
service is activated by customers. Revenues and related costs from the sale of accessories are recognized at the point of sale. The costs of
handsets and accessories sold are recorded in cost of equipment. Handsets sold to third-party dealers and distributors are recognized as inventory
until they are sold to and activated by customers. Amounts due from third-party dealers and distributors for handsets are recorded as deferred
revenue upon shipment by the Company and are recognized as equipment revenues when service is activated by customers. Sales incentives
offered without charge to customers and volume-based incentives paid to the Company s third-party dealers and distributors are recognized as a
reduction of revenue when the related service or equipment revenue is recognized. Customers have limited rights to return handsets and
accessories based on time and/or usage. The Company records an estimate for returns of handsets and accessories at the time of recognizing
revenue. Returns of handsets and accessories have historically been insignificant.

Property and Equipment

Property and equipment are recorded at cost. Additions and improvements are capitalized, while expenditures that do not enhance or extend
the asset s useful life are charged to operating expenses as incurred. Depreciation is applied using the straight-line method over the estimated
useful lives of the assets once the assets are placed in service, which are generally five to seven years for network infrastructure assets, three to
five years for computer hardware, software and other, and three to seven years for furniture, fixtures and retail and office equipment. Leasehold
improvements are amortized over the shorter of their estimated useful lives or the remaining term of the related lease.

The Company s network construction expenditures are recorded as construction-in-progress until the network or assets are placed in service,
at which time the assets are transferred to network infrastructure. As a component of construction-in-progress, the Company capitalizes interest
and salaries and related costs of engineering employees, to the extent time and expense are contributed to the construction effort, during the
construction period. The Company capitalized $1.3 million and $6.2 million of interest to property and equipment during the six months ended
June 30, 2002 and 2001, respectively.

Wireless Licenses

Wireless licenses are recorded at cost. Through December 31, 2001, wireless licenses were amortized using the straight-line method over
their estimated useful lives upon commencement of commercial service, generally 40 years. The Company adopted Statement of Financial
Accounting Standard ( SFAS ) No. 142 Goodwill and Other Intangible Assets on January 1, 2002. Upon adoption, the Company ceased
amortizing wireless license costs as the Company determined that these assets meet the definition of indefinite-lived intangible assets under
SFAS No. 142. Wireless licenses, net, totaled $718.2 million at January 1, 2002. SFAS No. 142 requires wireless licenses classified as
indefinite-lived intangible assets to be tested for impairment as of January 1, 2002 and at least annually thereafter. The Company completed its
transitional impairment review of its wireless licenses during the three months ended March 31, 2002 and concluded that no impairment exists.
The Company adopted Emerging Issues Task Force ( EITF ) Issue No. 02-07 Unit of Accounting for Testing Impairment of Indefinite-Lived
Intangible Assets in completing this impairment review, which requires that separately recorded indefinite-lived intangible assets be combined in
a single unit of accounting for purposes of testing impairment if they are operated as a single asset and, as such, are essentially inseparable from
one another. During the three months ended March 31, 2002, the Company recorded an income tax expense of $15.9 million to increase the
valuation allowance related to its net operating loss carry-forwards in connection with the adoption of SFAS No. 142. Because of the indefinite
reversal of the deferred tax liabilities related to the amortization of wireless licenses for tax purposes, the deferred tax
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LEAP WIRELESS INTERNATIONAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

liabilities can no longer be used as a source of taxable income to support the realization of a corresponding amount of deferred tax assets.
Wireless license amortization was $0.9 million and $1.7 million for the three and six months ended June 30, 2001.

Goodwill

Goodwill represents the excess of the purchase price and related costs over the fair value assigned to the net tangible and identifiable
intangible assets of businesses acquired. Through December 31, 2001, goodwill was amortized on a straight-line basis over its estimated useful
life, generally 20 years. In connection with the adoption of SFAS No. 142, the Company ceased amortization of goodwill effective January 1,
2002. As of January 1, 2002, the Company had goodwill of $26.9 million related to its June 2000 acquisition of the remaining interest in Cricket
Communications Holdings that it did not already own. SFAS No. 142 requires goodwill to be tested for impairment as of January 1, 2002 and at
least annually thereafter. The Company completed its transitional impairment review of its goodwill during the three months ended March 31,
2002 and concluded that no impairment exists. The Company recognized $0.4 million and $0.7 million of goodwill amortization expense for the
three and six months ended June 30, 2001, respectively.

Impairment of Long-lived and Intangible Assets

In October 2001, the FASB issued SFAS No. 144  Accounting for the Impairment or Disposal of Long-Lived Assets. SFAS No. 144
replaces SFAS No. 121 Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of. SFAS No. 144
applies to all long-lived assets (including discontinued operations) and consequently amends Accounting Principles Board Opinion No. 30,

Reporting Results of Operations Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual, and Infrequently
Occurring Events and Transactions. SFAS No. 144 develops one accounting model for long-lived assets that are to be disposed of by sale. SFAS
No. 144 requires that long-lived assets that are to be disposed of by sale be measured at the lower of carrying value or fair value less cost to sell.
Additionally, SFAS No. 144 expands the scope of discontinued operations to include all components of an entity with operations that (1) can be
distinguished from the rest of the entity and (2) will be eliminated from the ongoing operations of the entity in a disposal transaction. The
Company adopted SFAS No. 144 on January 1, 2002. The adoption of SFAS No. 144 did not have a material impact on the Company s
consolidated financial position or its results of operations.

Basic and Diluted Net Income (Loss) Per Common Share

Basic earnings per common share is calculated by dividing net income (loss) by the weighted average number of common shares
outstanding during the reporting period. Diluted earnings per common share reflects the potential dilutive effect of additional common shares
that are issuable upon exercise of outstanding stock options and warrants calculated using the treasury stock method and the conversion of
convertible preferred securities using the as-if converted method.

Recent Accounting Requirements

In June 2001, the FASB issued SFAS No. 143 Accounting for Asset Retirement Obligations. SFAS No. 143 addresses financial accounting
and reporting for obligations associated with the retirement of tangible long-lived assets and the associated asset retirement costs. It applies to
legal obligations associated with the retirement of long-lived assets that result from the acquisition, construction, development and/or normal
operation of a long-lived asset. The Company will adopt SFAS No. 143 on January 1, 2003. The Company has not yet determined the financial
impact the adoption of SFAS No. 143 will have on its consolidated financial position or its results of operations.
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LEAP WIRELESS INTERNATIONAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities. SFAS No. 146 requires
that a liability associated with an exit or disposal activity be recognized at its fair value when the liability has been incurred, and supercedes
EITF Issue No. 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity. Under EITF Issue
No. 94-3, certain exit costs were accrued upon management s commitment to an exit plan, which is generally before an actual liability has been
incurred. The Company will adopt SFAS No. 146 on January 1, 2003. The Company has not yet determined the financial impact the adoption of
SFAS No. 146 will have on its consolidated financial position or its results of operations.

Reclassifications
Certain prior period amounts have been reclassified to conform to the current period presentation.
Note 2. Supplementary Financial Information

Supplementary Balance Sheet Information (in thousands):

June 30, December 31,
2002 2001
(Unaudited)
Property and equipment, net:
Network infrastructure $1,229,660 $ 884,786
Construction-in-progress 153,589 272,464
Leasehold improvements 8,762 8,480
Computer hardware, software and other 62,906 51,360
Furniture, fixtures and retail and office equipment 17,707 16,616
1,472,624 1,233,706
Accumulated depreciation and amortization (248,763) (121,422)
$1,223,861 $1,112,284
Other long-term liabilities:
Amounts payable to equipment vendors $ 54,739 $ 158,268
Net deferred tax liability 41,537 22,821
Other 8,792 4,934
$ 105,068 $ 186,023
| |

Supplementary Information for Wireless Licenses, Goodwill and Other Intangible Assets (in thousands, except per share data):

June 30, December 31,
2002 2001
(Unaudited)
Other intangible assets, net:
Purchased technology $19,628 $19,627
Other 2,047 2,125
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21,675 21,752

Accumulated amortization (8,350) (5,058)
$13,325 $16,694
| |
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LEAP WIRELESS INTERNATIONAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Current and expected amortization expense for other intangible assets for each of the following periods is as follows (unaudited):

For the six months ended June 30, 2002 $3,293
Expected amortization expense for the remainder of 2002 3,293
Expected amortization expense for the years ending December 31:
2003 6,586
2004 3,161

Supplementary disclosure of cash flow information:

Cash paid for interest
Cash paid for income taxes

Three Months Ended Six Months Ended
June 30,
2002 2001 2002 2001
(Unaudited)

Reported net loss $(158,590) $(128,530) $(355,237) $(242,915)
Goodwill amortization 360 725
Wireless license amortization 921 1,748

Adjusted net loss $(158,590) $(127,249) $(355,237) $(240,442)
I I I I

Basic and diluted net loss per common share:

