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ORIGINAL 
BELLSOUTIJTELECOMMVNICA TIONS Jl'OIC. AND SPRJNT ·FLORIDA INC. 

BUORETHE 

FLORIDA PUBLLC SERVICE COMMISSION 

L INTRODUC'nON 

DOCXET NO. 910696-TP 

REBV1TAL TllSTIMONY OF 

DR. RANDALL. S. BILLINGSLEY 

SEPTVdBER 1, 1998 

My llllllll: IJ IWida1l S. BUIIapl.ey. IIIII a finance profe:uor at VirJinia Polyteehnic lmtitutc 

tJid St:llt.e Uoivm!cy. I aiJQ act u a finrclal consuhant in 1M ams of cost of ccpilal anal )'lis. 

Rrwnc<Jtl .tocurity aaalyala. and Valualloo. My buailless addttss is: Depmbncnt of rU~m:e. 
f 

Pcunplin CoUep of Blllft~C#. Viralnia Polyteebllic Institute and State University, Blacksburg, 

ViiJinla 24061 .o221. 

This tebu1W•lll¢mony prelalb my illdcpmdcnt profmiooal opinions and ia not presented by 
. 

me u a ~ of Vlraf.aia Polyttcbnic l.nsti!Ulc and Sease University. 

Have yw prcvloualy ~bmiued IC:Stimocly Ill thiJ pro ceedina on behalf of BellSouth 

Telewcxwll.aUc!!Jont Cocporation (881) and Sprint.Fiorida. lrw;orporatcd (Sprint·FL)? 

Yea. 

·1· 

DOCUI'IEN t Sli''.!1(R ·DATE 

~:iEP~Z~ 

fi'St .o.(~Orl:OSIIICPORTING 
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Q. 

A. 

Q. 

A .. 

Yes, my ll'SdiiiMY llld 12 cxbiblta v.uc pepiied by me or undcf my di~llon and 

supcrvisioo. 

n. PURPOSE Of RIBtrTTAL TI8TIMONY AND !"'JMMARY OF 

CONCLUSION$ 

A. PURPOS& OF llDtJTTAL TES'I'IMONV 

My pu:po10 b 10 reoua Mr. lobo I. HlnhldCcr'a cllteet tcstlmoey oo beba1f of AT.tT 

Comm\ll!kations of lbo Soucbenl Swa, lac. (ATLl) llld MCI Tei.CICOmmunlcations 

Q.l'pOCWon (Met). He enoneously estimala the eost of equity capiw for BST 10 be only 

9.3S% to 9.96% llliiBST'a OWftll avmae COlt of ccplw 10 be In the rqe of only 7.94% to 

9.0$%. Mr. Hil'lhlei!or alto lncotreelly csd.mates tbe eost or equity eaph.al for Sprint·FL 

(~ u Caunl Tdcpboae IDd Unhed Tclepbone, which mtt&ed to,ethc 10 form 

Spri.nt.florida 011 Deccnber 31, 1996) to be only 9.74% and Spriot·FL's O\-erall avmae cost of 

capiw to be In lbo 11011• of only 7.97% to9.12%. In tebultlna Mr. Hlnhlcifcr'a testimony I abo 

n:but dJe COil of c.pltai I I " pdODI ftlldc In tbo ICIUIDOn)' of Mr. Don J. Wood. 01Jna on 

behalf of MCJ and AT.U In &bb proc.edloJ. Mr. Wood pmeota Rdcac S.O. of the HAl 

Model spollJOI'ed by AT.tT llld MCI in an etTort 10 detctm1ne 1bo Cot'ollltd-lookJna ccooomk 

cost of providlna bait local tc~ JerYioe In f1ori4a. In 10 doina. be iodicalet 

-2· 
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that ~[t]he ~ ~ bCICln .run utlna the propoted intrastate cost of capital described in the 
' 

testimony of Jobo Hintbldftr" (Dirccl Testimony. p. 16. linea 4--S). Since my ~bunal shows 

that ~. HinhJeifU .ficant1y underestimates the capital c:o.ns for both BST and Sprint·FL, 

Mr. Wood's cost ltlll)'lb !J biued due 10 hiJ rellaoce on Mr. Hinhlelf~'s incom:c• ~'Ost of 

capital estlnwla. 

r also updase my direcllestinoooy that was lllbmia~ to the Florida Public: SeMec Corrunission 

(~on} 00. Aupt 3, 1998' ID this pi'O(«dina. TbUJ, I dc1crmlne the reasonableness of 

the usc of Ill ovaall c:ost of cepltal of 11.2S% !II the eost studies of BST and SpriDt·FL and 

', 
c:Ompaoy dala. Tb1s provides evl4m:e llld'illlo preperiJia unl vuul service fund cost studles in 

the state ofFlorid&. 

B. SUMMAIIY OF UBU17'AL OF 14 JOHN/. HTRSHLEIFER'S 

TESTIMONY ON BDIAU OJ ATAT AND Met 

WhaJ b..- doea your rebutlll foc:uJ on In Mr. Hirshleifer't direcl testimony conoemina c:apital 

eostJ of BST md Sprint-FL? 

My rcbuiW apbins &be atarJ md illeolls!J1alda in Mr. Klnhleifer's dltcoUDted cash flow 

(DCF) 8lld capital wet pd~ IDC)dtl (CAPM) analyses of BST and Sprint·FL's COJU of 
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equity capital. bls COlt or debt estimaUoo. lliJ ,....,.,I!!NV!c:d Clpital str\let\,ft, and his 

mjcundertlQfldlna of lbt llllUI'e and slpl.flcmce or the rilkl.~ of lnve•tlna in the 

ldecommqnjceti'XIIlnduslry. Kll mon In esdmatina the cosu of equity for SST and Sprint·FL 

u.tlna tbe DCP lpjlioeo:h illcl.llde: I) ux of a lliahJy subjective liutt-$118c model 11w is not 

"iX t"'!Wiv. of die iDYator't pes:II)CCdve; 2) ux of IJ'Owth rate forccuu that do not reflect 

COIIMDIUI ill~ £M IWQI comJ!"mit,y t•P" retiom; )) ~ and unsupponed retw- on 

BdiSoutb, the ,other reaiooal Bell holdina compaoies (RBHCa), llld selected indepmdcnt 

telepbooc comi)IIDia • COIIIl)lrlble In n.k to SST r:.i Sprint-Fl.: 4) failure to adjust for 

Oocatioo oosu, llld 5) failure to u.tc the llppi'Opriale fonn of the DCF mock I llw recop1zes the 

quanerly .,-yment of di~. 

Mr. Hillbleifcr'a CAPM enon in caJc:uJatfaa die costs of equity for BST 1011 Sprint-FL 

Include: I) lianiflc:anl IIDdaatl.tntlion or tbe equity risk premium in pan due to the use of lilt 

flawed lhrco flip modeJ.IIId 2) ~ excl\41oo of til members of the St.lndard and Poor's 

Composile 500 lnclex (SAP 500) &om~ cost IIIII )'Sis that do not bavc a dividend yield of 

at least 2". Tbcte cnon explain why bis CAPM ~mares of the wsts of equity for BST and 

Sprint-FL are 10 ~ Ulldautl..,.,.. 

My rebutsal abowt 11w Mt. Hinhkl!er'a COil of debllllllyses 1t1 O.wed by hlJ rellaoce oo 

dated lllltlcet lnformatloa &om December of 1997. He abo lueoitocdy locludeJ debt ill 11!1 

analyses that wu not l.aoo4 to OIWICC loq·tetm telepbooc ooworic uaetJ llld tbat ""'U issued 

by the puu11 boldina ~ o!BST and Sprint·FL. Molt!OVet, Mr. Hlnh.ldfct placu 100 
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Q. 

A. 

much reliance 011 boot,.._ Ill delmnlnina ~~ capUal atructure. Finally, I show 

uw Mr. Hlnblci!ilt's YfeWI 011 the rlsks that are rdi"Vaalt 10 asscssina capital 1:0sts In the 

lelecommunieltiont filclliSirY Ire ~ and i.ocoosiJtenL In the SAllie vein, I show thai biJ 

qument ·lhll the busiJ~HS ofkasma network elements IJ of~latively low risk is unsupported. 

C. B~Y Of tiPDA~D 8ST AND SPRINT·Jil. COST OF CAl' IT AL 

ANALYSES 

Ple~UC- clesafbe ~ IJHO.Itbct that rou ~ 10 ~ yOW' estimates of lhe casu of equity 

capilli for BST and Spliru·FL IDd $\III'UI\Ida yow cooclutlom. 

I use the Slli1e ~ lha1 wt~ \lied in my previoiiSly filed direct testimony In !his 

proceeding. The updall!d COSt of equlty f« BST a.~ In the ran~e of J4.45% to 14.46% usina !he 
. 

compettble firm fll'OIIP DCF .model ~ UndeT lhe wno appri)I!Ch. lhe updated cost of 

equity for Sprinl·FL Is In the n111P oll4,0% 10 14.S3%. Tho CAPM epproaclllndicate$ that 

' ssrs updated eos1 ofequftycap!lalls Ill thermae of 14.20%10 14.40% and &.bat Sprint·Fl's 

updalcd cost of equity it In IbiD ranp o.f 14.30 10 14.SO%. The rislc pmnlum tpproach indlcttes 

that the~· nmun oo the overall eqlllty aurrket. as IJit4S\II'Cd b) the S&:P SOO, is cumotly 

bclwecn 13.7~ and 14~ From cbclel.qldased analyt«, I conclude that the c:umnt cost of 

equity capi1al for BST il wilhln the rlllJe of 14.20% to 14.<46% and that the c:urrau cost of 

equity for Sprla!·FL is "within 1M rqeof1430%10 14.S3%. 
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Plasc describe bow you evaluast the reasoo.ablcoeA of usin& an overall cost of capital of 

I I .2S% in tbe COil tnldies of8ST IUid Sprint·FL us1oa updetrci diU end SWIIIII.Iriz.e your 

findlnp. 

I ux tbe same approKh at d.l in my pnviously filed dinct teStimony in thlJ procec"ina Two 

IDdireet rcsa oftbe ~of ad! COCDpllly's ux of an 11 .25% overall cost of capital 

are pafonDed. A direct ecs. oft '""l'bl.aas b also \lied 10 evaluast thlJ rate. The first mdircc1 

test 111e1 c:ac:b ~·· •CJIOIUd book value c.pital~U~~ttWC end embedded cost of debt u of 

June 30, 1998. BST'a tep011i\d capllll tU\IC:IU c Is 56.44% equity and 43.S6% debt and iu 

embedded COSI of debt is 6.39%. Sprint-Fl. '• lq)Or1ed book vetuc capite! IINCtUre is 60.05% 

equity aod 39.95% CW. aod iD embedded COil of cS-.bc is 7 .13%. An ovcn.ll coat of capite! of 

11.25% usiDa lillie J*IIDdal implies a COil of c.qllitr of IS.OO% Cor BST md 13.99% for 

Sprillt..YL. The IOQOIId •at wet an equity rwtio foe SST oC 60%, an UIOCialcd debt tllio of 

40%. and a currttm for•ll'd•lookina coa of debt of 6.60%. Tbo aeaond ecs. for Sprint·FL UJe$ 

an er,uiry ~of 59.$8%, a debt ratio of 40.42%, and uacs Sprint-Fl.'s forward·looldna cost of 

debt of 7 .02%. An ovcn.ll cost of capital of 1 1.25% i.mplles a cost of equity of 14.3 S% for BST 

aod 14.1~ for Sprio&.-FL. 'J"b9e rwo !ndirea tc:su Joajcally Imply cosu of equity !hal are 

within or only about SO batb poiDu hlper than my estima•ed IWJl8C foe Bsr s c:ost of equity 

capilal ofl4~ 10 14,46% mdtbal are lower than my eJtlmat.ed IWJl8C for SpriQt·FL's cost of 

equity of 14.30% 10 14.53%. 

As a direct ecs. of r · waabkum, I rdy 011 my updated l'orwlord-Jooldna equity and debt 

ClOStl eJoaa wldl tbe ~ ~aluc-bued eapltal iiUUI:tUra of each company 10 estimate an 

ovuall co.t~ ofcapllll for BST In tbe ruwe of 13.14%10 13 .. 36% and an ovuall c.ost of capital 

fof Sprint·fL In t1w ranae of 13.10% 10 13.29%. Thb lndlCMes !hal tbe use of an 11.2~% rate in 

-8-
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its cost studies ~ BST's forwunl-tooldna oven.IJ cost of capiw by 189 10 21 1 wis 

poinu aod ~ Spinl·FL'a forward-looking overai.J 1:0st of capiw b:' ISS 10 204 

' 
basis poiDts. "'lXTe!ore. lbc ua of an I l.2S% cost of c:aphal In lhe cost stUdies of BST and 

Spdnt·FL b reasonable aod qul&e ~ve In llaht of updated capital marltet dala. 

m. REBUI'TAL OF MR. BIRSHLEIFER'S DlRECf TESTIMONY ON 

. 
BEHAL.FOF AUT AND MCI 
A. ERJlORS IN DCF COST OF EQUITY 14~AL VSIS 

J. FAILURE TO REPLECI' INVESTORS' PERSPECTIVE 

Is Mr. Hlnhlmf~'• woe ot a~ DCF model rqxaenlalive of inVd!On' valuation 

No, Mr. Hlnbkifct's ~NIO modd b complex, aubjccdve., and uses arowth rate forecasts 

lhlu !dlect hil 4WD oplnloa& raUlCT than lhosc of the invesuncnt 1:0nununlty. Due to these 

Umita!Jon.., three-stage appr61cbcs are 1101 commonly used in regulatory proc:etdlngs. Mr. 

Hinhlelf~'a ~~~ do not provide IJUiibt into the Clll'l'enl or forward-tooldna equity capital 

costs of BST or Sprim·PL, 

Mr. Hinhleifer' s ~ lpJX'OICh maJces u.se of llrm-tpeelfic lnvestmtn~ community 

COilXMII &J'OW\h me loncuts, u meuured by lnltitlllional Broken Estimation Scrvi<:e 

·1· 
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Q. 

A. 