Reported net loss $ 423 $ (391 $ (9.54) $ (779
Goodwill amortization 0.01 0.02
Wireless license amortization 0.03 0.06

Adjusted net loss $ 423 $ 3.87) $ (954 $ (1.71)
I I I I
Shares used in per share calculations:
Basic and diluted 37,451 32,882 37,226 31,181
I I I I
Supplementary Cash Flow Information (in thousands):
Six Months Ended
June 30,
2002 2001

(Unaudited)

Supplementary disclosure of non-cash investing and financing

activities:
Long-term financing to purchase equipment

Table of Contents

$ 18,808 $ 17,755
38,419
157,621 211,025

A reconciliation of net loss adjusted to exclude amortization expense related to goodwill and wireless licenses assuming adoption of SFAS
No. 142 on January 1, 2001 is as follows:
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Liability related to purchase price adjustment for wireless

licenses (Note 4) 40,813
Long-term financing to purchase wireless licenses

Long-term financing for auction discount voucher

Debt origination fees financed under long-term debt

Issuance of common stock to purchase wireless licenses

11

105,920
125,274
1,253
71,990
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LEAP WIRELESS INTERNATIONAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Supplementary Basic and Diluted Net Income (Loss) Per Common Share Information (in thousands):

Basic and diluted net loss per common share were the same for the three and six months ended June 30, 2002 and 2001, respectively. The
following shares were not included in the computation of diluted earnings per share as their effect would be antidilutive (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2002 2001 2002 2001
(Unaudited)

Employee stock options 9,331 8,416 9,331 8,416
Senior and senior discount unit warrants 2,830 2,830 2,830 2,830
Qualcomm Incorporated warrant 3,375 3,375 3,375 3,375
Warrant to Chase Telecommunications Holdings, Inc. 95 95

Stock Option Exchange Program

In November 2001, the Board of Directors approved a stock option exchange program (the Exchange Program ). Under this program,
eligible employees (excluding officers and outside directors) were given the opportunity to cancel certain stock options previously granted to
them in exchange for an equal number of new stock options to be granted at a future date, at least six months and one day from the date the old
options were cancelled, provided the individual was still employed or providing service on such date. The participation deadline for the program
was December 18, 2001. The exercise price of the new options was the fair market value of the Company s common stock on the date of grant on
June 19, 2002. The new options have the same vesting schedule as the old options and are exercisable as to vested shares six months after the
date of grant. The Exchange Program resulted in the voluntary cancellation of options to purchase approximately 770,651 shares of common
stock with exercise prices ranging from $14.97 to $92.50 per share and the granting of new stock options to purchase 683,318 shares of common
stock with an exercise price of $1.58 per share.

Note 3. Long-Term Debt

Long-term debt is summarized as follows (in thousands):

June 30, December 31,
2002 2001
(Unaudited)
12.5% senior notes, due 2010, effective interest rate of 15.8% per
annum $ 172,957 $ 169,618
14.5% senior discount notes, face amount of $668.0 million,
effective interest rate of 16.3% per annum 370,420 336,283
Vendor financing agreements, net of unamortized discount of
$42.5 million and $45.8 million at June 30, 2002 and
December 31, 2001, respectively, weighted-average effective
interest rate of 6.8% and 7.3% per annum at June 30, 2002 and
December 31, 2001, respectively 1,461,520 1,112,045
U. S. government financing and note payable, weighted-average
effective interest rate of 9.9% per annum 84,756 84,616
Other 546 332
2,090,199 1,702,894
Less current portion (92,987) (26,049)
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Amendments to Vendor Financing Agreements

In March 2002, Cricket Communications amended its vendor financing agreements with Ericsson Credit A.B. ( Ericsson ), Lucent
Technologies, Inc. ( Lucent ) and Nortel Networks, Inc. ( Nortel ) to revise certain covenants. The covenants, as set forth in the vendor credit
facilities, generally measure the consolidated performance of Cricket Communications, its subsidiaries and the subsidiaries of Leap that hold
wireless licenses used in Cricket Communications s business.

Prior to the March 2002 amendments, the first measurement dates for the consolidated earnings before interest, taxes, depreciation and
amortization ( EBITDA ) to cash interest ratio and the total indebtedness to annualized EBITDA ratio were the quarter ended December 31, 2002
and as of January 1, 2003, respectively. The March 2002 amendments delay the effect of the consolidated EBITDA to cash interest covenant
such that it is first measured for the quarter ended March 31, 2003. The March 2002 amendments also delay the initial compliance ratio of the
total indebtedness to annualized EBITDA covenant (and define the measurement date to be at the end of each quarter) such that this ratio now is
first measured as of June 30, 2003. The maximum capital expenditures that Cricket Communications is allowed to make in 2002 were also
increased by $60.0 million. Because the amendments delay the initial measurements of existing EBITDA covenants, Cricket Communications
agreed to a new minimum consolidated EBITDA covenant that requires Cricket Communications, its subsidiaries and the subsidiaries of Leap
that hold wireless licenses used in Cricket Communications s business to have consolidated EBITDA not less than negative $27.0 million, $0 and
positive $9.0 million at the end of the second, third and fourth quarters of 2002, respectively, and positive $45.0 million at the end of the first
quarter of 2003. Cricket Communications also paid amendment fees of approximately $5.9 million to the lenders under the facilities. As of and
for the three months ended June 30, 2002, Cricket Communications was in compliance with the consolidated EBITDA and other covenants
under its vendor financing agreements. See Note 1.

Cricket Communications also agreed to amend its equipment purchase agreement with Nortel. Nortel has agreed to accept purchase orders
from Cricket Communications in the same manner that it accepts purchase orders from other customers up to a total of $234 million. Nortel
may, in its discretion, accept or reject purchase orders from Cricket Communications in excess of $234 million. Nortel s financing commitment
remains in place for purchase orders it accepts and for certain third-party costs, accrued interest and fees.

Wireless License Exchange

In April 2002, the Company completed the exchange of certain wireless licenses with a third party. Pursuant to the agreement, the third
party assumed the Company s FCC debt totaling $8.4 million related to certain of the wireless licenses the Company provided in the exchange. In
consideration for the third party s assumption of the FCC debt, the Company provided to the third party a note payable totaling $8.4 million
which is secured by certain of the Company s wireless licenses. The terms of the Company s note payable are parallel to the payment terms under
the assumed FCC debt.

Note 4. Commitments and Contingencies

In connection with one of the Company s acquisitions of wireless licenses for an aggregate of $18.3 million in cash and an $18.0 million
promissory note, the seller asserted that, based on the prices of certain wireless licenses auctioned by the FCC in Auction 35, it is entitled to a
purchase price adjustment pursuant to the terms of the purchase agreement for such licenses. The matter was submitted to binding arbitration and
the arbitrator recently determined that the seller is entitled to a purchase price adjustment of $40.8 million immediately payable in cash, or, in the
Company s sole discretion, 21,548,415 shares of the Company s common stock. Based on the last reported sale price of the Company s common
stock on Nasdaq National Market of $0.55 per share on August 13, 2002, the shares would have a market value of
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approximately $12 million. The Company has recorded $40.8 million as a current liability and as a purchase price adjustment to the related
wireless licenses in its condensed consolidated balance sheet as of June 30, 2002. If the Company issues the shares, they would represent
approximately 36.4% of the Company s outstanding common stock, and approximately 28% of the Company s common shares on a fully diluted
basis. If the Company pays the award in stock, the seller would hold more than 15% of the Company s common stock, on a fully diluted basis
and the Company s entrepreneur (designated entity) status under FCC rules and regulations could be in jeopardy without the receipt of formal or
informal clarification or a waiver from the FCC. If the Company loses its entrepreneur status under FCC rules and regulations, it could be

subject to unjust enrichment penalties of approximately $20 million and the acceleration of the payment of approximately $82 million of FCC
debt, and the Company could be required to forfeit or divest its wireless licenses that have not yet been built out. In addition, the issuance of the
Company s common stock to the seller without the consent of the lenders under the Company s vendor credit facilities could constitute a change
in control and an event of default under the Company s vendor credit facilities. The Company is evaluating the outcome and effect of the
arbitration ruling. The arbitrator has retained jurisdiction solely for purposes of awarding attorneys fees, expenses and the costs of the arbitration
pursuant to the terms of the purchase agreement and resolving any disputes that may arise relating to the performance directed in the award. On
August 9, 2002, the seller filed an Application for Emergency Hearing and Ruling on Waiver of Election with the American Arbitration
Association contending that the Company has waived its right to elect between payment of the award in cash or stock by virtue of the fact that
such award was required to be paid immediately and the Company had not yet paid the award. The seller requested that a hearing on the matter
be held on Monday, August 12, 2002. No such hearing has been held. However, the Company does not know when, or if, such a hearing will be
held as requested by the seller and what the outcome of any such hearing, if held, would be.