(IBES), for ooly lbe bt 11qe (fi~ ytan) of h1a IIIAlysis. After this five-year pcrlod. be 

IISSUll1CS a IOCOnd stap of 1S years dllzina which the arowth nne falls from the Initial IBES 

growth m~e 10 a proj~powtb rwloJ the overall U.S. oconomy by the end of the 201h year. 

After that time, Mr. HinhleifCt Ill !IDeS that the arowtb rate IUllli.ns at that projected rate for 

the economy iodcfiahely (i)IRct Tatimony, p. 24,11nc 7 • p. 28. line 19). 

Mr. Hidb.lelfer's INiysiJ ~ the ~ iD the CW'I'Cill proceedlna. The aoat hero i.s to 

erumate BST llld ~print·fL'f CO$ of meetiDa tbelr equity illvt:AorS' return requirements in 

marlce1 tenns. Thus, tbc~ 'lboWd reflec1 !bt i.cvCSUI'.~ caly.U proc:t'SS and expectationJ 

of investors. Mr. HinNei&p-'s IMoijsiJ of the com of equlry for BST llld Sprint-FL depttts 

from investon' peum;tivoe by~ bja ~for tbose of lnveswrs for two out of 

the three It :lies ill hla_ .Wysi.s. 

How relevant It Mr. ~~·s mtki~ of the constant arowth OCF model on the buis that 

telecommunicstlonJ finDs' pro~ powih mes ~ notsustlioable "into perpetuity'r 

Mr. Hlmhlcife:'a criiicilnl of 1flc coasw~ pov,'th vmloo of the OCP model Is practically 

i=levaat llld mitpici!ICI in the CIUl'C1'lt CClllmll. He oblavcs that: 

... modem telepboae eot~~pfiDies - CQmpo,sed of a variety of bwiDcssa, IOIIIC of which -

such u ceUular ·are expected lO 1J0W at rates of 30 percmt or lllOR illlbe short Nn. Such 

blah arowth RIOt are c:lclriy 1)0( $1St•lnable i.lilo perpewity, 10 that the simple COilSI&D1 

arowth modol.canllot b. .,plied ... (Direct Testimony, p. 20,11Des 22- p. li.Une 3). 
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Mr. Hl.ralllcifcf'1 '*IRIIPOned a~t ~ Is lhll ~lcpbonc companies II'C c:ompoltd of a 

variety o( bnah 1" lbla QIDIII» be c:tpCIIreCI by a slnaJc arowth ralc. However, invescon 

routiDcty price mwi:till for Clmalo+nj•.ecl of lllXDmNS "Mujr :11 u.nlts by cva1uatina llx co:t 

cootribution of ad! unit 10 tho ovualt powtb of the fum. 

Mr. Hinbkifcr's I je :tioa 01 tho c:onmm aroW111 DCF model bcc:ao..llc be amvncs that 

tdcphoae oompmy puW1b rlklllte "Dot swuintblo inll' perpetuity" doa oot ~ly rtlale 

vAluation ~ to, priCtke In llpt of realistic in'<cstor concenu. While the COI\IWlt aroW\h 

DCP model does dleomicalty IIP'"'C • COIIItait ~ ratc for pefpC(\IIty, tha\: boo evidence 

tblt ill\uaon ,,. ti<:811y coowider perpcality in dldt \la!UIIion ddPoo.l. Simply put, tho 

pment value o!the cull 0owa projected 6om an invaunear beyond tho foreseeable future b 10 

small that II hill litac pnCti.cal ciTect on lnVcstOn' decisions. While h Is yay difficult to 

forec:.llt the diSIIDl fubn, it b abo DOl p!lldXIlly rdev1au 10 111'1Cmpll0 do 10 in • Pft:IC1ll value 

ICIISC. 

Mr. Hlnhlciler'1 thooretical c:.ritlclsm cf the C01111ant arowth DCF model is imlevant. His 

dcddoo to Hpl• • ft wtdl a d» I'JI't DCF modd only inuocluces a more Sllbjcc1lve, 

compllCI&Id appcow:h lblt ~lilieS b!s sroWih fonasu (or lbote of tho inYeiUln wbo II'C 

8Ctllally purtl.aa moM)' imo SlOW. 
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Q. 

A. 

Q. 

A. 

What IIIIJPOft doa Mr. Hinhlri(er otTer Car limitina the lona·tenn if0"'1h of 

~ ft.rm.IIO the IJ'OwUl nu= of the U.S. economy? 

He otTers Oftly hil opi.nion \bat 1•1 ~ pwth rate that cxcecdcd the V •Wih rate of tbc 

ccooomy would illoabiJy imply that C\'aiiUally the wbole ec:ooomy would be compriJcd of 

no«bina tu tekphne C(ltlnr• let" (Dil'lt1 Tntimcay, p. 24, linc1 13-IS). Mr. Hinhleifer's 

observarloo hu no pncrical reiCVIllee In ~S~CS~ina !he ll.loC1W.oru of the constant arowth DCF 

model in the C'llrl'alt PfOCtedlr'l lnva1011 could w Uy believe lhalteiCCOIMlunlcatlcmJ flnnJ' 

consensus powdll'lllt pmjecdoas m austeiNbh beyond the IIIIXI fl~ yCIU"'IO the forcterable 

fusurc but less tball f'ocellti, wbieb iJ not a realiJJc emphasis of lnYefiOn in their valuation 

etfons ao,--y. 

Would you provide an "' •roJ• thlt shows bow unral.lstic Mr. Hlnhlelfer'a consuaitlt on the 

IOQ&·tmn poWih 1'1111 iJ? 

Yes. COGAdcr tblt 1be IBES IDd Z1cb current (Aupst 1991) conxns~~~ 6w-year aroWih rate 

for«U~S for MCJ m 11.15% and IUS%, mpec:tlvely. Mr. Hinhldfer would presumably 

up that lhcle rt1e1 11'11 unamaiMhlc beyond ~~~ yean and that the UJe of either rtiC for a 

loop period of time would Imply dill MCI would evmtualty dominate the U.S. eoooomy. 

Ho~. IICCCII'dillllD V .... Uae't 111011 tiCCIIl repon on MCI (July I O. 1991). the compe.~~y' s 

aver.ae amlnp poWih "* cmr lbe putcn yan ba bcco 2S~ which II more than twice the 

Zaclu or IBES cot~ote~ arowth t111e for twice the time period. 

·10.. 
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FtoiD a tpetical puapec;ti\~ I believe ll!at most ~ would re!Ale ~ projedions 10 the 

pat~ of ¥CJ Iiiii &hereby we tbctn 10 Weal MCI's foreseeable fuhlre. It does not 

~Y. wwld be ~ of ~ but celcpbOoe companies" or MCI in puticular:. . - "~f~~ - -- ., 

Flll'lher, Mr. Hlnblci&r oft'en oo evidcDcc 10 suppon biJ we of a secolld Jtii&C that Is IS )':VS 

looa. Wby nut 10, 25, ot 30 yeaW! His three-sc.gc model is ~Y subject!~. 
·1, . . . 

~re~a~tltiv.e oflnirellofs' pWih rile~~ contraty to Investor~' realistic C011U111J, 

model l.a admitiCidly lnventlw!, h Is 00( !.nfomwtlve conc:eml.na tbc realistic, l!lllkct·belc:d 
• ·'!> .:-r 

c:aplcal COlD ofBST cr Spriilt·FL. 

1'11 ~ptil)a 10 j\lltifY h1i use of a ~a.e rttbc:r lbana COIUWII growth venion of the DCf 

model, Mr. Hinhleifet clta 1 book by Profeuor AIWIIh DlmodatiD u • key reference (sec 

pages ~2,:23; aqd t~ J3 ll1d IS .of hb testimony). la Mr. Hlnhlcr(er's decision 10 we • . , 

No, Mr. Hiublei1Cr's '*'of tbt tbree-sup mockl is iQcolls!Siellt with the circunutanea 

detcribeil for t¥ 1*1 ~ <If~~~ model. ~ itldJ.catel thAt " ... tbls may be the more 

appropda&e mod.d co 111t ror • film wboto caraiD&s ae arowina at very hiah rates ..... 

·11· 
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Q 

A. 

(Daaodana Ott V.,..Hee, JobD Wil~ a Soot. 1994. p. 119). Dlmodaran considers a 

tp'OWib r.ae10 be "very IIIah" lilt exeftdJ 2Wo. 

Auachmalt JH-4 tbo'IIIJ .. 110111 of the OO~es 10 which Mr. HirshleifM applies hiJ three

Slap DCF model bavc powtb I'IICI over 2S%. Tbua. bl.s 4:cilion 10 use thla fonn of the moclel 

is bu:ooaQcwt with the coodltioos fOC' Its ~ use described in tbe Damodan.n mcrcnce 

cito.i in his teslimoay. 

Does tbl.s IHtaa c:llcd by Mr. Hinhkilc:r dixusa aay limiwioaJ in uslna the ~~e 

verdon of the DCf mockl? 

Yes. In CODipllriaa lbe lhlee lt1&C model 10 tbe O!heT venlons of tbe DCF model, Damoclarao 

obtc:rves lhat: 

... lt requires a much larpr rumber of inpull: )UNpecific: payout ratios, powtb raleS. 

aod betas. For fimls in wbidl tbc:re ia IUbswltial noise In tbe eatimation procesa. tbe 

crron in lbele inputl e111 owtWbclm 111y bcncfiu that ICCNC ftom tbe addilioosJ 

~bllity io tbe modd ~ 011 Vatutiea. John Wiley a Sons, 1994, pp. Ill 

·119). 

DatnocWall's 00001211 over die eft'ect of "wbttantial noise" is partkularly releVIIlt to Mr. 

Hlnhleifct's IIIII,. He IWflcs 1 Uno f'ap DCF modd 10 lbc RBHC1, OTE. aod selec:tcd 

i ndepeodenr t.elepbone hol41na C«Dpsola Tbe dtemlaic: eft'eeu of daqulatlon. iDc:la.aioa 

·12· 
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Q. 

A. 

competitloa. the lmpi«N 1 m•loa of tbe Tclccomnumja•ionJ Act of 1996, and industty 

coniOIWet!on CCI'IIiDly lmroducc awch noiae Into the ectiml!ion of such fllliU' cquhy costs. 

Thus, Mr. Hirlblcifer'a OCF modd iJ putltularly inapproprialt for estimatina the costs c! 

equity of BST and Spri.nt.ft. My llltCihoclolosical approech is more rei ~.hie !.<cause it uses a 

lfO\IP or fumJ lblt· is dcmorutrlbly ~in risk 10 SST and a poup of firms that is 

clcmoolttably CC"'Iq•abk in rilk 10 Sprint-FL. Tbcae two pou.ps of fltma. which captun: 

c:ocnpm'lble fii1IIS IICIOJS IDdUIU)' llncl.. •c not JCrioualv atfccled by such "noise." Funher. my 

appoec:b does DOt require the blably lllbjectivc iolpu1s that Mr. Hinbltlfer' s three-su.ae model 

does. 

Mr. Hin.blcifcl' alleaa lblt bls vcrsioa of the lhl ec :1t1P DC F mode I is dill'ercot &om tbl! 

JlfCICIIIC:d by ~ O.no« ~ ... but dca 1101 explaio the III!W'e of the dltrmncc or wby it is 

auppoiOCI.Iy J{lnlfkant. Would you explain Mr. Hlnhltifer'a ll&tement and how It relates to tliC 

aec:tions of Profeasor Dtmoclarao'a boot eonc:emina the thtee-staae model? 

It abould be I:IOC.t dill wbal be (Demodaran) calls the '"tbree·su.ae model" is ditf=t 

from tho mcdcl 1 a»:*>Y and iJ DOC comparable. Damodaran'a wH model" ia mcm 

~ 110 tilt model tlllll use (Direct Testimony, p. 58, footnote 15). 

As noted above, Mr. Hlpblelfcr dac:ribcs bia three·atap model u follows: 

The fim atap Lilts five yCII"J ... lbc accoad su.ac Is urwncd 10 last 1.5 yean Durin& 

thiJ ... lbe po'Mb ,. ran. &om the hiP levd or tbe lirlt five yean 10 tbe powth 

· 1$-
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ra~e .of the U.S. «0110111)' by tile eod of year 20. From lbe twenliedl )UT onwmd lbe 

&TOwth rate ia ~ equal to lbe pwth me for the economy because ~ aruter than 

lbiC ClllliOC be Mtained into perpetuity (D~ Testimony, p. 24,11DCS 1·l.i/. 

Professor 08modltan's detafption of the ~-llqc modellhoWI t1w he and Mr. Hlnhleifcr 

IW: the same basic: *PJifoech: 

The tbxec ltlt&O dl~-dlicouru model combines the features of the two-s&aac model 

and the H model, It tllOWI ·for lA Initial p..iod o( blah powth. a ll'aiiSiuonal period in 

wh!c:b powth ct.dhxs, and a final Jlablc-srowth pb.uc (Daaod.araa oa V aluadoa, 

John Wi)eyA&ms,l994,pp.ll1). 

For further peupteliv,. eoasidet Problor Damodar&n'1 clescripdoo of the H model: 

The model Is bacd'on the ISSIJillP(ioo that the earoinas &JOwth mc swu at a hi&h 

Initial rate (&.) ,aDd declillcl linatly over lbe ~o&JOwtb period (which is 

assumed to last 2H periocb) to a Jalblc ¥fOWih rate (&.) (Damodan.a oo Valurio11, 

John Wiley A 5oaJ. !994, pp. II S). 

Does thef"e appear to be my &I&Dilkant dltfcrenco betweeo the three-J11ie DCF model ~ by 

Mr. H1nhlcifer aDd the~ model ditcusMd by Profcuor Damodlran? 

No. Mr. ~ appct:ll1ly <loci DOt realizlc tbat the tluec-Jiaic model discussed by 

Prol'eaor DM!odii"ID c:lolely fulllll.s dacribed model. II appealS that Mr. Hlnhlcifer does not 

Lllll.lenWid that bb model it ewnritlly ao Clrtalllon of the mulll·ltlic H model 10 whkh he 

refers. Thus. Mt. Hinhlclfct'• ~ that bl.a model It "oot companblc" 10 Profeuor 

·14-
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Q. 

A. 

Dunodlna's tbaee. SfAIII model Ia MpeCt and rei*~~ a ftmcttmn!t!l mlJuodcrstanclloa of the 

mabodolol)'tbllbc uas IOesWnato the COJUofcquhy for SST and Sprint•Ft. TbUdraWI into 

q~leldoo 1M owra1l rdilbWI)' ofbis cott of a.pilallllli)'ICS ofBST and Sprint· Ft. 

1. INCOJLUCT ULlA.NCE ON BELLSOUTII. THE OTHER RBHCS, 

~D SELECTED INDUIM)£NT TELEPHONE COMPANIES AS 

COMPARABLE IN RISK TO 8ST .4!'ID SPRINT-n. 

Wbal j11Slifi~011 does Mr. Hlnhleifcr li~ for .ppl)'iDa lhe OCF md the CAPM approec!let 10 

BeUSoutb. lbc ol4lcr RBHCa. and ldocced iDdepel"lmt ~lcphone companies u firms 

compltlble in risk 10 8ST aod Sprint·FL? 

Mr. Hlnhldfcr otJm no jllltlikado:l for the '* of the lllppOICdly compM&ble flrnu lim<! In 

Attachmmt JH-2. He ooly obtc:nu In paaina that !bey are yseletted u likely compnblcs" 

(Direct Tadmooy, p. 2.6. IJIICI44) and that lbcy w ... ~derived fTOm lhc list of teltphone 

opcr11ina eompWel In SliDdtnS IDd Poor't!Dduslry Suney" (Dired Tcstimooy. p. I S,IJIICIJ-

4). ThuJ, Mr. HlnhJetler U1111De1 IIIII BST II eomJ*8ble in ruk 10 BeUSou\h, the ocher 

RBHC., IDd wl Clad ~ tdcpbooc "«DP""~ He docs not democutnte 

comparlbU1ty. SIDilllrty, (or Sprlnt.Ft. (rcfcmd 10 u Centel md United) he " ... Ullll1lCS tllll 

lhc cost of eqWty for tho proviaioa or uolvenel .mc:c b approximated by the avc:raac cost of 

equity for the wbole ectofdw~lepbool bo141nacompanics" (Direct Tcttlmony, p. 16, llncs 11· 
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20). Mr. Ri.rshlci!er conducts oo sy~tm~~tlc, empirical IIWysiJ usina objeaive s=enina 

erileriato ldcmity firnls competable in nslt 10 BST Of compatible in risk 10 Sprint· FL. 

In conrrast 10 Mr. Hlnhleifer, J ldemify COI'IIplllblc l.lmu by measurina risk and statiJtlcally 

dc1ermlniDa risk ~ty. My ualysis sbows tlw neither !he RBHC., u a &JOIIP, IIOf the 

3. FAILURE TO ADIUST FOR rLOT AnON COSTS 

Do you aarce with Mr. Hlnblei(er's opinion lllll !~ is~ 10 i,pore the lmple1 of 

flotation C0$1t In cstimatina the cost~ of equh:' Rpital for BST aod Sprint-FL? 

' 
No, I do not ~~fCC with h!J opinioo. Mr. Hinhlclfer aaempcs 10 ji.IStlfy lan.orina flotation costs 

bcr:aux the pdpes of the compenlet' IIOClt " ... bas acc®~~ted for flotation cosu alrcadyh 

(Direct Testlmoay, p. 54, lina 23·2$). Wb.Ue h!J aralllllCllt implicitly usumes that flotation 

CO$It 11111eria11y IIJfcct equity COlts, be presen1.1 no GVidcnQc that the nwket baa lllAde audl an 

ldjllllmCIIt. Mr. Hirsllleifer's r.lhue 10 adjUJ1 for flowion costs biucs his coJt of ~w ty 

4. PAD..11RE TO ADJUST FOR QUARTERL V DMDEND 

PAYMENTS 
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Q. 

A. 

Is Mr. Hinbieifct's use of lbe IIIIIIJI1 Corm of lhc DCF model CX)Otistcn! wilh lhc investOr's 

pcupoctlw oa VlbaiDa equity RCUrilics? 

No. Mr. ~ UICielbo 1011ual Corm of tbe OCF model cvm thou&JI all of tbc members of 

his smsplc ofqp<*dly COCIIpll'lble firms ~Y dividcods ooa quattaiy buls. 1nc lliiiUal form 

of tbe OCF IDOdeJ does DOt IICC\IniU:Iy portray lht InvestOr's pmpcctivc, aod oorucqucnlly. 

siJDifbady l1!11 • •'""a lhc COlis of equity cap'· J1 of 8ST aod Spriiii·FL. 

Cof\Sider lbe eumple of bow tbe ~ Ofl an ladlvidll&l RC1lrcmm1 Aooounl (IRA) differ 

wbea c:ompi"'Qdod quiNrty mbcr tban 11111ually. Tbc opponunity to cam a rctum qiWlcrly 

rather tban IMII&Ily hal • rliJ'IIlcaat cmcc 00 the value or an IRA 10 an l.westor. Tbc AIM 

«onommc prl.oclplc Is • wodt ~)111111lvnton value !he opport\lllity 10 m:cive dlvidcnlb oo a 

&ck qllltterly rlll.bcr tile Mlluall)'. 

Suppote tbat )'OU lllYctt $2,000 Ill an rRAaecountiOday aod npoc110 eaml% per yew. lf your 

money~ lbe 1% "'qq"'mcted Ellllllly, you will bavc about $13,697 befo~ !&Xes In 25 

yean. AIICnlltivcly, if your 1t100ey C8f'DI tbe 1% c:ompouaded qUII1erly, )'t'll will bave about 

SI<4AI9 befcn-IIIDIID 2$ ,._... Tbus, )'IU rRA will be wonb about $792 more If your mums 

.. camp l"aled quu•ly .-.tber Ibm lllllllally. This $792 difference is pracnl because you 

cam an dfcctiw raae ot about 1.24% IDidcr quancrly oompoWldina rl1htr than just 8% 

&IIIIU&lly. otmously, lnYeltOn would prd'cr 10 ba~-e S792 m...c In 2S yean aod would 

oorucqucmly pre!ct that dldr 1% returo be c:ompovnded q1*111lly rlll.bcr tban anoually. 
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Q. 

A. 

Whee Mr. Hlnblciler 1rJ1a tbat il Is unoa:asary in cost of eapiw lll&lysis 10 consi~r !bat 

dlv'rS 1ft .. 1eceivcd by iaveaon qUIIUrly, be eamtially qua llw invuton are indlffmn1 

10 wbelhl:r dividalds are pmd IMually or quancrly. Similarly, Mr. Hinhldfcr eacntially atJues 

tbla tbe UtA ~~~~ ia the above example would not eve whetber be or abe could Cm~ an utra 

S792. Yet tbe c:ommoo ten1e of the investor's peupc:c:live in both cases conva.ncingly 

ct.mr.....u 1111 thlll If qulrttrfy c:c. npoury!jna I• not cons!~ ia coS1 of capaw anal )'lis. ~ 

Implied r.ae of renn 1s I.IDderestlm.al 

Would you pnMde 811 4MI)'day IIWosY dill tOGC¥ttely abo WI bow Mr. Hinbldfcr' s f.lillft 10 

ldjusc his cost of equity admaleJ ia llaht of the quarterly payment of cllvlcknd.t is m!Jau.ided? 

Yes. Coasldcr wbdbcr Mr. HlnhlclfCT would likely prefer to be pmd by AT&T and MCI for his 

cost of capital c;ontulth!a work jua oact a year or at lbe completion of each case. While it 

would be iMppcopciiiC for me 10 IPC'C"Ia•e on his penonal preferences. it is reuonable 10 

bellcve tbat Mr. Hittblei&r a.ipt pnc. the ICI'vlces l.bal be provides 10 AT&T and MC'I 

differently if be wae P'ilf oaly 11 the ead of C8Cb year. This is beca•IJC' beina peld only 11 tbc 

cad of the rev -..ould ldwncly atrcct bil abUity 10 invest or otherwiJc usc his carniJ1as. By 

1111101}'. iawaeon derive tho IDII'ket prloes of IIOCb in liaJU of lhc\r ability 10 reinvest 

dividends qllllrierfy 1'llber dtln just IDIIually. fnYCS!Orl' Implied retwn requlmnents 

conMqucntly reflect the iml*' of Q\*faty rather than 11141111 dividend payments In a manner 
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Q. 

A. 

Q. 

A. 

tha:t is ID\Iloaout tO bow Mr. Hirlhleifer miaht Jft(er 10 be paid more fmlucntly than annually 

for the acrvfccs tba1 bcpro'<~ides 10 AT&Tand MCI. 

B. ERRORS lN CAPM COST OF EQ1JlTV ANALYSIS 

b Mr. Kinhlr:ifei's estim•te of the equity madcet risk premium u.slna the three-stage DCF 

model CICOQO~Y meaninafW? 

No, it is not ecoaomictJly munJnaM. Mr. H:nhlelter uses his flawed thn:e-m&e DCF model 

10 ~ 111 cxpcc'led return on the ovcnall equity IIWket, u measured u.s1na sdcaed 

mem~ otme s.tP SOO 1Jide(. of only 9.82'~ (see At110hmml1h~). 

What effect ~ Mr. Hillbldfcr'• exc:IIISion of all members of the s.tP SOO not paying a 

dividctld yield of It lcut 2% (p. 36, lines Il-l) of Mr. Hinbleifer's testimony) have on his 

cstlm•tcd mctet retwn of ooly 9.12%7 

Mr. Hirah'ei(er's arllill'ltY S~:remina criterion biii5CS downward bis ~imorcd ex~ re1urn on 

lbo marlcel IDd lbr:rcby c;a~~e~ all of bi1 CAPM csleulation.s 10 undcrdtlma!C equity csphal 

c:osis. Tbit .,.n!aiJy cxp1linl why hit llllly.U undm:Jtimatcs the overall capiUll costs of BST 

and Sprim.FL IS welL 
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Consickr the type of 6nnJ thai pay a dividend yle.ld of less thin 2%. Such firms typic:aiJy pay 

lower dMdiDd yle.ldl because !bey mavest ·~~ amountS In tbe.ir busincsscs. Thus, 

Lower cllvldcod yWcb are woclaled wi1h hi&her arowth compiD!e.s tlw ha~ hi&her equity 

capital COlli. Mr. HbG!kifer' a JCtea1ina critaion coasequently exclu.ita \box me.mbe.n of the 

s.tP S00 lilcdy 10 ~ the hiJbcst cepilll CON IDd l.bcreby UDdemtimates the expected 

retums COIJIIIO'''II tbe miiUt proxy. HiJ CAPM·bued equity cosu thai use this biased measure 

of equity marbt t;~~pectaliODS cleatl., produce uorealiJiically low capilli cost estimalts. 

C. ERRORS IN COST OF DEIJf ESTIMATION 

12 Q. Wba1 mimke.s does Mr Hinhlei!er ID&b Lo estimatln& the c:osu of debt of BST IDd Spriui·FL? 
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A. Mr • .HitJblclfet (aliJ 10 II-" 1M con of 4ebt that II relcvanl 10 detenninina lht forwvcl· 

looklna cosu of BST IDd of Sprint·FL provicfioa univena.l JCtVIcc In Florida. Firs&. ~ 

~y reU. on tho oosa of debt luued by lbe pcc:ru boldlna companies of BST aod 

Spriiii·FL u weU • tbe COlli of debt illlltd by subaidilries of tho~~= bolclina comJI'llies in caxs 

wbeR tho pt'OCOCidl have not been IIICd ID finanee leleopbone nc«wor1c useiJ, Specifically, In 

Auachmenl JH-3a Mr. Hjn.bldf'er ~ly 11te1 lbe com of debt larue<! by BeUSouth 

Colporadoo eod BcliSoQtb Capita' Fundi1la aa proxies for BSia clcbc cosu. Sia:!!arly, in 

Anachmc:nt JH.)c bl i.olpproprialcly uacs tbe CIOIU of debt Wood by Sprilll Corporllion aod 

Ceald Ca¢111 a poxia Cor Sprhlt·FL'a debe com. Sa:ood, Mr. Hltsb.leifer't COst of debt 

estimetn for bolh 8ST aod SpriDI·FL rely on dacecl 4cbt awbt lnt'onnallon from December of 
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Q. 

A. 

1997. l'bul. MI. HlnbM:II'er's cost of debt aoal~ is unreliable because it rdics on 

~ debt teeuri1ics md u.sea hiJIOrical debt maztct dau that produces badcwwd· 

EallORIIN RECOMMENDUl CAPITAL STRUCTUR.E 

No, I do IIQt. MI. HlabJei!crtivn equal wel~ht 10 book valua llld market values in 

produciQa bla alpical~~N:~Ure iWHiii!WUdetionJ f« BST md Sprit.t·FL. He ~lies oo boot 

value ctpical SlnldWa 10 dconmlne tbe low eod of his recongacn :led COil of eqlical!WJiiCI. 

wbilo nwrbt value Clpical ttructum ,II(Oduce the hiah end of his ranacs. The uae of market 

values is ~Y ~ md M!l1jst.cftt with estllbli.ahina a forward-!~ a eost of 

capital for 1110 in a W\lvenal tetVIcc limd proc:ecdina IUC:b as thiJ one. 

MltUt va.!ucs de 1 e rvo blaher \¥dahl becau~e !hey AR dynem!cally detennined in the 

marke1;111CC by IQvnaon, while book values AR the mult of h1sloricaiiCClOUDtina priCticet. 

ODe-lime .,.......mtl., ewatt that do DOt cbanac market values caollipifleanlly alter book 

vaha. Eumplc:a of~ tva~~~ Include 1UU'UCt111'ina c:baracs. the ldoptlon of SF AS I 06 

for Olba' Po.t.fmplo)'IDCI:It Bcodiu, and lbe clbcontiDUIDCe of~ tCioountiftl under 

SF AS 71. Addldonally, lbe point in tiaM It which a c:oa!P't'Y Issued a10Ck In the ~ ean 

lr4lucace bechvd.Jooldna book valucs, wbilo fot'flllld.looldna cniiUI values AR DOt 

·21· 
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Q. 