The Company has guaranteed to Qualcomm Incorporated ( Qualcomm ) $33.0 million of outstanding working capital loans from Qualcomm
to Pegaso Telecomunicaciones, S.A. de C.V. ( Pegaso ). Pegaso has failed to comply with certain obligations and covenants established by its
credit agreements, including defaulting on the required payment of all of the outstanding principal and accrued interest under the working capital
facility from Qualcomm and defaulting on required payments of interest under its vendor loans. At June 30, 2002, the outstanding balance under
the working capital facility from Qualcomm was approximately $509.3 million, and approximately $612.1 million was outstanding or to be
drawn under the vendor loans. No notice of default was issued with respect to any of the agreements under which a default has occurred and the
lenders agreed to a limited forbearance on those defaults as part of a January 2002 agreement, as amended and restated in April 2002, among
Qualcomm, an equipment vendor and certain shareholders of Pegaso other than the Company to provide additional loan commitments to Pegaso
of up to $205.0 million. At June 30, 2002, Qualcomm had provided $92.5 million of these loans to Pegaso. Pegaso has limited cash available to
meet its operating and financing commitments and is therefore dependent on securing additional financing or completing a strategic arrangement
with an existing carrier. In April 2002, the Company signed an agreement pursuant to which it expects to sell its interest in Pegaso to Telefonica
Moviles, S.A. ( Telefonica ). The completion of the transaction contemplated by the agreement was subject to various closing conditions. The
Company has been informed by Pegaso that required approvals of Mexican governmental authorities have been received and most other closing
conditions have been satisfied. In connection with the January 2002 loan commitments, as amended and restated in April 2002, from Qualcomm
and the other Pegaso shareholders, Qualcomm agreed that in the event that Pegaso is sold and the sale proceeds are insufficient to repay the loan
guaranteed by the Company, the Company can satisfy its obligations under this guarantee by delivering to Qualcomm Leap s rights under the
warrants it acquired in connection with the guarantee. If the transaction is completed on the terms outlined in the agreement which the Company
expects to occur during the third quarter of 2002, the Company would expect to receive approximately $33 million in sales proceeds and
repayment of subordinated debt and would satisfy its obligations under the guarantee by delivering to
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Qualcomm its rights under the warrants it acquired in connection with the guarantee. Pursuant to the vendor credit facilities, approximately
$25.8 million of the proceeds of the sale of Pegaso are expected to be set aside or contributed to Cricket Communications and subsidiaries of
Leap holding wireless licenses.

From April 1999 to the date of sale on June 2, 2000, the Company owned 100% of Smartcom, S.A. ( Smartcom ), a Chilean corporation that
operates a nationwide wireless network in Chile. On June 2, 2000, the Company completed the sale of Smartcom to Endesa S.A. ( Endesa ). The
Company has a $35.0 million promissory note receivable from Endesa that is subject to a right of set-off to secure indemnification claims under
the purchase agreement. Endesa has asserted claims of up to approximately $48.7 million against the Company for breach of representations and
warranties under the purchase agreement and has notified the Company that it is offsetting the claims against the entire unpaid balance of the
note. Under the terms of the purchase agreement, the maximum recovery for breaches of representations and warranties is the principal and
interest under the note. The note matured on June 2, 2001 and the Company expects it to remain unpaid until the issues related to the claims are
resolved. The Company believes Endesa s claims are without merit, and is contesting Endesa s claims. Management of the Company believes that
the ultimate outcome of this matter will not have a material adverse effect on the Company s consolidated financial position or results of
operations.

The Company was the winning bidder on 22 wireless licenses in Auction 35 for an aggregate payment obligation of $350.1 million.
NextWave Telecom, Inc. ( NextWave ) is a party to litigation against the federal government challenging the validity of the auction and has
prevailed on certain of its claims in the United States Court of Appeals for the District of Columbia Circuit. In response to a petition for
certiorari by the FCC, the U.S. Supreme Court has agreed to review the case. The grant to the Company of these Auction 35 wireless licenses
has been substantially delayed by the NextWave litigation. If these Auction 35 wireless licenses ultimately are granted to the Company, it will
likely be required to make full payment for them of $350.1 million (less any amounts then on deposit with the FCC) within 10 business days of a
public notice issued by the FCC establishing a payment deadline. The Company cannot predict what effect any challenges before the FCC or in
court to the reauction generally, or the grant of these wireless licenses to the Company specifically, will have on the Company. In February and
May 2002, the FCC refunded to the Company $14.7 million and $59.5 million, respectively, of the $85.0 million deposit it had with the FCC
related to Auction 35.

Various claims arising in the course of business, seeking monetary damages and other relief, are pending. The amount of the liability, if any,
from such claims cannot be determined with certainty; however, management of the Company believes that the ultimate liability for such claims
will not have a material adverse effect on the Company s consolidated financial position, results of operations or cash flows.

Note 5. Investments in and Loans Receivable from Wireless Operating Company

At June 30, 2002, the Company owned 20.1% of the outstanding capital stock of Pegaso. The Company has investments in and loans
receivable from Pegaso totaling $120.5 million. In the fourth quarter of fiscal 2001, the Company discontinued the use of the equity method of
accounting for Pegaso and ceased recognizing its share of Pegaso s losses as the Company s investment in and loans to Pegaso were reduced to
zero on the Company s books of account. The Company recorded equity losses from Pegaso of $17.1 million and $43.3 million during the three
and six months ended June 30, 2001, respectively. As part of the consideration for loan commitments, Qualcomm and the other Pegaso
shareholders obtained rights to receive warrants to purchase shares of Pegaso. If these warrants are fully earned and exercised, the Company s
ownership interest in Pegaso would be diluted to approximately 18% of the outstanding capital stock of Pegaso.

15

Table of Contents 22



Edgar Filing: LEAP WIRELESS INTERNATIONAL INC - Form 10-Q

Table of Contents

LEAP WIRELESS INTERNATIONAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Condensed financial information for Pegaso is summarized as follows (in thousands):

Current assets
Non-current assets
Current liabilities
Non-current liabilities

Total stockholders deficit
Other stockholders share of deficit

Company s share of deficit

Investment in and loans receivable from Pegaso

Operating revenues

Operating expenses

Other expense, net

Foreign currency transaction gains (losses), net

Net loss
Other stockholders share of net loss

Company s share of net loss

Equity in net loss of Pegaso

Note 6. Subsidiary Guarantee

June 30, December 31,
2002 2001
(Unaudited)
$ 75,553 $ 97,687
864,976 813,156
(1,244,496) (601,259)
(120,000) (569,836)
(423,967) (260,252)
(423,967) (260,252)
$ $
I I
Three Months Ended Six Months Ended
June 30, June 30,
2002 2001 2002 2001
(Unaudited)
$ 53,769 $ 19,903 $ 101,820 $ 58,198
(90,550) (89,392) (226,239) (228,347)
(35,503) (20,964) (75,063) (37,622)
16,992 5,360 50,629 (7,484)
(55,292) (85,093) (148,853) (215,255)
(55,292) (67,977) (148,853) (171,957)
(17,116) (43,298)
$ $(17,116) $ $ (43,298)
I I I I

The Company s senior notes and senior discount notes are guaranteed by Cricket Communications Holdings, and since March 13, 2002, also
are guaranteed by Backwire.com, Inc. and Telephone Entertainment Network, Inc., both of which are subsidiaries of Leap. Because the
guarantor subsidiaries are wholly-owned subsidiaries of the Company and the guarantee provided by the guarantor subsidiaries is full and
unconditional, full financial statements of the guarantor subsidiaries are not required to be issued. Condensed consolidating financial information
of Leap, the guarantor subsidiaries and non-guarantor subsidiaries of Leap as of June 30, 2002 and December 31, 2001 and for the three and six
months ended June 30, 2002 and 2001 is presented below. The subsidiaries of Cricket Communications Holdings are not guarantors of the senior
notes and senior discount notes and are therefore reflected as investments accounted for under the equity method of accounting in the guarantor

subsidiaries financial information.
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LEAP WIRELESS INTERNATIONAL, INC.