Owr timo, m.bl Vllwt Vllf'/ &om boot val1111• invaton chaaae the SIOCk price in 

I'CK1ioo to IICW illf'OC'IIIIt!ot1. If I DeW event 01' IIIIIOIIIICeiDat sipficantly mbanccs or 

decrKts &om lblnllolder value, that ch&ae l.t lmlnedU!ely uanslated Into 1 nwtet value 

cbanae. wblJe .. is libly to be no lmmecllaSe cbazl&e In book value. Mr. Klnhleifer's over· 

reUmee oo book values is Ulllcpraenlatlve oflbc lnvesu>r'1 pcnpcctivc and lnuoduees ye1 

llll)lhe cloWDWIId bill to bit COil of c:aph&l ~·~ 

Mr. Hirshleifer's recommcaded capitAIIINdll.oa for SST IDd Sprint·FL are &1Jo flawed by bis 

lnappop'w rwliena' oo diUd cephalllllltct infOilllllioo &om Oocnribtr of 1997. 1lws. uls 

the cue Ia his eos1 or debt adawa f« SST and Sprint-FL. Mr. Hlnhldfer re<:OI'IIII'Imd 

blclcwvd- J'1llbcr tlwll'.orwlvd~looldna capltaliU'UC!tu:es. 

E. MISUNDYSTANDING OF TilE NATURE AND SIGNIFICANCE 

or TD IUSiaN'ISS Or INVISTING IN THE 

Tl1f.COMMUNICA110NS INDUSTRY 

Do you ..,.. with Mr. Hlnhlclfcr'a oblavaUotu about tbc suppotedly low relative risk of 

"lcalaa"' loclll•r•twna· lei epMo. octMitt dements to rcuil provldcn IDd provldlna IIIli venai 

NIVice? 

·22· 
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A. No. Mr. H1nlllei&r OCIIy oftln his •r'JIICl'led opinion II u .. [l}bcle busl.acua aboWd ba\~ 

relaliwly low tilt CICIIIIpM'Cd 10 lUI)' of tbe rUity ~ CDika-• beltla pumacd by tbt: 

tclepbooc boldiDt ...... ,..... (Dinct T•irwony, p. 4~ . Iiiia 17· 19). H~. he abo 

eclcnowledpa dill " -· dwe ; ·lnt IOIDI riJk !hal ---. penicularly business -., will 

bypua the IICtWOrt u adla' rill DCdYea bect1C1311 available' (Direct Tcsdmony, p. Sl,ll.nes 22· 

24 ). ~- Hinbleiflr ~lbll , .. tty n.:op&a lho li&Dl6ct-d riJk of COI\IIIIIlCI'I and buslowa 

bypeea'na tbc illtWOib or SST or SprbfL but ooly often his lllli'Jbs1antl•ced oplnioo that 

thiJ b a "'low dek" _. J¥<1f, 0.. aplza Mr. H.nhlei&r Mlail\llft bls opinion for thai of 

12 Q. Wby b leuina Joaa-tam " .. ' .... .DCt'ti'Oit...., pertlaal.ty riiiQI1 
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A. Tho leuina of loaa-tmll 'UI&U ceo be qlllte Nlcy, crpec:lally wbcn leulna ra•e• an: rcJIU1aled. 

ln ordef for 8ST or: Spriat.F[. to ean ...,...,hie rdllms on lbrir nccwon: IIICU, &bey muSI 

obci!A rmtc'tef over die lcesfna period dill - lbdr OOIU .xi approprillc nak·8djustcd 

profit&. Ho\\WW, 8ST 111111 sprial.f'L n pertielly dcpcoda on rqu1lcora !1llbet tlwl tolely oo 

the IQiiUt 110 olaiD JUdi retumt. Mr. Hlnblelfer c'wioully mopiza thai rquialon' 

decbionJIIU1 well DOia,.lppMIIJIIto lblrdlolden' when be llOIICJ: 

TbiN Ia ldll tile risk of rcpllriJoo kal(. The me of renam a neiWOft II allowed co cam 

deptDde on Qle 0U!1Q0mt1 of Jill coe!f!"l' such u ·~a lild remains ~ uocenain 
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Q. 

A. 

Beaiu~e such IIIICmail!ly i!Dplaes risk 10 investors. Mt. Hia.hlciftt ~elcnowtedaes that lberc is 

JUbmntfel rilk in tbe "'uilll ofBSrs or Sprinr-FL's OClWOd: elcmmrs. This risk implies 

bl&b« required rues-ofremru llld capilli cosu. ~"C". Mt. H.inhleifet' s eommmts on the 

I\IJIP(IIIIdly low rdllli~ ri* or~ lasin& arc i.ocoosislenr wub his m:opidon or blah 

reaullroly rilllllld !.be sipfbnt rUk of OOIISIIIDer lliC! busiDas bypau of rho 1..-.aJICfVice 

ocrworb ofBST and Sprint·FL. Moroover, buildina and ownlna network liaeiUtlet 10 lcuo 10 

eompeUIOa i• pu1icularty risky whetl oac coasldc:rl tballhe leases lend 10 be sbon -tenn ill 

rwure. A oompcli1Dr d.at builda up 1 suffic..:111 number of customers CAUl aubtcquently cbootc 

10 build Ita own &rilhk:t, !bus strlrldiDa tile iocuml:--.:nt local excbanae compMy's (lLEC's) 

facilides. 

How does ~loaicll cbanp aft'ect !he risk of inveslini In lona·tmn telephone netWOrtc 

assets? 

Netwock flcilltia reftec:1 1 alvm ~IllY that often beco.mcs obsole~e quickly. BST and 

SpriDl·FL must CMsiJ!ently invest 10 ~ ~bolt networtc elcmcnts up 10 date and should have 

tbc flcxibiUI)' 10 ~ IM'illl mea ICCOI'dl.n&Jy. However, u ooced above. tbcy do DOt have 

this abllil)' UDder cur:mt l'qlll.dioN. This risk of ~ obtoiC~CC~~Cc makes kaslna 

netWOdt '"'*'"' )isky. Thus, II.ICb obtoletecnoce imposes cosu mt ~foR risks. The Lcuina 

of BST't llld SpriDI·JIL'1 aecwodc aueu po.es siJni&ant risks 10 their ln\'Citors that put 

upwwd praJUrC on tbeit COIU of equil)'. 
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Q. Do you qree wilh Mr. Hlnhldftf's views oa tile riJb dial are rcOctted in capital costs? 

A. No. Mr. HinbJeifer i.s lucouect lltld ~in bis testimony CODCe'r1lina tile riJb tha1 affect 

c11pilal cosu. For eumple. he e:rnpbuizes tlw: 

... tile risk lbat a oomp&ny will lote cUSIOIDCrl to compctitioo • such u a De1WOit 

leuloa coral*)' or a local ncbtnac company • iJ a dlversi&ble riJk which does not 

lnc:teue tile risk pmnlwn ~ 10 capital mmtct tbcory (Direct Testimony. p. 30. 

l.iaa I 7·20). 

Yet. a noud ~. iD dilcussh~a wM1 1• praumably comldm 10 ~ lhc relevant rilles 

aiO'isted wldl lbe houh r of lcoeslna 111buDdled ~ c~ he noccs tbal w ... tba-c 

n:maina tomo riM tha1 ~ partlculatty business usen. wiU bypa.t the ~ as otbcr 

altemati vcs booome available" (Oireet T cidmooy, p. S I, l.iaa 21-24 ). 

Oo the oae btad Mt. HI,.Jrir,r ltJIICI that !he rWc oflosina customen 10 competition ahould not 

urea capital COitl and, Oil a. odwr baod, be IDcoo.sistauJy asserts dial the risk o( bypass, which 

Is jUSt one -r of Joana c:UStomm, Ia rclevt.nt aod lbul atrccu C8pltal costs. 

Mr. Hlnhlcifer aiJo izx:oalt*ntly GI\ICI thlc 

lA tbil <*Co adl of tbe ~ in question iJ not a dlversifled telephone holdina 

'lCill:tpllliY, but • COCIIPIIIY lu tbe mol'8 lpCICialized (aod less risky) bulincu or providltl& 

llCCWOI1t ricmentt IIOd 11DMnaJ lftvice (Direct Tatimony, p. S6,1inc 14-16). 
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1bia ~OCI b iolkallY f11\Wld and leconalmot. If we accq~1 Mr. Hlrshlclfcr'• IWUl'llptlon 

lhlt dlveniD •W. ~ rclCVIDI or pricrd risk. lbal !be &ct lhal wcach of !be COWJ•nia in 

quesd011 & DOl A dlvenlfied telephone boldina com;M~Dy" could imply !bat each it ritldtr, noc 

Niess Nky" • 1 diwnUie6 boldiq COCI!paay. Mr. HiTibkitcr's positioos on relevant risk are 

conftasina aad iDconsilccnt. 

Mr. Hinhlcifu's view lhllpa~et risk ofcompctitloll b noc eompcnu•ed In lhe COSI of QPilal 

b 1101 prKtically relevlllt. While this iJ strictly tntt in !be pristine lheorc1ical world of lbe 

CAPM, lbe pnclical..._ofl.ovatint IUI(a& ocberwise. IDdeed.as noced above, !he FCC 

bas swed lhlt " ... pc>'" •lei compctitloa could t-.aeue the tUb *ina the IOOIDlball LECs. 

llld thlll iiiCI u tbclr ea.t or capital" (Notice of Proposed Rulcmakina. Thlld aq,on IDtl 

Order, llld Notice of lDqulry, FCC 96-411, Domnbcr 24, 1996, peac 101 , ~ 228). 

Con.roquently, in coolllllt' 10 Mr. Hltllllclfcr. lhe FCC vlcwt lhc enhanl:cd rbk poxd by 

compcdlioo • 1 pnttlea1, tianlficant l.oflllaXIe on capilli COliS. While lhe CAPM provides 

UJCN.I inliahts iJ11o capital eosu, h mutt be supplcmenled wilh o!bcr method• !bat recopiu lhe 

full IITII)' of pqctleel rilb UcJna l.ovaton. Mr. Hinhlafcr't cxprc:ued YICWI on risk are 

incomplcce and losJeelly lftronsltttnL 

J. SUMMAilY OJ RUtnTAL OJ MJL IIIRSHLEIP'ER'S COST OF 

CAPITAL ESTIM.4TES FOR SST AND SPRINT·FL 
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Q. 

A. 

Q. 

A. 

Pleue 11.11111D1ri:z1 your eva!Uilloo of Mr. Hinhlrifer'a cost of cquiry csumatcs for BST and 

Sprint-FL. 

Mr. Hinbleililr inconcc:dy esc!mertt Bsrs cost of equity co be betwe>m 9.JS% and 9.96% llld 

Sprint-FL 'a C05l of equity tO be 9.74Y. due to numerous erron 111 bis applk.~t!JOn.s or the OCF 

and CAPM llpllrOidla. Hil 0CF model 1.1 flawed due co: I) faillft of bis subj~ve d~Ke

IIIP model 10 tdlect illvcalon' penpecti~ 2) lncoueet aDd 111UUp90ncd reliance on 

BeUSoutb, the other RBI:ICs, llld aclcc:led inckpelldcnJ telephone companies u comparable in 

risk co BST IDd SpriDl·FL; J) &lhn co lldjus: for flocatioo c:osu: 4) failure co lldjusl for 

quarterly d.ivideDd ~)'IDIIIII, 1114 5) UIII'Cilialc: WJda atimation of the risks of IDvcstina ill 

telepbone DllWOik ...,111 tho new, blabJy competitive environmc':1. Mr. Hlrshlelfer'a CAPM 

colt of equity lllalyMS lor BST md Sprini·Ft are abo unreliable becauac they are bued on bis 

flawed thrc.e-~ DCF model. 

Please IUDU:IIarize your • 111XIll of Mr. Hinhlrifcr's cost of debe and apltal SUIICtl.lre 

c:atinwct for 8ST llld Sprint·FL. 

Mr. HJnblrifrr itw:n:ctly ..,;m ssra cost of dct.c u 6.65% llld Sprint·FL's co~ u 

6.63% IIIia& cWicl m-td illtOrmatloo £rom December ofl997. He misestimated each finN' 

cost of debt Ill that time bec:altfe be lnconcc:tly reUc. on cbe COlli of debt iuucd by the parent 

boldina c:omp«tli<:s of BST md Sprinl·FL. Further, be l.oc:oucc:tly !Ddudtt debe i.IJ~a ill bis 

analyatt that wa.. DOt lllucd co tuod telfJ)booe nctWOI'Ic usc:tJ. My updalc4 testimony ahoWJ 

·27· 
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Q. 

A. 

lhat under CWTall Clplul awt.et ccadltions asr. forwani-lookinJ cost or debt is 6.60% and 

Sprim·FL 'a COil of debt is 6.9S%. Mr. Hnhlcifer'a use of capila1 matte~ data from Da:cmber 

of 1997 IDika Ilia COil of debt Hrimarn Dldcwwd·Jookina 

Mr. Hlnhleifcr iDippaop!i&tely pllccs aiplilitc~t wcljbt 011 book value c:apltal 111Uctum in 

clctmnlniDa hit ~ cost of cepital ranae, thus aianititc~tly Wlderestimatlna lbc 

overall COlt of c:apital. Madcct valu ~tal ltniCtUreS, such u those shown in BUIJnasley 

Exhibit Nos. UB-11 IDd RSB-12. 1rt apsr..prialc fOf use in this uniYft'lll Kn1<:e fund 

pro«ediaa. Fwtbcr, Mr. HJnhleit'er dcrivea .lit f"CC!D""' r io1 QP!tal strUCtUre~ uslna hiJIOriQJ 

infonnaU011 from December of 1997 dill mAkes tban bldr;wlrd.'ookina like hit cost of d:bl 

estimlrn. 

IV. UPDATED DCI' MODEL F.SnMA.TES OF £QUITY CAPITAL COSTS 

FOR BST AJilD SPRJNT-PL 

How have you updM your lllllylillincc you filed d.in:ct lestjiDC)!Iy in thlJ procccdina on 

A.uaust 3, 1991? 

Two rn¥w •Jm!enn ant pracc.t In my updated analyslt. Fira, I use more ~~ Jtock. lnterelt 

ra1e, arowth nao, .IDd beCa ooellldtnt cilia In my statisdc:alllllly~e:~. Thla usurH lhat my 

capital c:olt estimllca for BST tad Sprim·FL are u tlmdy aad forward·lookina u poulble. 

Secood. aiDec 6liQa my dinlct letlilnooy, 1997 yar-end flnmcial da.ta have become available 
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Q. 

A. 

Q. 

A. 

on a auflkimt nlllllbcl" offiraiJ to allow me to update my Identified portfolio of firms 

c:omplllblc in risk to 8ST tnd to update my identified port(ollo of firma compuable in risk to 

Sprint-PL. 

WMt updated ct'St ofequity .capiw do you eat! mile for BST usins the DCF mocieJ prcxnted in 

your previously flJed direct ~y?. 

BiUinph:y Exhibit No. .R.SB-1 lilts the npd"ed port(oUo of 10 firnu !hat an: comparable in risk 

10 SST and repocU d» aWQae 00st or ~ull)' Cor tile portfolio usins both IBES and Zlcb 

growth rare fon:easu. Tbe evidalc:e i.QdiCIICS that the cost of equity for BST is in lbc raaae of 

l4.4S% 10 14.4~. 

What updated cost of equity.Qpllll do you esdm&te for Sprint·FL usins the DCF model 

Pre3COtcd lo your previously filed direct lmimoey? 

Billi.nasJey Exhfbic No. RSB-2 UJtJ the pon(ollo of 20 fums th:.t an: comparable In rislt 10 

Sprint·F.L and report~ tbe lvenp cost of equity for the portfoUo us1na both IDES and Zlcb 

growth rate forecasu. Tbe evldcace Indian cbat the cost of cqully for Sprinr-FL is In the~ 

of 14.43% ID 14.$3%. 

V. UPDA7'BD C(lln'ALASSET I'JUCJNJ; MODEL ESTIMATES OF EQUITY 
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What uplettod t01t of equity c:Aipilal do you cstima~e for BST u.ndcr the CAPM apprl*b? 

UJin& July, 1998 data, I cstim.atcan•JI)(Yrcd riak·f'nle ra~e of~tum of6.14%, an avmac bcul of 

0.13 Cot ~ CQIIIPII'Iblt ID Nit to BST, and IBES IDd Zaob arowth rat., tlflmata IIIII imply 

an expecll:d rerum 011 tile saP 500 of I S.IS% and 16.09%. resp«ti~ly. Tbetc objeclivc. 

owUI-de!etmlned dafa IDdiCIIC thlt 85rs COil ol equity c:apilal is 14.20% using tbc IBES 

srowth mu~ud 14.40% IISina tlleZ&u arowth raLt rorecut. 

Wbatuprlth'd costofeqiilry capilli do yo11 erumatdor Spri.nt-n u.ndcr the C.APM approach? 

I use tile sec riJk.free rase and etpeeted n1e1 of return on lb.. s.tP SOO u above and an 

avmte beta of 0.&4 for tile poup of linm comparable In riJk to Sprin1·FL. Tbao ~ 

yield a fo~'II'CI.JQoldna cott of cquiry estimate for Spri.nJ·FL of 14.30% usina tbc IBES pwth 

!'lie and 14.5~ uslna the Zacks srowtb rttC rorecut. 

VI. UPDATED MARKET RISK PREMIUM ANAL YGE5 OF TH£ COST OF 

EQurrY CAPITAL 

A. Au- Alfl) A·RATEI> PUBUC UTILrrY BOND RETlJJtN 

RERRINCII: POJNT ANALYSIS 

BilllriPief £ldn"bit No. RSB·S .bows tlW the awrqc cxpect.od risk prcmlum ~lath•e to All· 

rated pub& utility boodl &om 1917 to Jllly of 1991 is 6.94%. The avaqe yield on All·l'lled 

publiclltility debt over tbD mo.t RICall three IDOlllhl (May to July of 1998) is 6.8S%. Thua. the 
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Q 

A 

•vmt&CJilk pmni11111 of 6.94% is ..sdecl to the recent averqc Aaa·pubUc utiUty bond rttun1 of 

6.15% eo )'lad 1ft cxpeclbd COil of equity rttun1 oo the SctP SOO of 13.79%. 

81~ Elchibit No. ~ fbows 111111 lhe amqc expected risk pmniwn relative to A· 

rased public utility boods from 1917 to July of 1991 is 6.76%. The·~ yield on A-rattd 

public lllility over tho 11101t recent lhtee montha (May to July or 1991) Is 7.07%. TbUJ, thc 

1\'UIIC rUk premium of 6.16% Is Llded to the~~ averaae A-public: utility bond n:tum of 

7.07% to yield 111 expectod COlt of equity retu.n oo the S&P SOO of 13.13%.. 

IA 5\IIJUIIII')', risk pre111111111 lllalyxs usina bol!l AM-aod Aof'&led publk utility bood I'C1UI1l 

n:faaM poilltl iDdlCIIe till! the cxpcded ret\1111 oo cbe tn.d equity lll&IUt. u measured by 

the SctP SOO,ls cumady ~em 13.79% IDd 13.13Ye. 

B. AJ)JV~ FOR POTEN"I'lAL CIIANG£S IN THE RISK 

Pll.EMJVM OVER TIME 

Wb8t spec:i& ldju.sunan do you makz to upda10 your risk premium analysis in li&Ju of the 

evidence cited Ill your previously fil«l direct trsti!!!My on the invene n:lal.ionsl..'jl betw«n the: 

risk premlwn IDd lho level ofl.ntaat met? 

As IIOCed ill my dJtect tatlmony, durin& the period of tbc Hmi.J aod Minion study (R. S 

HarriJ .ad P.C. M111UX1, "Eatimaaina Sblucholdcr Risk Pranla Udna Analysu' Orowtb 

fOftCUU." Ptullda1 M•• :c•••t. Vol. 21, No. 2.. 1992. pp. 63-70), the ~ rlsJc 

premium wu 6.4?'% aPd dlo a~o yield on lona·torm U.S. Trcuury bonds was 9.84%. The 

audy fUlda evldcnoe tblt ~ •lty tllllkd rlsJc pmnlum is cxpcc:tod to dwlp an averqe of • 
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.6S I of clt.an&es in !be level of tona·term Treuury bood yield$. Oivcn that the tumnt avc:rqe 

yield on J().ye~r Tteuutr bOndl is S.68% (July of 1991). the appropriate CUlmll risk pmniwn 

i1 9.18%. This b ~by m\lltiplylna the 4.16% oodine In ratet since the lime period of 

Hmb and Mlrs!on'tlbldy by · .65 I and lddiJla beck the avetqe risk pmnlwn of 6.4 7% 10 the 

indi<:aled tbaote of 2.71 ~- Thb llta:DIIive lppfOIICb CODRqllelltly provides an ~ retum 

on the S&:P 500 pf l4~ wblch i.s tbc Cllrmll averaae level of 30-ye~~ Treasury yields of 

S.68% added 10 die adJ1.\Mtd. rille premium of 9 .II%. 

What is your cooelusion with reprd 10 tbc equity eepf\.tl COIIll of BST and Sprint-FL in light of 

the most recent (lllpllal mllbt dala? 

Based on my updated cost of equity analyset. I believe that SST's cost of equity is ill the ranac: 

of 14.2CWoiO 14.~ and Sprblt-PL's cost of equity is Ln the range of 1.;.30% and 14.53%. 

VO. UPDATED DEBT CAPITAL COSTS OF BST AND SPRINT-n. 

What are your updaled eslimates oftlw Corwatd·lookina com of debt Cor BST and Sprint-Fl? 

Min my dinlct restimofty, f u.e the yields on Au.·l'lled bonds u one beniCbmarit In my analy!is 

because this Ia tbe boad 1'lltin4 011 BST'a debt and the yield• on A-rated bonds are used as 

mother henchmarlc bee•• thiJ it the bond ratiaa on Sprinc,.FL's debt. For the period from 

May 10 July ort99t, 30.yar U.S. TI"OUIII')' bonds yielded an avc:raae of 5.77%. As shown In 

Bil1Lnpley Ejchib'it RBIH, cbe spcad between A.aa•ralcd publiQ utility bonds and 30-year 

T1cuury bond~ avtfi&cd 0.80% &om Octo~r of 1987 thro\lfh July of 1998. Addlna lhe 

·32· 
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A. 

•vc:aae lpradofO.IO% 10 lhc above m:eor avaqc Treasury bond yield 10 m.aruriry o[ S.T7% 

prochaca a yidd of 6S7%, wblcb docs not ~occt lhc mataial effect of flowioo CON. 

AI shown In Billlnpley Exhibit RSS-1, lhc spread bctW«<l A·med public utility bonds and 

3Q-year TC'~Ntlr)' boclcb ~tfi&Cd 1.15% from October of 1917 thtouah July of 1991. Addlna 
' 

the avaqe sprad of 1.15% 10 the above-noleli teCCIIl avenae Treasury bond yield 10 maruriry 

of S. 77% produett a yield or 6.92%, wblcb docs not reflect the mattrW effect of flotation costJ. 

Sued oo my •'¢''"' aaai)'ICS, I bell~ dill BST's torward·looldna cost of debt It 6.60% and 

lh8t Sprilll·FL's fortlard-Joold~ c:oa of dtbllt 6.9S%. 

vm. RE.ASONABLEXESS Of \ISrNG AN 11.25% COST OF CAPITAL 

IN THE COST STUDIES OP 8ST AND SPRJNT-FL 

What arc the relllill or your updi!M flnt I.CSI of the rasonableocss of each finn'a IUC of 1D 

11 .2S% overall cost of capital? 

AI abown in BilliDaslcy Exhibit RSB-9, 11 of JWlC 30. 1998, BST a reponed book value 

capltaiiO"\IeQ!re - ~.44% equity IDd 43.56% debt IDd its embedded cost of debt .,..._. 6.39%. 

All overall COil of c:apilll of 11.2.5% implla 1 cost of oqulry of IS.OO%. AI abown in 

Bllllnplcy Eablblt RSB-10, at of June 30, 1998. Sprint·FL'a reponed book value capital 

.w=n Wll 60.0S% equlry and 39.95% debe IDd hs embedded cost of debe waa 7.13%. An 

ov~ll cost ofQpllll of 11.25% lmpllaa cost ofequiry of 13.99%. 
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Q. 

A . 

Q. 

A. 

Q. 

Please cbcribe lbe raults oflhc "JJ"•tecf second lest of the reuonablc:ncss of usina an 11.2S% 

overall cost of c:apiullll die cost INdies of SST llld Sprint-Ft. 

A.Jsumina the cap(taiiiNCtUR that iJ used Ill the co.! studies of bolh !inns and the forward· 

looldna costs of debt for e~eb firm (6.60% for BST aod 7.02% for Sprint·Ft), an 11.2S% 

ovenill cOlt ofc:.pl1allmpllet a cost of equity of 14.35% for SST and l4.12%for Sprint-PL. 

What are your updated atimate' of the ovmll costs of c:api1al of BST llld Sprint-!'!.. 7 

AI in my~ filed ditec( cnd"''Q)'. I lilt m1 estimated COSU of equity llld debe alq 

with the IVCII&C maabt vaJt.ae•bued capilal 111'\octUra for CKh of the IWO IJOupl Of 20 firms 

shown 10 he coa~plfllble Ill rille 10 BST and Spiat-n. The maJ.ym u.~et a cost of debt of 6.60% 

Uld a cost of equity of &om 14..20% 10 14.46% for SST. AI shown in BWIIlaslcy Exhibit RSB-

11 , the updatedavuaac a.wtcct valuo-bued capital~ b 16.06% equity and 13.94% debt 

1"hcce cilia indl~ dial SST's overall fOI'Wifd.looldlla cost of capitaiiJ in the ranac of 13.14¥. 

to 13.36%. 

The npd•ll'd maJym of SpriAt·Ft 111a a cost of debe of 6.9S% and a cost or eqllity of from 

14.30% to 14.53%. lu shown In Bllllnplcy Exhlbit RSB-12. the avcraae market value-based 

capltaliiJ'Ut:tUrf is 13.72% equity IDd 16.21% debt. 1be:se dlla indieltc tlw Sprint·FL'a overall 

fo........,.S.~ COIIofCIPitaJ II in lhc ranao of 13.10% to 13.29%. 

What conclualons clo you dnaw coaccmlna m. reuooablcoea~ or ualna an 11 .2S% overall colt 

of Qlpltal iD the OOil madia of BST IOd Sprinl·FL? 
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Q. 

A. 

Sued oo the lbowe upd*d l.e$U. the use of 111 11.25% oven!! cost of tap.~ by BST is 

rcui"WNNIIId quite COIIICI...Ove. Spcdfically, the IWO iDdirccl lab lndicai.C tlw 1111 ovm.ll 

COlt of Clpiall of 11.25% Implies a COli of equity bet111ec:u 14.JS% and IS.OOY .. Tbne Implied 

rileS ~ wtWa or ooly about so bub poillll biaha' tblo my estimated ranee for BST' I to$( of 

equity of betwocu 14.2~ llld 14.46%. My ovm.U COJt of capital atlmasc for BST It in lbe 

ranaeof i3, 14%8Dd 13~ wbieb iJ betwceo 119 and 211 bail polnu above !he 11.2$% l'llle 

wod iA tbe CXlmpiA)''I COil audia. 

Simllarty, Cbt '* of c 11.25% oYa'lll 0011 of c:apUa1 b)' Sprint·Ft b reuoaable and quite 

c:onten'llive.-Tbc two iadircct tau indi.cste lhll111 owral.l COli of apit.al of 11.25% impliea a 

COli of equity bet~~'C¥~13.~ llld 14. 1~ T'bac Implied Tiles arc ~'CCII 31 and 41 blris 

points below my~ ranae for Sprin.t·Ft. I cost of equity or between 14.30% aod 14.S)%. 

My ovmll c;o11 of~tal.tlmala tor Sprillt·Fl. bIn the ranae or 13.1~ and 13.2~ whkb 

Ia betwem l 85 lltld 204 buiJ points above the rate Ulied In the firm' 1 colt I!Udlct. 

Wbllarc your reviled and t.qx'"od eatimata o! the equity capital costs for BST and Sprint·Ft 

-!TT!inl tDDUal dlvidald pt)IIICOtland 110 OOiallon oosts? 