Balance Sheet Information as of June 30, 2002 (unaudited, in thousands):

Assets

Cash and cash equivalents
Short-term investments
Restricted cash equivalents and
short-term investments
Inventories

Other current assets

Total current assets
Property and equipment, net
Investment in and loans
receivable from subsidiaries and
unconsolidated wireless
operating company
Wireless licenses, net
Goodwill, net
Other intangible assets, net
Deposit for wireless licenses
Other assets

Total assets

Liabilities and Stockholders
Equity (Deficit)

Accounts payable and accrued
liabilities

Current portion of long-term
debt

Other current liabilities

Total current liabilities
Long-term debt
Other long-term liabilities

Total liabilities

Stockholders Equity (Deficit):
Common stock
Additional paid-in capital
Unearned stock-based
compensation
Accumulated deficit
Accumulated other
comprehensive income

Total stockholders equity
(deficit)

Table of Contents

Guarantor Non-Guarantor
Leap Subsidiaries Subsidiaries Eliminations Consolidated
$ 21,760 $ $ 51,605 $ $ 73,365
41,620 91,940 133,560
28,090 10,201 38,291
40,390 40,390
265 70 12,435 12,770
91,735 70 206,571 298,376
11,956 413 1,211,492 1,223,861
486,191 (209,442) (276,749)
3,026 755,402 758,428
61,807 (34.,888) 26,919
3,753 9,572 13,325
10,773 10,773
20,656 27 45,637 66,320
$ 628,090 $(199,360) $2,280,909 $ (311,637) $ 2,398,002
$ 10,636 $ 4759 $ 132513 $  (44,544) $ 103,364
900 92,087 92,987
45,963 48,039 94,002
57,499 4,759 272,639 (44,544) 290,353
550,977 1,446,235 1,997,212
14,245 90,823 105,068
622,721 4,759 1,809,697 (44,544) 2,392,633
4 4
1,148,593 730,332 1,384,954 (2,115,286) 1,148,593
(2,237) (116) (2,121) 2,237 (2,237)
(1,141,432) (934,335) (912,389) 1,846,724 (1,141,432)
441 768 (768) 441
5,369 (204,119) 471,212 (267,093) 5,369
25
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Total liabilities and
stockholders equity
(deficit) $ 628,090 $(199,360) $2,280,909 $ (311,637)
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Balance Sheet Information as of December 31, 2001 (in thousands):

Assets

Cash and cash equivalents
Short-term investments
Restricted short-term investments
Inventories

Other current assets

Total current assets
Property and equipment, net
Investments in and loans receivable
from subsidiaries and
unconsolidated wireless operating
company
Wireless licenses, net
Goodwill, net
Other intangible assets, net
Restricted investments
Deposit for wireless licenses
Other assets

Total assets

Liabilities and Stockholders
Equity (Deficit)

Accounts payable and accrued
liabilities

Current portion of long-term debt
Other current liabilities

Total current liabilities
Long-term debt
Other long-term liabilities

Total liabilities

Stockholders Equity (Deficit):
Common stock
Additional paid-in capital
Unearned stock-based
compensation
Accumulated deficit
Accumulated other
comprehensive Income

Total stockholders equity
(deficit)

Table of Contents

Guarantor Non-Guarantor
Leap Subsidiary Subsidiaries Eliminations Consolidated
$ 141,746 $ $ 101,233 $ $ 242979
30,672 50,433 81,105
27,628 27,628
45,338 45,338
659 21,385 22,044
200,705 218,389 419,094
11,556 1,100,728 1,112,284
547,916 (61,660) (486,256)
18,853 699,369 718,222
61,808 (34,889) 26,919
4,661 12,033 16,694
13,127 13,127
85,000 85,000
20,216 39,339 59,555
$ 902,034 $ (61,660) $2,131,666 $ (521,145) $2,450,895
$ 6,794 $ $ 169,197 $ (28,296) $ 147,695
26,049 26,049
29,864 25,979 55,843
36,658 221,225 (28,296) 229,587
506,233 1,170,612 1,676,845
703 185,320 186,023
543,594 1,577,157 (28,296) 2,092,455
4 4
1,148,337 594,667 1,206,139 (1,800,806) 1,148,337
(5,138) (5,138) 5,138 (5,138)
(786,195) (656,327) (647,932) 1,304,259 (786,195)
1,432 1,440 (1,440) 1,432
358,440 (61,660) 554,509 (492,849) 358,440
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Total liabilities and

stockholders equity (deficit) $ 902,034 $ (61,660) $2,131,666 $ (521,145) $2,450,895
| | | | |
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Statement of Operations Information for the Three Months Ended June 30, 2002 (unaudited, in thousands):

Revenues:
Service revenues
Equipment revenues

Total revenues

Operating expenses:
Cost of service
Cost of equipment
Selling, general and
administrative
Depreciation and amortization

Total operating expenses

Operating loss
Equity in net loss of subsidiaries
Interest income
Interest expense
Other income, net

Loss before income taxes
Income taxes

Net loss

LEAP WIRELESS INTERNATIONAL, INC.

Guarantor Non-Guarantor
Leap Subsidiaries Subsidiaries Eliminations Consolidated
$ $ $ 144,390 $ $ 144,390
6,752 6,752
151,142 151,142
(49,932) 6,420 (43,512)
(60,163) (60,163)
(7,750) (160) (71,562) (79,472)
(1,395) (1,272) (66,308) (68,975)
(9,145) (1,432) (247,965) 6,420 (252,122)
(9,145) (1,432) (96,823) 6,420 (100,980)
(121,529) (124,018) 245,547
820 841 1,661
(26,885) (30,355) (57,240)
2 6,427 (6,421) 8
(156,737) (125,450) (119,910) 245,546 (156,551)
(1,853) (186) (2,039)
$(158,590) $(125,450) $(120,096) $245,546 $(158,590)
I I I I I
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Statement of Operations Information for the Three Months Ended June 30, 2001 (unaudited, in thousands):

Revenues:
Service revenues
Equipment revenues

Total revenues

Operating expenses:
Cost of service
Cost of equipment
Selling, general and administrative
Depreciation and amortization

Total operating expenses

Operating loss
Equity in net loss of subsidiaries and
unconsolidated wireless operating
company
Interest income
Interest expense
Other income (expense), net

Loss before income taxes
Income taxes

Net loss

LEAP WIRELESS INTERNATIONAL, INC.

Guarantor Non-Guarantor
Leap Subsidiary Subsidiaries Eliminations Consolidated
$ $ $ 39,554 $ $ 39,554
8,292 8,292
47,846 47,846
(351) (18,949) 1,820 (17,480)
(32,497) (32,497)
(7,590) (46,911) (54,501)
(247) (20,264) (20,511)
(8,188) (118,621) 1,820 (124,989)
(8,188) (70,775) 1,820 (77,143)
(99,497) (80,932) (17,116) 180,429 (17,116)
4,374 3,500 7,874
(25,220) (16,620) (41,840)
2,934 (2,974) (40)
(128,531) (80,932) (98,077) 179,275 (128,265)
(265) (265)
$(128,531) $(80,932) $ (98,342) $179,275 $(128,530)
I I I I I
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LEAP WIRELESS INTERNATIONAL, INC.

Statement of Operations Information for the Six Months Ended June 30, 2002 (unaudited, in thousands):

Guarantor Non-Guarantor
Leap Subsidiaries Subsidiaries Eliminations Consolidated
Revenues:
Service revenues $ $ $ 272,410 $ $ 272,410
Equipment revenues 18,913 18,913
Total revenues 291,323 291,323
Operating expenses:
Cost of service (97,522) 12,119 (85,403)
Cost of equipment (144,174) (144,174)
Selling, general and
administrative (17,342) (160) (142,123) (159,625)
Depreciation and amortization 2,799) (1,272) (126,792) (130,863)
Total operating expenses (20,141) (1,432) (510,611) 12,119 (520,065)
Gain on sale of wireless license 364 364
Operating loss (19,777) (1,432) (219,288) 12,119 (228,378)
Equity in net loss of subsidiaries (273,570) (268,896) 542,466
Interest income 1,995 1,426 3,421
Interest expense (52,562) (57,587) (110,149)
Other income, net 2 12,218 (12,120) 100
Loss before income taxes (343,912) (270,328) (263,231) 542,465 (335,006)
Income taxes (11,325) (8,906) (20,231)
Net loss $(355,237) $(270,328) $(272,137) $542,465 $(355,237)
I I I I I
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LEAP WIRELESS INTERNATIONAL, INC.

Statement of Operations Information for the Six Months Ended June 30, 2001 (unaudited, in thousands):

Guarantor Non-Guarantor
Leap Subsidiary Subsidiaries Eliminations Consolidated
Revenues:
Service revenues $ $ $ 65,209 $ $ 65209
Equipment revenues 19,390 19,390
Total revenues 84,599 84,599
Operating expenses:
Cost of service (351) (32,329) 2,974 (29,706)
Cost of equipment (63,435) (63,435)
Selling, general and administrative (13,017) (83,185) (96,202)
Depreciation and amortization (693) (34,605) (35,298)
Total operating expenses (14,061) (213,554) 2,974 (224,641)
Operating loss (14,061) (128,955) 2,974 (140,042)
Equity in net loss of subsidiaries and
unconsolidated wireless operating
company (191,013) (145,645) (43,298) 336,658 (43,298)
Interest income 8,546 10,227 18,773
Interest expense (49,461) (29,990) (79,451)
Other income (expense), net 3,582 1,693 2,974) 2,301
Loss before income taxes (242,407) (145,645) (190,323) 336,658 (241,717)
Income taxes (509) (689) (1,198)
Net loss $(242,916) $(145,645) $(191,012) $336,658 $(242,915)
I I I I I
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Cash Flow Information for the Six Months Ended June 30, 2002 (unaudited, in thousands):

Guarantor Non-Guarantor
Leap Subsidiaries Subsidiaries Eliminations Consolidated
Operating activities:
Net cash used in operating
activities $ (45,094) $ $ (77,252) $ $(122,346)
Investing activities:
Purchase of property and
equipment (2,332) (77,703) (80,035)
Investment in and loans to
subsidiaries (127,485) (121,114) 248,599
Refund of deposit for wireless
licenses 74,230 74,230
Proceeds from the sale of
wireless licenses 380 380
Purchase of investments (93,005) (102,691) (195,696)
Sale and maturity of investments 72,344 68,242 140,586
Restricted cash equivalents and
investments, net 13,177 (10,201) 2,976
Other 6,461 (6,461)
Net cash used in investing
activities (56,230) (121,114) (128,814) 248,599 (57,559)
Financing activities:
Proceeds from long-term debt 34,902 34,902
Repayment of note payable and
long-term debt (19,102) (19,102)
Parent s investment 121,114 127,485 (248,599)
Issuance of common stock 440 440
Payment of deferred financing
costs (5,949) (5,949)
Net cash provided by (used
in) financing activities (18,662) 121,114 156,438 (248,599) 10,291
Net decrease in cash and cash
equivalents (119,986) (49,628) (169,614)
Cash and cash equivalents at
beginning of period 141,746 101,233 242,979
Cash and cash equivalents at end of
period $ 21,760 $ $ 51,605 $ $ 73,365
I I I I I
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LEAP WIRELESS INTERNATIONAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Cash Flow Information for the Six Months Ended June 30, 2001 (unaudited, in thousands):

Guarantor Non-Guarantor
Leap Subsidiary Subsidiaries Eliminations Consolidated
Operating activities:
Net cash used in operating
activities $ (40,668) $ $(131,631) $ $(172,299)
Investing activities:
Purchase of property and equipment (3,645) (67,417) (71,062)
Loan to unconsolidated wireless
operating company (10,000) (10,000)
Dividends received from subsidiaries 361,218 (361,218)
Acquisitions, net of cash acquired (2,900) (2,900)
Purchase of wireless licenses (230,876) (230,876)
Purchase of investments (102,298) (102,298)
Sale and maturity of investments 16,309 167,508 183,817
Restricted cash equivalents and
investments, net 12,736 12,736
Sale of note receivable 108,138 108,138
Other (1,354) 2,114) (3,468)
Net cash provided by (used in)
investing activities 141,488 103,817 (361,218) (115,913)
Financing activities:
Proceeds from long-term debt 177,204 177,204
Repayment of long-term debt (909) (909)
Dividends paid to parent (361,218) 361,218
Issuance of common stock 154,561 154,561
Net cash provided by (used in)
financing activities 153,652 (184,014) 361,218 330,856
Net increase (decrease) in cash and cash
equivalents 254,472 (211,828) 42,644
Cash and cash equivalents at beginning
of period 106,504 232,374 338,878
Cash and cash equivalents at end of
period $ 360,976 $ $ 20,546 $ $ 381,522
I | I I I
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations.

The words Leap, we, our, ours and us referto Leap Wireless International, Inc. and, unless the context otherwise requires,
its consolidated subsidiaries. Unless otherwise specified, information relating to population and potential customers, or POPs, is based on 2002
population estimates provided by Claritas Inc.

The following information should be read in conjunction with the condensed consolidated financial statements and notes thereto included in
Item 1 of this Quarterly Report and the audited consolidated financial statements and notes thereto and Management s Discussion and Analysis of
Financial Condition and Results of Operations included in the Company s Annual Report on Form 10-K for the year ended December 31, 2001,
filed with the Securities and Exchange Commission on March 29, 2002.

Except for the historical information contained herein, this report, including Management s Discussion and Analysis of Financial Condition
and Results of Operations, contains forward-looking statements reflecting management s current forecast of certain aspects of Leap s future.
Some forward-looking statements can be identified by forward-looking words such as believe,  think, may, could, will, estimate, continu
anticipate, intend, seek, plan, expect, should, would and similar expressions in this report. It is based on current information, which we
assessed but which by its nature is dynamic and subject to rapid and even abrupt changes. Our actual results could differ materially from those
stated or implied by such forward-looking statements due to risks and uncertainties associated with our business. Factors that could cause actual
results to differ include, but are not limited to:

the unsettled nature of the wireless market, decreased consumer confidence in the economy, new service offerings of increasingly large
bundles of minutes of use at increasingly low prices by some major carriers, and the other issues facing the telecommunications industry in
general, which have created a level of uncertainty that adversely affects our ability to predict future customer growth, as well as other key
operating metrics;

the recent decision by the arbitrator in our dispute with the seller of our Buffalo and Syracuse licenses which could significantly reduce the
Company s liquidity and/or result in substantial dilution to existing stockholders;

changes in economic conditions which could adversely affect the market for wireless services;
a failure to meet the operational, financial or other covenants contained in our credit facilities;
the acceptance of our product offering by our target customers;

the effects of actions beyond our control in our distribution network;

our ability to retain customers;

rulings by courts or the Federal Communications Commission (FCC) adversely affecting our rights to own and/or operate certain wireless
licenses or impacting our rights and obligations to acquire the licenses on which we were the winning bidder in the FCC s broadband PCS
auction completed in January 2001 (Auction 35), or changes in our ownership that could adversely affect our status as an entrepreneur
under FCC rules and regulations;

our ability to access capital markets;
changes in our credit ratings;
our ability to maintain our cost, market penetration and pricing structure in the face of competition and fraud;

a deterioration of our relationships with our equipment vendors and related lenders, including our failure to obtain amendments to our
credit facilities that we may request from time to time;

failure of network systems to perform according to expectations;
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technological challenges in developing wireless information services and customer acceptance of such services if developed;
the impacts on the global and domestic economies and the financial markets of recent terrorist activities;
the ensuing declaration of war on terrorism and the continued threat of terrorist activity and other acts of war or hostility; and

other factors detailed in the section entitled Risk Factors included elsewhere in this report and in our other SEC filings filed subsequent to
this report.

The forward-looking statements should be considered in the context of these risk factors. Investors and prospective investors are cautioned
not to place undue reliance on such forward-looking statements. We undertake no obligation to publicly update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise.

Background

Leap is a wireless communications carrier that is providing innovative, affordable, simple wireless services designed to accelerate the
transformation of wireless service into a mass consumer product. We generally seek to address a much broader population segment than
traditional wireless providers have addressed to date. In the U.S., we are offering wireless service under the brand Cricket®. Our innovative
Cricket strategy is designed to extend the benefits of mobility to the mass market by offering wireless service that is as simple to use and
understand as, and is a competitive mobile alternative to, traditional landline service. In each of our markets, we are deploying 100% digital,
Code Division Multiple Access, or CDMA, networks that we believe provide higher capacity and more efficient deployment of capital than
competing technologies. This, when combined with our efforts to streamline operations and distribution, allows us to be a low-cost provider of
wireless services in each of our markets.

Cricket service allows customers to make and receive virtually unlimited calls within a local calling area for a low, flat monthly rate
compared to that provided by traditional wireless services. Cricket customers can also make long distance calls on a per-minute basis. Cricket
customers currently pay in advance each month s service from a simple, straightforward bill. We offer Cricket service without a long-term
contract, and because service is paid in advance, we currently require no credit check. The simplicity of the Cricket service allows us to sustain
lower operating costs per customer compared to traditional wireless providers. Our networks are designed and built to provide coverage in the
local calling area where our target customers live, work and play. As a result, we believe that our network operating costs are less per minute
than those of traditional wireless providers.

As of June 30, 2002, we offer Cricket service in 40 markets covering a total population of approximately 25.4 million potential customers.
These markets are located in 48 basic trading areas, or BTAs , and make up all the markets that we refer to as our 40 Market Plan. As of June 30,
2002, we had approximately 1,452,000 Cricket customers in our markets across the U.S. Through June 30, 2002, we have incurred
approximately $1,403.6 million of capital expenditures for our Cricket business. To date, we have acquired wireless licenses covering
approximately 53.5 million potential customers in 33 states. In addition, we were the winning bidder for 22 wireless licenses covering
approximately 24.1 million potential customers in an FCC auction that was completed in January 2001, referred to as Auction 35. NextWave
Telecom Inc., the original holder of these licenses, is a party to litigation against the federal government challenging the validity of the auction
and has prevailed on certain of its claims in the United States Court of Appeals for the District of Columbia Circuit. In response to a petition for
certiorari by the FCC, the U.S. Supreme Court has agreed to review the case. The grant to us of these Auction 35 wireless licenses has been
substantially delayed by the NextWave litigation. We cannot predict what affect any challenges before the FCC or in court to the reauction
generally, or the grant of these wireless licenses to us specifically, will have on us.