AJlii!IWII DCF lllOdd lbat IIJ)ORI Oocldoll coas produca a cost of nqulty for SST of 14.3$% 

llliDI mES arowth case Coiec.t~t~ IDd 14.34% 1111na z.w aroMh rorccuu. The same revised 

DCF mocW prooh01 a coa ohquity f« Sprillt·Ft of 14.34% lllinll BES crowth ra10 forecast~ 

IDd 14.43% lllhla ZdJ pwth fotec:altl. The rev!sed CAPM llpPI'OICh indlcaw tlw BST'a 

cost of equity Is in lbe ..._. ot 14.21% 10 14.42% and dill Sprinl·Ft'a COlt of equity !lin the 

rana• of 14.30% IDd 14.$1~ TlNa. UDder lhc ••mrptioa of annllll COCDpoo•ndlna and 110 
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A. 

fiowlon COliS the rtvi•hstim•te of BST'• cost of equity is within the ran&e of 14.21% to 

14.42% and Sprltst.FL's cost of equity 14 within the rqcof 14.30% and 14.Sl%. 

Do you believe lba It would be rmoneble Cor BST and Sprint-FL to usc an overall ~~ of 

capitll of 11 .25% In their cOst swd.ies If flotation costs and quan.erty compolllldina -:.J]IISI1JlC:1UJ 

are omitted from your Cllirna(1 

Yes. The reviled cost o( equity capilal ~ Cot BST ae In tbc Iailie of 14.21% to 14.42Y• 

aod are in tlie .f'IIIIO or 14.JCW. and 14.Sl% for Sprin! .f'L. The same twv indirect tests of 

n:uouablflftell used abcn-e Imply costs of equity t.bll are wilhln or close to the Iailie of these 

revised cost ofeqaity estlm""' for both flmu. Funber, c:alculalion of the overall ~SIS of upital 

for each finn in the - menw • dac:tibed above bul usina tile above reviled cott of cqui(y 

I'IJIIC$ yjdds a rUae Croal 11.1~ to 13J2% for SST aod produce~ a ranae from 13.10% to 

13.28% for Sprint.FL. l"bus, thiu• ohn II.~ cost of capiw by BST or Sprint-FL in their 

c:ost s.\ld.les it quno COI\IeMiiiw tve~t in lhe tbseoec of ldjiiSiments for flotation costs lllld the 

quarterty peymeat of dividends. 

18 Q. Does lhiJ cotdude yourrebuual tatfmooy? 

19 

20 A. Yes, It does. 

21 

22 

23 

2.4 

25 

.J 
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DCF AND CAPM DATA FOR SST COMPARABLE FIRM PORTFOLIO 

DCfUSULT§ 

Ponfollo of Cormenltlt fl,... JIU l.ACK$ BABRA Bst• Codlklau 

Abboal.abl 14.28"· 14.21% 0.92 
Alcoa 10.68% IJ.OS% 0.90 
Amoco Corpondon lt.m• 11.94% 060 
Anhev.ser Busch 12.10% 11.38% 0.78 
Aveey Oennisoa IS.? I% IS-56% 0.66 
C mcilllllli BcU 19.32% 19.S.% 0.87 
Comins Incorporated 21.28% 20.92% 1.09 
DuPont &: Co. 13.03Y. 13.47'Yo 1.01 
EICCllOoic 0111 16.30% IS.97% 1.04 
Eli Lilly 17.S3% 17.S7'h 0.97 
Hershey Foods 1 .. 04~. 13.21% 0.76 
Kcllog 13.12% 13.01% 0 80 
Mobil Corporatioo 11.07% 11.19% O.SI 
Nalco Cbtmictl 13.77% 13.70% 0.79 
R. R. Oonnellcy 13.91% 14.00% O.BS 
Rotun &: Ha.u 11.98% 11.94¥. 0.84 
Soulhem New Enaland Tclcpbooc 10.29% 8.28% 0.66 
Texaco 12.91% 13.74% O.SJ 
TRWincorporaled 12.49% 11.93% 0.68 
W amcr-l.cnhert 23.69% 24.40% 1.10 

AVERAGE l4 • .U% 14..45% 0.83 
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Docket No. 980696-TP 
Billinpley Exhibit No. RSB-2 
DCF and CAPM Data Cor 

Sprint·Ft Comparable Firm 
Portl'olio 

Paac I o( I 

DCF AND CAPM DATA FOR SPRINT-FL COMPARABLE FIRM 
PORTFOLIO 

DCF!QULD 

Portfolio oC Cf'!R'nbk flrtlll 1IU ~~ BABRA 1kta Costncitat 

Anbcuaer 8UI(b 12.80% I I .38'Yo 0.78 
Appachr Corpontioo 13.14% 13.23% 0.76 
AtbnUt Richfield 10.49% 10.97% 0.64 
A very 0ennUoa 15.71% IS .58% 0.86 

AvonProducu 17,44% 17.0% 0.93 
Cincinnati BeU 19.32% 19.54% 0.87 
Dow Chemical ll.S4% I 1.08% 0.78 
Du Pont & Con1p JDY 13.03% 1~ .47% 1.01 

Etolab Incorporated 16.44% 16.44% 0.83 
Elc:eii'Onic Data 16.~ IS.97% 1.04 

Harley Oavicaon 18.1"' 18.53% 0.93 
Leggen & P l.mu 1.U9% 16.8ot/o 0.91 
Phillips PdrOIC\UD Corpondon 12.53% 12.74% 0.82 
PPG Industries 12.56% 12.~ ll.84 

Ra)'Olller lncorponled 11.45% 10.15% 0.79 

Rohm & Haas 11.98% 11.94% 0.84 

Sprint Corporation 15.43% 19.~ 0.73 

Sundstnnd Cotpcnlion 15.77% IS AS% 0.89 
TRWincorponlted 12.49'4 I 1.93% 0.68 

U. S. Frei&hrv.'&)'S Corpon.tlon 14.81% 14.97% 0.92 

AVERAGE l4.A3% 14.53'1· 0.84 
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COMPARABLE FIRM IDENTIFICATION CRITERIA AND 
METHODOLOGY 

I. hatrodued011 

Siocc DeiiSouth Tclc:eommunlc:arioos (BST) ~ not have equity lrldlna independently of 
BeliSouth COfJIORZloa IDd Sprilll·florida locOipomed (Sprint·FL) docs not bavc equity 
tradina indep m--4mtly of Spriar Corpocaticn. 110 dl-ea martel pricc:s of equity can be wed to 
infer the compclieJ' cosu oC equity. Thus. 11 ia necemry to identify portfolios of firms thai arc 
comparable in equity iD'Iettitllllt rilk to cadi of the rarpt firms. n: diiCOWited eas11 flow 
(DCF) mockl iJ IPPiied to each or die ponfolio's manbcn and an IYmJC COS1 or equity 
capital is determined Cor the BST -c:ompan.blcs poup and then for the Sprint·FL-companblea 
poup. Given thai eadl ponlotlo oflltms isof~le risk to its tqct firm, B~"T or Sprint· 
n . tach o( thcae mnae COil$ or equity iJ an objective. reasotllble estimate or each l.llid 
linn's c:ost of equity. The neX1 IC!Ctlon ! Jeontifies the sources of investment rille and the 
apeelflt proxies wed to Identify c:omparablc firma. 

n . RJsk Cntulll 

The folio\ i na aourca of irlvalmmt rUle arc mcuund and wed to tdentify a poup of flt'I1U 
that is comparable in riak to cadi of the l.llid fimu under analyliJ: 

I. Rdati'<e Amount of Debt 

Finenc:i.al rille is dependent, in pan, on the amount of total cL-bt employed by a finn 
reWive to ill equity bacl. Ocher thlnp beillJ equal, hl&hcr debt per dollar of equity 
implies hiaber ri&k. Thlt IOUI'CO of risk is mcuurcd by I finn'a equity•tO·IOlll capital 
m lo. Tbt most recan lliiUII1 value (1997} o(thia ,..rio Ia wed. 

2. Abillty 10 Service Debt 

Apan hiD lho abo11o cleaeriptive mcuurc of a firm'• relative mdcbtedneaa, it Ia imporum 
to cvallllle the ability of a firm to ICIVic:c its total dcbl. Tbla i.J aueaaed by exarninma lbc 
llnO\IIIlofinlcmt (J) dill a firm owes rdauve to 111c raoum:s (net cash flow (NCF), or net 

l.ncome plus oon<&ab cxpenaea pl111 interut cxpcn~C) 11 baa available 10 meet that 
c;ommitmem. Thb i.a II*IUI'Id by the cash tlow-bued interest c:ovcnae ratio. NCF/1. 

l 
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Other lhinp beina equal. an lncrcue in lhia ralio reneaa aruter ability to aervice dl:bt and 
consequcnl)y impllellower rialcineu. The most m:ent &Mual value ( 1997) of thi1 variable 
iJ UJed. 

3. Bond llllina 

Bond ratinp reflec1 a ratin1 aFDCY'I ~:Valllollon of the relathe ~ility of default on a 
fum'• sjveo debt s«urity. R.atJnp are readil) acceuible 10 investora and rre commonly 
IIICd to lplltlili lbe rUt or a finn. Bond ruutp lrt .. laned nwnmul (i.e., dummy 
variable) values for the pwposea of the present analysia. The r..oll recent bond ratmg 
available ia Uled. 

B. Busineu Rilk 

1. Variability or Cash Flows 

The variability of a firm'a e.ah flow' charlclerizc the riakincsa of a flnn'a choaen line of 
busineu. Cub flowa represa~c a fum's command over aoocb and services The risk 
implications or. alveo level or cash f1oWI an: ca:lest 10 interpret when related 10 an 
economiully IDell\inafW bac JUdi 11 toW weu. This sou.rec of rilk as measured by the 
ltlndard cSevi8lioa of lbe rlbO Of I finn'a opcntina cub fiowt·to-total averap assetL 

Hipa values or cbe m e11111e ue uaocJetect with 81'Q1C1 rilk. Tbc variable ia cakvhted 
usma the maa I'I"UU\t 6\'C )all of II'IIWII data ( 1993-1997). 

Tho opctl%lnJ rctum on aucu, u mCUURd by the ratio of a linn's opullina cub flow-co
IOta! avcnp aucu, roflccCJ tho busiras rilk associated with aenendnl income in a liven 
lino of buainesa. OperatinJ ~ Oow iJ Uled becan!FC! it does not include tbe risk dTecu 
c:aptwed In m~ lh&t include financiD& and invatin1 cboica. TluJ variable is 
calculated uain1 the moll reccot 8IUWll cia ( 1997). 

lU. Medlodolo!Y U ... la ~· c.mparable FlnDIId~dtkadoa p,_ 

A pot1foUo of eompantllo iirma Ia ldcnllflcd usln& a modilled cluster analysia model C1auic:a1 
cluatcr ltlllysllleebniqucs develop r11tural pupan,p of objects buod on !be rct..JaOQiblpe NIIOCII a 
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aivcn set of descriptive variables. Tho goal Ia to dctmnine how the object should be uaisncd to 
sroups ao llw there will be u much Jimillrity within groups and u much dl ffcrenee amona aroups 
u possible. No pmielamiold refettuce objoet is oUmd to orpniz.c the ifOuplna elTon. The 
modified c:lllltet anal)'ds uacd in dUJ analyJia cliff en from the clauic:al techniqu.es by Identifying a 
wact object (firm) dwxtcriz.cd by acvenl clacriptive (filll'ldal) meuum. The JOll of tlus 
appllc:atioo is to 6nd &lfOUP of firma lhl& b u aimilar u ~· ole to the WJCt finn in tcnna of the 
identified meaura of invesanla& risk. Unlike c:lwlc:al c:!-.ISier analyJis, the JOll of rnaximlrlna the 
dJfTCTCDCQ 1111:10111 poups is urekvaot t.l.ace aU dlsaiuilar aroupa are disc:arded. Spccific:ally. in 
this c:ontcxt, only tbotc 6tms thal are Identified u c:ompanble 10 the given WJet finn are retained 
for 1.11e In inferrina 111 colt of equity c~pital. 

As in clwic:al clqs~er models, J!mllarity b dctmnined by measuring the Euclidian diatanee 
betWeen the deter:ipcive 111riabla In a manner !hat c:onsidera the multivariate nature or the problem. 
The ciistanee o, of elch linn I In !he ~Vr~plo from the l&tict finn T, urumina !he five deseriptivc 
variablca V ~ discuascd above, if c:alculatcd u : 

The distance meuure uses the tquared dlfTmnc:cs of a g~vcn fum's dcsc:ripcive vanablc from thal 
of the tllJCI finn Tin order 10 measure duunce irrcspccuve of wbelher it is above (positive) or 
below (oepive; lbe tapcc:tive value Cor the L1rJC1 finn. The portfolio of f1111U considered to be 
samtlar to the caraa, BST or Sprini·FL. Ia iclcntiflcd by balanc:ing tho JOIIJ of mmit'!!izing the 

distance Di of a firm &om the W&et with the desire to have a sample of sufficient siu to ~ 
confidence Lll ita re.pracntadvcneas. 

IV. laaktlla Applyhlll Cluster Aaalyals 

Only firma available on the COMPUSTAT diU toW'« alao bavina an mES and Zacka conacnaua 
fVOw!h rate fORCUt baaed oo " lcultwO analytU' cstlm&ICS arc rdained for analysis. Firmt with 
liJCal )UI1 endins in De·mber ot the most teeml )U1 for which cl&ta are available (1997) are 
c:onsidcred in tb: analysis. FOrt!JP, dnancial. and Umited pannerahip f1t11U are eliminated. Outliera 
are identified on 1 vuiable-by.variable bub. Tbole firma with variable valuea pater thaD twO 

mndllld dcvlati0111 above or below the mcat1 Vll11t of the popu]Uioo for eKb vanablo are clc:lctcd. 
All outllera arc elimlnated bdore standardJiina the v.-iahlcs 10 prevent bluloa the means and 

SI&Dd.vd dcvatioas. The final POIIulation coasbl.l of308 firma. 
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Smce the proxies of mvesurens risk discussed \bove an denominated in diffcrent units of 

measumnau, lhcy coosoquauly need to be stalldanhud. A z..st~•isdc it c&Jcul&lcd using the mean 

of V1 and !he Jtaodard deviation CIJ or e.:b variable ecross all of .be fimu u : 

z, • 

The sqU&n:d difTemxe betwcallhe z_.vaJuc for uch fum's Jiven vanable and the value of tbc Z· 

statistic (Of the IMJd finn for the S&lllC Jiven variable ~eross all dacnpuve variables i• then 

calculaled. After scnendna Z·values Cor every varlllble for cxh fum, tqU&n:d diffcm~Ces for cadi 

linn are summed. Tbe dillance mct,UUte D, is detenmned by !Ulna the ~quare root of the tum of 
the sqll&l'ed di fTeteftt:a. 

The final step II\ the a!W)'Iis 11 tbc idedlifiution of tbc ponfolio of the 20 finns lhal arc the lew 
dastAnCe &om BST Of Spnnt·FL. Billlnpley Exhibit No. RSB·I lltll the final p-oup of 
comparable rums for BST and Blllinpley Exhibit No. RSB-2 lillJ the final p-oup of comparable 
fums for Sprint-FL. A comlation coellidm marrix (or the variables UJcd to identify !inns iJ 

provided on the followini JIIIO. 
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Pqe S of S 

CLUSl'ER ANAL VSIS CORRELATION MATRIX 

CollllDOD Eqalty 
lo Total Capital 

OptntiJaa C &Q Operalla& Caall Flow 
flow to A.um Calli Flow latuett 
ltaad•rd Qm=tlot to AIKS! Covmu 

0.210 -0.319 

0.221 0.41 1 O.S87 

0 208 0 066 

0 401 
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CALCULATION OF U. S. TREASURY BOND FUTURES' IMPLIED 
INTEREST RATE 

The intmst rate implied by the price of a U.S. Trnsury Bond futures eon111Ct cmno~ be directly &aken 
from nt WaU Strftt Joan1al Rather, 11 mUll be calculated u follows: 

SI,OOO 
(PrlceofConJroct) X 10 • + • .. ~ • ---

(1 + 1)1 ( I • t)1 (I • t)00 ( I • 1)00 

w~ 1 • the aemi·annual raiC of taW'II. 

The impUcd annual rate of return on U.S. Treuury bond futures iJ calculated .a. 
Annual Rate of Return • (I + I) 1 • I, 

The U.S. Trcaswy Bond 1\lturet contr'Kt prices shown below a.re avenased. by contract matunty, unns 
the Friday setllemcnl prices for July of 1998. 

U.S. TR.EA.SURY BOND FUTURES CONTRACT DATA 

Cootnct AHAI~ ImpUte! 

Mt1Jr1tx WJM 07/IQM 07/17M 07fW98 01/31128 lim ~ 

09198 12U37S 123.62$0 122.0625 123.0000 122.5938 123.1438 6.09% 

12198 12 • . 0000 123.3125 121.7500 122.7188 122.3438 122.8250 6 II% 

03129 12J.A68S 122.687S 12J.SOOO 122.4688 122.0938 122.4438 6.14"/o 

06199 121.8125 122.4688 120.9063 12 l.S313 121.3438 121.6125 6.21% 

A VERACE IMPLIED YIELD 6.14°h 
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EXPECTED MARKET RISK PREMIUM: AU RATING BASE 

Time Studant II Poor's 500 Moodj'sAaa ~tartl.et P.dk 
Pu'Jod DCf CpU orEnttx Pybllc U!J!ttx Bopda pmpt,m 

10/87 14.82% 10.92% 3.90"/o 

11/87 15.06 10.43 4.63 

12187 I S.-'6 1"-64 • .82 

01188 IS.6S 10.39 S.26 

02188 U .S2 9.77 S.15 

03/88 15.42 9.72 S.70 

04188 IS.4S !0.07 5.)8 

05188 15.42 10.29 S IJ 

06188 15.65 10.27 SJS 

07/88 IS.63 10.SO S.13 

0&188 IS.72 10.66 S.06 

09/88 IS.66 10.1S S.S I 

10/88 15.63 9.62 6.01 

I 1188 15.64 9.52 6.12 

12188 U.S8 9.67 S.91 

01189 IS.S4 9.72 s 82 

02/89 IS.J4 9.71 S.68 
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Pqelo( I 

EXPECTED MARKET RJSK PREMTUM 

Time Stuclard & Poor'• 500 Mood) tAu Marut PJsk 
Period DCF Ccm of EaP(ty Pvblk Uti !ty Bopds Prsml1m 

03/89 IS.J4 9 S7 S.47 

()4189 IS.3S 9 88 S.47 

OS/89 15.40 9.,0 S.80 

06189 IS.22 913 6.09 

07189 IS.36 8.98 6.38 

08189 15.14 9.02 6.12 

09189 14,94 '•.10 $.84 

10'89 IS.02 9.01 6 01 

11189 I 5.17 8.92 6 2S 

12189 I 5.12 8.92 6 20 

01190 IS. IS 9.08 6.10 

02190 15.29 9.3S s 94 

03190 15.47 9.48 S.99 

04190 I 5.62 9.60 6.02 

OS/90 15.70 9.58 6.12 

06190 15.71 9.38 6.33 

07190 IS.SI 936 6.4S 

L 



Time 
Ptr1oc! 

08190 

09190 

10190 

11190 

12190 

01191 

02191 

03/91 

04/91 

05191 

06/91 

07/91 

08191 

09/91 

10191 

11/91 
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Bllhnplcy Exhibit No. RSB-~ 

Expected Marte~ Risk 
Prmtluro Approach: Au Ratina Base 
Paae 3 or I 

EXPECTED MARKET RISK PREMIUM 

SuacWd lc Poor't 500 Moody' s Au Marlen R.bk 

DCf Coat or fiGBity bblk Ud!!ty Bopdt Pumlam 

IS.69 0 s,. 6.15 

IS.91 9.73 6.18 

16.04 9.66 b.38 

16.23 9.43 6.80 

16.16 9.18 698 

16.17 9.17 7.00 

16.01 8.92 7.09 

15.85 904 6.81 

15.61 8.95 6.66 

IS.S5 8.93 6.62 

15.59 9.10 6.49 

1~.59 9.10 6.49 

IS.62 8.81 6.81 

IS.59 8.6S 6.94 

1$.52 8.57 6.95 

15.51 8.Sl 7.06 



l'~llSouth Telecommunications 
& Spnnt·Fionda 

Docket No. 980696-TP 
Billinpl~y Exhibit No. RSB·S 
Ex~-tcd Market Rislr: 
Pmnlum ApproiCh: Au Ratina Base 
Paac • or a 

EXIICRD MARKET RISK PREMJtTM 

TilDe Studard A Poor's 500 Moody'aAaa 1\h rbt RJJk 
Ptrloc! ocr C•t or Eqpltx Pllb!ts UtiJ!tt Bopda Prsmtpm 

12191 15.65 8.38 7.27 

01192 IS.60 8.22 7.38 

02192 I S.7l 8.30 7.41 

03192 15.57 8.39 7.18 

04192 IS.53 8.36 7.17 

OS/92 IS .54 8.32 7.22 

06192 IS.4S 8.26 7.19 

07192 IS.44 8.12 7.32 

08192 ISM 8.04 7 42 

09192 IS S7 8.G4 7.53 

10192 IS.S3 8.06 7.47 

11192 IS.S6 8.11 7.45 

12192 IS.S7 8.01 7.S6 

01193 IS.29 7.94 7.3S 

02193 IM7 1.iS 7.32 

03193 15.00 7.64 7.36 

04193 14.71 7.SO 7.21 

OS/93 14.81 7.44 7.37 
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Pap 5or a 

EXPECTED MARKET RISK PREMIUM 

Time Swdanl " Poor•a ~ Moody'aAaa MarkttRbk 
Period PCP Cott of E9w!sy Public Ulfilty Booda Pupllym 

06193 14.73 7.37 7.36 

07193 14.61 7.25 i.36 

08/93 14.59 6.94 7.6S 

09193 14.43 6.76 7.67 

10193 14.SO 6.-s 1.1S 

11/93 14.S2 7.06 7.46 

12193 14.SO 7.06 7.44 

01194 14.SS 7.05 1.SO 

02/94 14.59 7.19 7.40 

03194 14.66 7.60 7.06 

04194 14.69 8.00 6.69 

OS/94 14.n 8.11 6.66 

06194 14.&9 8.07 6.82 

07/94 t-4.9S 8.21 6.74 

08194 l-4.78 8.15 6.63 

09194 1-4.82 8.41 6.41 

10194 14.80 8.6S 6.15 

11194 14.9S s.n 6.18 
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EXPlCT.ED MARKET RISK PREMWM 

TIIDt Studatd " Poor'• 500 Moody'• Au Market Riak 
Ptrfod OCF Coli ofhwltt Pgbl!c V!ll!ty Bopdt Premium 

12194 14.96 8.55 6.41 

01195 IS.Ol 8.53 6.48 

02195 14.95 8.33 6.02 

03195 14.95 8.18 6.71 

04195 14.89 8.08 6.81 

OSI9S 14.93 7.71 1.22 

06195 14.89 7.39 7.50 

07195 14.92 7.SI 7.42 

08195 14.95 7.66 7.24 

09195 14.9S 7.42 7.47 

10195 14.89 7.23 7.59 

11/95 14.90 7.23 7.68 

12195 14.82 6.94 7.79 

01/96 14.68 6.92 7.66 

02196 14.79 7.11 7.59 

03/96 14.79 7.4S 7.)4 

04196 IUO 7.60 7.20 
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P•ge 7 or a 

£Xl>Ecn:D MARKET RJSK PR£M:.WM 

Tltne Studard A Poor' I 500 rttoody'• Au Marltet Rilk 
Prdocl DC£ Cot& of ligwtsy hblls Ud!!ty Bog ell f itmlpm 

OS/96 IS.OI 7.73 7.28 

06196 t4.99 7.83 7.16 

07/96 14.97 7.78 7.19 

08196 I S.10 7.S9 7.S1 

09196 IS.22 7.76 7.46 

10196 I S.21 7.SO 7.71 

11/96 :S.24 7.21 8.03 

IV96 I S.31 7.33 7.98 

01 /97 JS.ll 7.53 7.69 

02197 IS.l6 7.47 7.69 

03/97 I S.l l 7. 70 7.41 

04197 IS.36 7.88 7.48 

OS/97 IS.49 7.72 7.77 

06191 IS.S6 7.SS 8.01 

07/97 1$.62 7.29 8.3) 

08197 IS.62 7.39 8.23 

09197 15.66 7 .. 33 8.33 

10197 IS.6t 7.18 8.43 



Tlmt 
Ptdod 

11197 

12197 

01198 

02198 

03198 

04198 

05198 

06/98 

07198 

AVERAGE 
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Btllinplcy Exhibit No. RSB·S 
Expccttd M&rke! Risk 
Premium ApproJCh: Au Rating Buc 
Page aor 1 

£XnC'TED MAJU<ET RJSK PREMIUM 

Studanl II PC!Or'• 500 Moody's Au Marittt RJsk 

ocr CNt of £qp!ty Pvblls Utility loRd• P!Jmlum 

IS.S7 7.09 8.48 

15.-'8 6.99 8.49 

1S.S4 c. 8S 8.69 

IS.63 6.91 8.68 

I S.S6 6.96 8.S2 

IS .57 6.94 8.S5 

15.69 6.94 8.67 

u.n 6.80 8.86 

IS.SO 6.80 8.4) 

6.91%• 

• Calcutuod u the avmJe of lhc moolhly riJk premiwns, not u the diff~ences of the 
averages Cot lhc ~ lime. 

_j 
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Paget or a 
EXPECTED MARKET lUSK PREMIUM: "A" RATING BASE 

Time St&Ddard It Poor'1 500 Moody's A MulW Rbk 
Pr.riod DCFCoat of Equity Ppbl!t U!lllry Bopd! .t.rnnlgm 

10187 14.82% II :W% 3.48% 

11187 15.06 10.82 4.24 

12/87 15.46 10.98 4.48 

O!f88 IS.6S 10.76 4.89 

02188 IS ..52 10.10 S.42 

03188 IS.42 10.09 S.33 

04188 IS.4S 10.54 4.91 

OS/88 15.42 10.81 4.61 

OMS 1S.6S 10.79 4.86 

07188 I S.6:J 1 •. 04 4.59 

08188 15.72 11.17 4.55 

09188 15.66 10.61 S.05 

10188 1S.63 10.01 5.o2 

11188 I S.6-4 9.90 S.1-' 

12/88 IS.SS 10.06 5.52 

01 /89 IS.S4 10.08 S.46 

02189 15.34 10.07 S.32 
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Pagc2 of a 
EXPECTED M.A.llK£T RISK PRDllUM 

Time St11dard it Poor's 500 Moody's A Martcct Rlsk 
Period DCFCott oiEop!ty P.ub!lt Utility Bopd1 Premium 

03189 15.34 10.23 5.11 

04/89 !S.J5 10.18 5.17 

05189 15..40 9.99 5.41 

06189 15.22 9.64 5.58 

07/89 15.36 9.SO 5.86 

08189 i.S.!4 9.52 5.62 

09/89 14.94 9.58 5.36 

10189 15.02 9.54 5.48 

11189 15.17 9.51 5.66 

12189 l.S.l2 9.44 5.68 

01190 15.18 9.56 5.62 

02190 1.5.29 9.76 5.n 

03190 15.47 9.85 5.62 

04190 15.62 9.92 S.70 

05190 15.70 10.00 5.10 

06190 IS.71 9.80 5.91 

07190 15.81 9.15 6.06 
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Paae l of 1 
EXPECTED MARKET RISK PREMIUM 

Time Studarcl ~ Poor-'s 500 Moody's A ~.tartet Risk 
hdod QCF CtG ofbplty P:Yb!k YW!ty logds Prs!plgm 

08190 15.69 9.92 5.n 

ffl/9() IS.91 10.12 5.79 

10190 16.04 10.05 5.99 

11/90 16.23 9.90 6.33 

12190 16.16 9.73 6.4) 

01191 16.17 9.71 6.46 

02191 16.01 9.47 6.54 

031'91 IUS 9.SS 6.30 

041'91 I:S.61 9.46 6.1 s 

OS/91 15.55 9.44 6.11 

06191 15.59 9.59 6.00 

07191 IS.S9 9.SS 6.04 

08191 1$.62 9.29 6.33 

091'91 15.S9 9.16 6.43 

101'91 I $.52 9.12 6.40 

11/91 15.51 9.05 6.53 
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Page 4 of I 
EXP£CI'E.D MARKET RISK PREMIUM 