We continue to focus on enhancing our Cricket service with new products and services designed to meet the needs of our growing customer
base. In 2002, we expanded our competitively priced long distance offers by
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introducing Canadian long distance. We also introduced Spanish language marketing and advertising campaigns, Spanish directory assistance
and Spanish language billing as part of our ongoing focus on the growing Hispanic market. In June and July 2002, we launched unlimited
inter-carrier text messaging in all 40 of our markets. We plan to continue to explore methods to expand our service offerings to include wireless
information services designed to appeal to a broad segment of the population. We believe that wireless information services, like our innovative
Cricket service, need to be simple, easy to use and affordable for all consumers. We have several potential new services in development.

While we expect our emphasis for the next few years will be on our U.S.-based operations, if presented with attractive opportunities, and as
capital resources permit, we may invest in international markets where we believe the combination of unfulfilled demand and our attractive
wireless service offerings can lead to profitable growth.

Pegaso

In Mexico, we were a founding shareholder and have made investments in and loans to Pegaso Telecomunicaciones, S.A. de C.V. totaling
$120.5 million. Pegaso is a company that is providing a wireless service in Mexico that is more traditional in approach than our Cricket service.
We currently own 20.1% of the outstanding capital stock of Pegaso. In addition, we have guaranteed to Qualcomm Incorporated $33.0 million of
Pegaso s outstanding working capital loans from Qualcomm. Pursuant to a January 2002 agreement, as amended and restated in April 2002,
Qualcomm, an equipment vendor and certain shareholders of Pegaso other than us made additional loan commitments to Pegaso of up to
$205.0 million. At June 30, 2002, Qualcomm had provided $92.5 million of these loans to Pegaso. As part of the consideration for these
additional loan commitments, Qualcomm and the other Pegaso shareholders obtained rights to receive warrants to purchase shares of Pegaso. If
these warrants are fully earned and exercised, our ownership interest in Pegaso would be diluted to approximately 18% of the outstanding capital
stock of Pegaso. In the fourth quarter of fiscal 2001, we discontinued our use of the equity method of accounting for Pegaso and ceased
recognizing our share of Pegaso s losses because our investment in and loans to Pegaso have been reduced to zero on our books of account.

In April 2002, we signed an agreement pursuant to which we expect to sell our interest in Pegaso to Telefonica S.A. The completion of the
transaction contemplated by the agreement was subject to various closing conditions. We have been informed by Pegaso that required approvals
of Mexican governmental authorities and most other closing conditions have been satisfied. If the transaction is completed on the terms outlined
in the agreement which we expect to occur in the third quarter of 2002, we would expect to receive approximately $33 million in sales proceeds
and repayment of subordinated debt, and we would satisfy our obligations under the guarantee by delivering to Qualcomm our rights under the
warrants we acquired in connection with the guarantee. Pursuant to the vendor credit facilities, approximately $25.8 million of the proceeds of
the sale of Pegaso are expected to be set aside or contributed to Cricket Communications and subsidiaries of Leap holding wireless licenses. See

Risk Factors Risks Associated with Pegaso Could Adversely Affect Our Business.

Critical Accounting Policies and Estimates

The consolidated financial statements are prepared using accounting principles generally accepted in the United States of America. These
principles require management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities, and the reported amounts of revenues and expenses. Actual results could differ from those estimates.

Revenues and Cost Recognition

For our Cricket business, revenues include wireless services and the sale of handsets and accessories. Wireless services are provided on a
month-to-month basis and are generally paid in advance. We do not currently charge fees for the initial activation of service. Revenues from
wireless services are recognized as services are rendered. Amounts received in advance are recorded as deferred revenue. Cost of service
generally
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includes direct costs and related overhead, excluding depreciation and amortization, of operating our networks. Equipment revenues arise from
the sale of handsets and accessories. Revenues and related costs from the sale of handsets are recognized when service is activated by customers.
Revenues and related costs from the sale of accessories are recognized at the point of sale. The costs of handsets and accessories sold are
recorded in cost of equipment. Handsets sold to third-party dealers and distributors are recognized as inventory until they are sold to and
activated by customers. Amounts due from third-party dealers and distributors for handsets are recorded as deferred revenue upon shipment by
us and are recognized as equipment revenues when service is activated by customers. Sales incentives offered without charge to customers and
volume-based incentives paid to our third-party dealers and distributors are recognized as a reduction of revenue when the related service or
equipment revenue is recognized. Customers have limited rights to return handsets and accessories based on time and/or usage. We record an
estimate for returns of handsets and accessories at the time of recognizing revenue. Returns of handsets and accessories have historically been
insignificant.

Handsets sold through our third-party dealers and distributors are subject to a mark-up retained by the third-party dealer or distributor,
which is not included in our equipment revenues. We deduct from equipment revenues the value of the first month s service, which is included in
the price of the handset. We generate service revenues from monthly service and features, including call waiting, caller ID and voicemail.
Service revenue is also generated from the customer s usage of long-distance minutes and directory assistance purchased from Cricket.

Wireless Licenses

Wireless licenses are recorded at cost. Through December 31, 2001, wireless licenses were amortized using the straight-line method over
their estimated useful lives upon commencement of commercial service, generally 40 years. We adopted Statement of Financial Accounting
Standard No. 142 Goodwill and Other Intangible Assets on January 1, 2002. Upon adoption, we ceased amortizing wireless license costs as we
determined that these assets meet the definition of indefinite-lived intangible assets under SFAS No. 142. Wireless licenses, net, totaled
$718.2 million at January 1, 2002. During the three months ended March 31, 2002, we recorded an income tax expense of $15.9 million to
increase the valuation allowance related to our net operating loss carry-forwards in connection with the adoption of SFAS No. 142. Because of
the indefinite reversal of the deferred tax liabilities related to the amortization of wireless licenses for tax purposes, the deferred tax liabilities
can no longer be used as a source of taxable income to support the realization of a corresponding amount of deferred tax assets. Wireless license
amortization was $0.9 million and $1.7 million for the three and six months ended June 30, 2001, respectively.

SFAS No. 142 requires wireless licenses classified as indefinite-lived intangible assets to be tested for impairment as of January 1, 2002 and
at least annually thereafter. During the three months ended March 31, 2002, we completed our transitional impairment review of our wireless
licenses and concluded that no impairment exists. We adopted Emerging Issues Task Force Issue No. 02-07 Unit of Accounting for Testing
Impairment of Indefinite-Lived Intangible Assets in completing this impairment review, which requires that separately recorded indefinite-lived
intangible assets be combined into a single unit of accounting for purposes of testing impairment if they are operated as a single asset and, as
such, are essentially inseparable from one another. The determination of the fair value of our wireless licenses is affected by our estimated future
operating results. If in fact we do not achieve our estimates for customer growth and other key operating results, this may have a significant
adverse effect on our ability to meet our vendor loan covenants and our estimated discounted future cash flows and may ultimately result in a
material impairment charge related to our wireless licenses.

Goodwill

Goodwill represents the excess of the purchase price and related costs over the fair value assigned to the net tangible and identifiable
intangible assets of businesses acquired. Through December 31, 2001, goodwill was amortized on a straight-line basis over its estimated useful
life, generally 20 years. In connection with the adoption of SFAS No. 142, we ceased amortization of goodwill effective January 1, 2002. As of
January 1, 2002, we had goodwill of $26.9 million related to our June 2000 acquisition of the remaining interest in
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Cricket Communications Holdings, Inc. that we did not already own. Goodwill amortization was $0.4 million and $0.7 million for the three and
six months ended June 30, 2001.

SFAS No. 142 requires goodwill to be tested for impairment as of January 1, 2002 and at least annually thereafter. During the three months
ended March 31, 2002, we completed our transitional impairment review of our goodwill and concluded that no impairment exists. This
assessment was performed by comparing the fair value of the entire company to its book value of $358.4 million as of January 1, 2002. The
determination of our fair value is based partly on our estimated future operating results.If in fact we do not achieve our estimates for customer
growth and other key operating results, this may have a significant adverse effect on our ability to meet our vendor loan covenants and our
estimated discounted future cash flows and may ultimately result in a material impairment charge related to our goodwill.

Impairment of Long-lived and Intangible Assets

In October 2001, the FASB issued SFAS No. 144  Accounting for the Impairment or Disposal of Long-Lived Assets. SFAS No. 144
replaces SFAS No. 121 Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of. SFAS No. 144
applies to all long-lived assets (including discontinued operations) and consequently amends Accounting Principles Board Opinion No. 30

Reporting Results of Operations Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual, and Infrequently
Occurring Events and Transactions. SFAS No. 144 develops one accounting model for long-lived assets that are to be disposed of by sale. SFAS
No. 144 requires that long-lived assets that are to be disposed of by sale be measured at the lower of carrying value or fair value less cost to sell.
Additionally, SFAS No. 144 expands the scope of discontinued operations to include all components of an entity with operations that (1) can be
distinguished from the rest of the entity and (2) will be eliminated from the ongoing operations of the entity in a disposal transaction. We
adopted SFAS No. 144 on January 1, 2002. The adoption of SFAS No. 144 did not have a material impact on our consolidated financial position
or our results of operations.

Recent Accounting Pronouncements

In June 2001, the FASB issued SFAS No. 143 Accounting for Asset Retirement Obligations. SFAS No. 143 addresses financial accounting
and reporting for obligations associated with the retirement of tangible long-lived assets and the associated asset retirement costs. It applies to
legal obligations associated with the retirement of long-lived assets that result from the acquisition, construction, development and/or normal
operation of a long-lived asset. We will adopt SFAS No. 143 on January 1, 2003. We have not yet determined the financial impact the adoption
of SFAS No. 143 will have on our consolidated financial position or our results of operations.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities. SFAS No. 146 requires
that a liability associated with an exit or disposal activity be recognized at its fair value when the liability has been incurred, and supercedes
EITF Issue No. 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity. Under EITF Issue
No. 94-3, certain exit costs were accrued upon management s commitment to an exit plan, which is generally before an actual liability has been
incurred. We will adopt SFAS No. 146 on January 1, 2003. We have not yet determined the financial impact the adoption of SFAS No. 146 will
have on our consolidated financial position or our results of operations.

Results of Operations

Three and Six Months Ended June 30, 2002 Compared to Three and Six Months Ended June 30, 2001

At June 30, 2002, customers of our Cricket service increased to approximately 1,452,000, compared to approximately 472,000 at June 30,
2001. At June 30, 2002, customers were approximately 5% below our guidance of more than 1.5 million. During the three months ended
June 30, 2002, gross and net customer additions were approximately 258,000 and 63,000, respectively, compared to approximately 180,000 and
133,000, respectively, during the three months ended June 30, 2001. At the end of the second quarter of 2002,
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we launched an aggressive win back program pursuant to which we provided a free month of service to former customers with profiles showing
them as good reactivation candidates. These programs encourage customers to return to our network. While our experience with these programs
in the past has shown that these customers are less likely to stay on our network long term than new customers, we have implemented new
loyalty programs for win back customers, which we expect will improve their retention. We believe that the programs are positive contributors
to both customer growth and EBITDA. During the six months ended June 30, 2002, gross and net customer additions were approximately
649,000 and 332,000, respectively, compared to approximately 344,000 and 279,000, respectively, during the six months ended June 30, 2001.
During the three months ended March 31, 2002, we launched network service in Buffalo, New York, completing the launch of all markets under
our 40 Market Plan, and bringing the total potential customers (POPs) covered by Cricket networks to 25.4 million. During the three months
ended June 30, 2001, we launched network service in Spokane, Washington, Fort Smith, Arkansas, Hickory, North Carolina, Macon and
Columbus, Georgia, and Pittsburgh, Pennsylvania, for a total of 20 markets in service.

During the first and second quarters of fiscal year 2002, we experienced slower customer growth rates than planned, which we believe is
due in large part to decreased consumer confidence in the economy in general and in the telecommunications industry in particular. Other
carriers also have reported slower customer growth rates compared to prior periods. In part because of these slower growth rates, competitive
pressures in the wireless telecommunications market have caused other carriers to offer plans with increasingly large bundles minutes of use at
increasingly low prices which are competing with the Cricket low-price, predictable and virtually unlimited calling plan. In addition, the
volatility of the stock prices of telecommunications and wireless companies in the public equity markets has further eroded consumer confidence
in wireless telecommunications companies.

During the second quarter of 2002, cost per gross customer addition (CPGA) increased to $316 from $246 in the first quarter of 2002, and
the rate of customer churn increased to 4.6% from 3.2% in the first quarter of 2002. The increase in our CPGA was influenced by factors such as
higher selling and marketing expenses, sales incentives and lower gross customer additions, due in part to the decreased customer confidence in
the economy, increased price competition described above and the removal of potentially fraudulent customers from our customer base. The
removal of potentially fraudulent customers from our customer base also impacted CPGA because we deduct customers who do not make
payment on their first monthly bill from our gross customer additions and, as a result, we incur the loss on the sale of a handset without an
offsetting gross customer addition. We are addressing the increase in CPGA and customer churn by revising our advertising and messaging
strategies, introducing a new service plan that we believe improves the competitive value of our service offering to the customer, increasing
programs to improve customer loyalty and making some changes to our distribution strategies.

During the three and six months ended June 30, 2002, we generated $144.4 million and $272.4 million in service revenues and $6.8 million
and $18.9 million in equipment revenues, respectively, compared to $39.6 million and $65.2 million in service revenues and $8.3 million and
$19.4 million in equipment revenues, respectively, in the corresponding periods of the prior year. The increase in service revenues over the
corresponding periods of the prior year related primarily to the increase in our customer base and having network service in additional markets
in the U.S. Although gross customer additions increased over the corresponding periods of the prior year, equipment revenues decreased period
over period due to competitive pressures reducing the average price for which we sell handsets to new customers as well as increased incentives
offered to our dealers and distributors.

During the three and six months ended June 30, 2002, we incurred $ 43.5 million and $85.4 million in cost of service and $60.2 million and
$144.2 million in cost of equipment, respectively, compared to $17.5 million and $29.7 million in cost of service and $32.5 million and
$63.4 million in cost of equipment, respectively, in the corresponding periods of the prior year. The increase in cost of service over the
corresponding periods of the prior year related to having network service in additional markets in the U.S. and the increase in our customer base.
The increase in cost of equipment over the corresponding periods of the prior year related to increased gross customer additions period over
period. We sell our handsets to customers and third-party dealers and distributors at prices below cost to grow and maintain our customer base,
which is
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typical of wireless providers. During the three and six months ended June 30, 2002, $49.0 million and $115.2 million of our losses on handset
sales were to acquire new customers, respectively, compared to $23.1 million and $41.7 million in the corresponding periods of the prior year.

Selling and marketing expenses were $32.8 million and $62.9 million for the three and six months ended June 30, 2002, respectively,
compared to $21.8 million and $38.8 million in the corresponding periods of the prior year. General and administrative expenses were
$46.7 million and $96.7 million for the three and six months ended June 30, 2002, respectively, compared to $32.7 million and $57.4 million in
the corresponding periods of the prior year. The increase in selling and marketing and general and administrative expenses was due primarily to
increased personnel and other expenses associated with the operation of additional markets and increased customer additions compared to the
corresponding periods of the prior year. For the three and six months ended June 30, 2002, $32.7 million and $62.7 million of selling and
marketing expenses were to acquire new customers, respectively, compared to $21.0 million and $37.5 million in the corresponding periods of
the prior year. Selling and marketing expenses consisted primarily of advertising, promotion and public relations and related payroll expenses.
General and administrative expenses consisted primarily of customer service and billing expenses, corporate costs and expenses such as
administration, human resources, legal, government relations, information technology, accounting and finance, business development and
negotiations for wireless license transactions, and related payroll expenses. We expect that selling and marketing expenses will continue to
increase in the future in order to support our customer acquisition efforts and the resulting increase in our customer base and the development
and launch of new service offerings in markets under our 40 Market Plan.

During the three months ended March 31, 2002, we experienced a significant increase in the occurrence of fraud, which has been an issue in
the wireless industry, over that experienced in the preceding year. The three types of fraud that have affected our business are credit card fraud,
subscription fraud and distribution fraud. With the exception of some normal delays in the reporting of credit card misuse, which are not
material, we believe that the financial costs of these activities are reflected in our financial results for the applicable period.

To reduce the occurrence of credit card fraud, in which a person pays for service with the credit card of another, we have implemented
improved credit card validation systems and processes that have reduced the percentage of credit card transaction charge backs to a level we
believe to be consistent with industry standards. This type of fraud has the effect of reducing reported service revenue and calculated average
revenue per user per month (ARPU) in the month in which the charge backs are received.

To reduce the occurrence of subscription fraud, in which a person who already owns a Cricket phone activates service with false
information and thereby obtains an additional month of service free, we have implemented new customer validation systems and processes at the
point of activation. We believe that virtually all of the customers involved in fraud at March 31, 2002 either have been removed from our
customer base or have turned into paying customers, because nonpaying customers are automatically removed from our customer base after
30 days of non-payment. In addition, we believe that our new systems and processes are preventing the activation of most customers who are
engaged in the kinds of subscription fraud we previously experienced. This type of fraud results in reduced levels of reported service revenue
and calculated ARPU due to the free month of service provided to these customers.

To reduce the occurrence of distribution fraud, in which a third-party dealer or distributor reports a handset as sold and activates the service
in a fictitious person s name, we have reviewed dealer performance and have terminated or are terminating our relationships with many of the
indirect sales locations that were under-performing or suspected of potentially fraudulent activity. We currently market our Cricket service
through over 5,100 indirect points of sale in addition to our direct retail locations. We have instituted more timely and targeted dealer
performance and inventory monitoring systems that provide us with near-real time reporting. We will continue to utilize these systems to
identify and mitigate potential fraudulent activity. This type of fraud increases the amount of equipment losses reported and cost per gross
addition (CPGA) because, as is common in the wireless industry, we sell our handsets at a loss and provide market development funds and
volume incentives to our indirect dealers.
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During the three months ended June 30, 2002, we believe we have significantly reduced fraudulent activity after taking aggressive steps to
implement processes, systems and controls designed to detect fraud and screen out customers and dealers who engage in fraudulent activity. As
a result of fraud, we experienced a negative impact on our calculated ARPU and CPGA during the three and six months ended June 30, 2002,
and we experienced a negative impact on our customer churn during the three and six months ended June 30, 2002. We expect to experience
improvement in these metrics later in the year as the new processes, systems and controls continue to mitigate the effects of fraud.

Depreciation and amortization was $69.0 million and $130.9 million for the three and six months ended June 30, 2002, respectively,
compared to $20.5 million and $35.3 million in the corresponding periods of the prior year. The increase in depreciation and amortization
resulted from a larger base of equipment in service compared to the corresponding periods of the prior year. We adopted SFAS No. 142 on
January 1, 2002. Accordingly, amortization of goodwill and wireless licenses ceased as of that date. These assets will be subject to periodic
impairment tests. Amortization of goodwill and wireless licenses totaled $1.3 million and $2.5 million for the three and six months ended
June 30, 2001, respectively. We expect depreciation expense will continue to increase in the future as we improve the coverage and capacity of
our networks in markets under our 40 Market Plan.

In the fourth quarter of 2001, we discontinued the use of the equity method of accounting for Pegaso and ceased recognizing our share of
Pegaso s losses, as the carrying amount of our investment in and loans to Pegaso had been reduced to zero. During the three and six months
ended June 30, 2001, our equity share in the net loss of unconsolidated wireless operating company was $17.1 million and $43.3 million,
respectively, and related only to Pegaso.

Interest income was $1.7 million and $3.4 million for the three and six months ended June 30, 2002, respectively, compared to $7.9 million
and $18.8 million in the corresponding periods of the prior year. The decrease in interest income related to decreased average cash and cash
equivalents and investment balances as we continued to incur operating losses and negative cash flows from operations and incurred capital
expenditures.

Interest expense was $57.2 million and $110.1 million for the three and six months ended June 30, 2002, respectively, compared to
$41.8 million and $79.5 million in the corresponding periods of the prior year. The increase in interest expense primarily related to increased
vendor financing of our wireless networks. We expect interest expense to increase substantially in the future due to expected additional
borrowings to finance improvements in coverage and capacity of networks under our 40 Market Plan, amortization of debt issuance costs and
loan origination fees to interest expense, and additional borrowings for the purchase of wireless licenses in the event of the grant to us of the 22
wireless licenses on which we were the winning bidder in Auction 35.

Income tax expense was $2.0 million and $20.2 million for the three and six months ended June 30, 2002, respectively, compared to
$0.3 million and $1.2 million in the corresponding periods of the prior year. The increase in income tax expense related primarily to a one-time
income tax expense of $15.9 million for the three months ended March 31, 2002 to increase the valuation allowance related to our net operating
loss carry-forwards in connection with the adoption of SFAS No. 142.

Liquidity and Capital Resources

General

For the 12 months beginning July 1, 2002, we plan to spend a total of approximately $406 million for the following requirements (excluding
certain contingent requirements described below):

approximately $222 million for capital expenditures to improve the coverage and capacity of our existing wireless networks;
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approximately $25 million for general corporate overhead and other expenses, including expenditures for our new product development
activities, which cannot be funded from existing cash and future cash flows at Cricket Communications, Inc. because of vendor loan
covenants;

approximately $17 million primarily for FCC debt repayments in connection with completed acquisitions of wireless licenses; and

approximately $142 million for cash interest and fees and our principal amortization payments in December 2002, March 2003 and June
2003 under our vendor facility with Lucent Technologies Inc.

For the 12 months beginning July 1, 2002, interest under our senior discount notes is deferred and added to principal; interest under our
senior notes is paid from restricted investments established at the time the senior notes were sold; and interest under our vendor credit facilities
with Nortel Networks Inc. and Ericsson Credit A.B. can be financed with borrowings under the applicable credit facility, subject to the terms of
such credit facilities. Until November 2002, interest under our Lucent Technologies Inc. credit facility can be financed under the terms of that
facility. As a result, these interest obligations are not included in the amounts shown above.

Leap was the winning bidder for 22 wireless licenses in the FCC s Auction 35. If the FCC grants these licenses to us, we would likely have
an aggregate payment obligation of $350.1 million (less any amounts then on deposit with the FCC) payable within 10 business days of a public
notice issued by the FCC establishing a payment deadline. These additional payments are not included in our estimates of expected expenditures
in the 12 months beginning July 1, 2002 shown above. The grant of these licenses to us has been substantially delayed by the NextWave
litigation. If the FCC is able to complete the sale of these wireless licenses to us, we plan to satisfy our remaining Auction 35 payment
obligations through borrowings under our vendor credit facilities, approximately $125.3 million committed under a senior secured financing
arrangement with Qualcomm and additional new financing which will be required. If we are unable to raise additional debt or equity to complete
the purchase of the Auction 35 wireless licenses, we may not purchase some or all of the wireless licenses, which may result in the forfeiture of
our deposit, potential liability for damages and other administrative penalties imposed by the FCC.

In connection with the our acquisitions of wireless licenses in Buffalo and Syracuse, the seller asserted that, based on the prices of certain
wireless licenses auctioned by the FCC in Auction 35, it is entitled to a purchase price adjustment pursuant to terms of the purchase agreement
for such licenses. The matter was submitted to binding arbitration and the arbitrator recently determined that the seller is entitled to a purchase
price adjustment of $40.8 million immediately payable in cash, or, in our sole discretion, 21,548,415 shares of Leap common stock. This
payment is not included in our estimates of expected expenditures in the 12 months beginning July 1, 2002 shown above. Based on the last
reported sale price of the Company s common stock on the Nasdaq National Market of $0.55 per share on August 13, 2002, the shares would
have a market value of approximately $12 million. If Leap issues these shares, they would represent approximately 36.4% of Leap s outstanding
common stock, and approximately 28% of Leap common shares on a fully diluted basis, following such issuance. If Leap pays the award in
stock, the seller would hold more than 15% of Leap s common stock on a fully diluted basis, and Leap s entrepreneur (designated entity) status
under FCC rules and regulations could be in jeopardy without the receipt of formal or informal clarification or a waiver from the FCC. If we lose
our entrepreneur status under FCC rules and regulations, we could be subject to unjust enrichment penalties of approximately $20 million and
the acceleration of the payment of approximately $82 million of FCC debt, and we could be required to forfeit or divest our wireless licenses
that have not yet been built out. In addition, the issuance of common stock to the seller without the consent of the lenders under our vendor
credit facilities could constitute a change in control and an event of default under our vendor credit facilities. Any substantial payment of cash in
connection with the award would significantly reduce our liquidity. We are evaluating the outcome and effect of the arbitration ruling. The
arbitrator has retained jurisdiction solely for purposes of awarding attorneys fees, expenses and the costs of the arbitration pursuant to the terms
of the purchase agreement and resolving any disputes that may arise relating to the performance directed in the award. On August 9, 2002, MCG
filed an Application for Emergency Hearing and Ruling on Waiver of Election with the American Arbitration Association contending that Leap
has waived its right to elect
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between payment of the award in cash or stock by virtue of the fact that such award was required to be paid immediately and Leap had not yet
paid the award. MCG requested that a hearing on the matter be held on Monday, August 12, 2002. No such hearing has been held. However,
Leap does not know when, or if, such a hearing will be held as requested by MCG and what the outcome of any such hearing, if held, would be.

As of June 30, 2002, we had available a total of approximately $445 million in unused capital resources for our future cash needs as
follows, not including cash flows we expect to generate from operating activities:

approximately $209 million in consolidated cash and cash equivalents and investments, including approximately $63 million in cash and
cash equivalents at Leap Wireless International, Inc.; and

approximately $236 million in commitments (net of accrued interest and fees we expect to incur and amounts currently payable to the

vendors that will be financed under the vendor credit facilities over the next 12 months) under vendor financing arrangements with Lucent,

Nortel and Ericsson, with availability based on (i) a ratio of the total amounts of products and services purchased and (ii) certain covenants

restricting our growth, including but not limited to a c