Time StaacbnlA Poor't 500 Moody's A l'tflr1ttt Rlsk 
Period DCF Cot1 of Eq1!ty Public UtWtv 8opda Prsm!•m 

12191 1~.65 8.88 6.77 

01!92 IS.60 8.84 6.76 

02192 15.71 8.93 6.78 

03192 IS.S7 8.-17 6.60 

04192 IS.53 8.93 6.60 

OS/92 15.5' 8.87 6.67 

06192 1S.4S 8.78 6.67 

07192 IS,44 8.S7 6.87 

08192 15.46 8.44 7.02 

09192 1SJ7 8.40 7. I 7 

10/92 15.53 8.S4 6.99 

I 1192 IS.S6 8.63 6.93 

!2192 15.57 8.43 7.1 4 

01193 15.29 8.27 7.02 

02/93 IS.o7 8.04 7.03 

03193 IS.OO 7.90 7.10 

04/93 14.71 7.81 6.90 
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Premium Approacl\: .. A" twins Sue 

Pqehfl 
EXPECl'ED MARKET RISK PREMIUM 

Tlmr Staadard & Poor'• 500 Moody's A Mtrut Risk 

Prdod DCfCOIJ otiqglty Pgb!k YUUty Bogcla Pumlpm 

05193 14.81 1.86 6.9S 

06193 14.73 7.7~ 6.98 

07/93 14.61 7.54 7.07 

08193 14.S9 1.25 7.34 

09193 14.43 7.04 7.39 

10193 14.50 7.03 7.47 

11/93 14.52 7.30 7.22 

12193 14 so 7.3"' 7.16 

01/94 14.SS 7.33 7.22 

02194 14.59 7.47 7.12 

03/94 14.66 7.85 6.81 

04194 14.69 8.22 6.47 

05/94 14.77 8.33 6.44 

06194 14.89 8.31 6.58 

07194 14.95 8.47 6.41 

08194 14.78 8.41 6.37 

09194 14.82 8.64 6.111 
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Paae 6or a 
EXP£CTED MARKET RISK PREMIUM 

Tlme Staadard 11 Poor's 500 Moodf'a A Market R!Jk 
Prdocl DCf COJ! oCEGRI'Y Public UtD!ty Boodt Prtmfu;n 

10194 14.80 8.86 5.94 

11194 14.9S 8.98 5.91 

12194 14.96 8.76 6.20 

01195 IS.OI 8.73 6.28 

0219S 14.95 8.52 6.43 

03195 14.9.S 8.37 6.58 

04195 14.89 8.27 6.62 

OSJ9S 14.93 7.91 7.02 

0619.S 14.89 7.60 7.29 

0719S 14.92 7.70 7.22 

08195 14.9.S 7.83 7.12 

09195 14.9S 7.62 7.33 

10195 14.89 7.46 7.43 

11195 14.90 7.43 7.47 

12195 14.82 7.23 7.59 

01196 14.68 7.22 7.-4(. 

0~ 14.19 7.37 7.42 
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Page 7 of 8 
EXPECTED M.ARK!T RISK PREMIUM 

Time Stu!lud & Poor' a 500 Moody'tA Market Risk 

Pedod DC£ Cat of Egpby Pyblle Udlfty Boads PRmJvm 

03196 1 • . 79 7.73 7.06 

04196 14.80 7.89 6.91 

OS/96 IS.OI 7.93 7.03 

06196 14.99 8.0.~ 6.93 

07196 14.97 8.02 6.95 

08196 1$.10 7.84 7.26 

09196 IS.22 8.01 7.21 

10/96 15.21 7.77 7.44 

11196 1S.24 7.49 1.75 

12196 1S.31 1.59 7.72 

01197 13.22 7.77 7.45 

02197 I S.16 7.64 1.52 

03191 15.11 7.87 7.24 

04/97 15.36 8.03 7.33 

05197 15A9 7.89 760 

06197 IS .56 7.72 7.84 



lkiiSouth Telcwmmunlcarioru 
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Expcctod Markel Riak 
Pmnlum Appro~Ch: "A .. Rat ins Ba.se 

Pa~ lo(. 

EXPECTED P.tAJU<ET RISK PREMIUM 

TilDe SIUdanl II Poor'a SOO Moody'• A MarUi RJ.Jk 
Pr.iod per Colt of lculty Pyblk Utility Bopd! Prcmlgm 

071'97 15.62 7.48 o.l4 

08197 1$.62 7 Sl 8.11 

09/97 15.66 7.47 8.19 

10197 15.61 7.JS 8.26 

11/97 IS.S7 7.2S 8.32 

12197 IS.48 7.16 8.32 

01/98 15.S4 7.04 8.SO 

02198 IS.63 1.12 8.$1 

031'98 IS.S6 7.16 8.40 

04198 IH7 7.16 8.41 

OS/98 IS.69 7.16 8.S3 

06198 IS.77 7.03 8.S6 

071'98 IS.80 7.03 8.77 

AVERAGE 15.D% 8.70% 6.59%• 

• Clkulltcd u tl\c IYCI'I&O oflhe monthly nsk prcntiWlll, not u lhe Jiffercntes orlhe 
avmges (ot the entire lime. 
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Aaa '\1$. Treasury Bond Yields 

Moo4y'IAu JO.YMr U.S. A.Uil.J.S. T ,...,..,.,. 

Jail fpltllc WQID had Tmpn ltpd lopci Spmd 

10117 10.91% 9.6~ I.JG% 

11117 10.43% $91~ UZ% 

12.117 10.64% 9.09% US% 

01/U 10.39'4 Ul% 1.58% 

02183 9.71% 8.42% I.H % 

03188 9.~ 8.5,. l. ll'No 

04/81 10.07% 1.91% 1.09% 

OS/88 10.29% 9.2~ 1.03% 

06181 10.2'7% 9.()6% 1.21% 

07118 IOJO'No 9,1~ 128% 

OlliS 10.66% 9J7% 1.29% 

09/81 IO.U'No 9.11'No I. ().I% 

10188 9.62% a.92'No 0.70% 

11/11 9$2% 9.02% 0.50% 

12181 9.67'No 9.01% 0 66'No 

01119 9.1~ 1.94'No 0.71% 

01119 9.11% 9.00% 0.71% 

OJ/19 11.17'No 9.14'No 0.73% 
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M41edy'4 AU Jt. y..,. u.s. Aaa/tJ.S. T nasruy 
blS Pyblk UtW'Y lftd r,.,., "'"' ''"""" 
~169 9.!1% 9.~ 0.12% 

OS/89 9.60% 1.91m 0.70% 

06/89 9.13% IJS'K 0.7$% 

011!9 1.98% 1.10% Ola% 

0&/89 9.~ 1.11% 0.91% 

09it9 9.1<1'4 t.IN 0.91% 

1~89 9.01% 8.00% 1.01% 

111!9 Ul'K 1..89% 1.01% 

12139 1.9~ 7.91m 1.02% 

01190 9.01% 1.14% 0.14% 

02190 9.3S% &•S% 0.17% 

0)190 9.41% &.$1% 0.91% 

()1190 

··~ 
l1S% O.SS% 

01190 US% Ul% 08S% 

06190 9.38% 1.4)% 0.9S% 

07'90 9.3~% I. SO% 0.~ 

06190 U4% US'Kt 0.6914 

09190 9.73% 1.99% 0.74'Kt 

10190 9.66% 1.16% 0.&0% 

11190 9.4)% '"" O.U% 

12190 9.11% Ul% 0.91% 
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Paaclof7 

M*J'aAaa .)t.Yeu U.S. Aui\J.S. l'nA11ll')' 

.lUll '*k JlWcx , ,21 TrwwyiMd lwiSpaed 

01191 9.17% l.lCM 097% 

021?1 l .m6 ION 0~% 

0)191 9.04% l.ll% Oil,_ 

04 '11 19S'K 12m 0.13% 

0$191 Ul% U•% 0.6914 

06191 9.1~ 1..,. 062% 

07191 91~ 144'· OM% 

Oil') I Ul% liS% 066" 

09'91 1.65% 1.96% 0119% 

10191 • 57% U5'Mo 0.62% 

11191 U:l% Hit. 061% 

12.'11 ~ 1""' 0.69% 

01 92 lm6 761% 061~ 

02/92 1.:10% 7.16% 0 " "' 

0)192 IJ9% ~~ 0)9% 

04192 1.)6, 7.U% 0 41 % 

0~2 1.3~ 1m!. 0 4)% 

06192 u~ 71)% 04)% 

07192 112% 7 59% 0 H% 

011')2 1.04% 7J9% 065% 

09191 104tt. 7J4% 0.70'1> 
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Patc4or7 

Moocl1'• Aaa Jt..Y- U.S. AaaN.S. Trw..,. 
IW.t htrlk vcyru 1n4 rmmyaw lo-pdSpmd 

10192 1.0$ 7~ 
0 "" 

11192 1.11% 7~6'1. 0,,. 

12192 Ul% 7,46% O.SS% 

01"1) '·"'" 7.).4% 0.60% 

Oli9l 7.7!% 7.D6~ 069% 

0}19) 7.64% .. ,.,. 016% 

()4 9) 7.50% un. 06$% 

OS 'Ill 7.~ Ul% 0.52% 

()6.'9) 7.37% 612% 
0 ''" 

0719) US% 6.6J% 062% 

0&/9) ~~ 6.)0% 064% 

09'9) 6.76% 6.0)% 073% 

10,9) 6.75% UJ% 012% 

II <J) 7.06% 614% 01~ 

1!'9) 7.(16% 6-16'1. 0~ 

01194 7.0S% 6.19% 0.76% 

02194 7.19% 6JI% 061% 

0}194 7.60'% 694% 066% 

04194 a.ocm 7lS% 07$% 

0$194 ..... ~ 7.)2% 079% 

()6.194 S,Cl'nl 7 ll% 0~ 



BeiiSoutb Teltwtllllluniutions 
& Spnnr-Florid& 
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Au w. Treasury Boo<! Yields 
Paae S o(1 

MHCI)"s Au 38-V.u U.S. .uvu.s. lnruurr 
~ PyJ!!Js UrU!sy lopd Trwwy lopd BtndSpmd 

0719<1 8.21% 7.~ 0.61% 

081')4 I . IS% 7.61% O..S.% 

0919<1 8.41% 1M% 0.57% 

1()194 8.65% 8.0~ 0.63% 

11/94 8.77% 1.17% 0.60% 

1219<1 a.5m 7.91% r .64% 

01195 8.53% 1.J6% 0.61% 

02/95 l.ll% 7.66% ~.61% 

03195 a. I.,. 7..1~ 0.66% 

04195 1.01% 7A3% 0.65% 

OSJ95 7.71% 7.04% 0.61% 

06195 7.39% 6.68% 0.71% 

07195 7.51% 6.15% 0.76% 

081'J5 7.66% 6.9~ 0 74% 

09195 7.4~ 6.44% 0~ 

1()195 7.2.l% 6.35% OSS% 

11 /95 7.13% 6.29% 0.14% 

12/95 6.94% 6..05% 0.19% 

0119 .. U2% 6.05% 0.87% 

02/96 7.11% 6.25% 0.86% 

03190 7.45% 6.42% 0.13% 
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-.Yar U.S. .uai\I.S. T I'UPI'1 

QIJI Inmalnd lttpd$omd 

~ 7WII. 6.76% 0 1-4% 

OSJ96 7,7),. ..,.,. 0.~ 

06196 UJ% 6.94% oaw. 

07196 7.~ 7.0S% 073% 

OC/96 7.""' 6 .•• ,. 071% 

09196 776% 7.~ 076% 

10/96 7~ 6.18'- 0.72% 

11/96 711% 6H% 0.66% 

11196 7.lJ% 6.$6% 0 .77% 

01197 7.5J% 6.11% 0.71% 

01197 1AN a 11m 0.77'. 

OJJ97 1.10K 696% 0.7Wo 

04197 7.11% 7 13'- O.H% 

OSJ97 1.12% 6.9J,. 0.~ 

06197 7.$S% 673% 0.12% 

07197 7..29% 6$3"4. 076% 

01197 7.]9% 6.31% Oil% 

09197 7.JJ% 649% 01-4'-

10197 1.1 .. 6.})% O.IS% 

11197 7.09% 6~ 101% 

11197 6P9% '"" I 0)% 



Moecl)''t Aaa 

IWs "blk YdMcx 'e·t 
01198 6.1516 

02198 6.9 1% 

Ol/98 6.96% 

0419& 6.~% 

05198 6.~% 

06198 UO% 

0719$ U O% 

AV£R.ACJ; US% 

Sources: Moody's Bond Record 
The Wall Slrut Joi.IT1UJI 
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Ala "~· Treasury Bond Yicldl 
Pqe7or7 

JO. Ytar U.S. Aaai\I.S. T ruaury 
TrtwaBnsl llttbf Spmd 

SAl% I.Ol% 

"*"' I 02% 

192% 104% 

Sl"' I 07% 

S.93% I 01'1-1 

169% I II% 

S61% I 12% 

7.55% 0..10'14 
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"A" \'S. Treasury Bond \ leJds 

MM41'l~ »Yeu U.S. Alli.S. T"tUV)' 

JWa PuhQs tJtlty ... Tmtpallgp4 Bgpd Serstst 

IGm 11.34% 9.62% 1.72% 

11187 I~;J%% Ul% 1.91% 

12117 10.9114 909% 119% 

01/!8 J0.16% 8.81% 1.95% 

02.118 10.1~ U2% 1.6nl. 

03188 10.09'14 & . .SP% UO% 

CW18 10..54% 1.9&% l.5t~ 

OSIU IO.&Jt. 9.26% I H% 

06'18 1!1,79% 9.06% 1.73% 

01118 11.04% 9.22% 1.81% 

0&'1& 11.17% 9.J7% 1.80% 

09118 10.61% 9.11% .. ~ 

10118 10.01% um 1.09% 

11118 9.90% 9.0l% 018% 

12/88 10.06% 9.01% 1.05% 

01119 IO.GI% .,.,. 1.14% 

021!9 10.0'1% 9.00% 1.07% 

03119 IO.l3% !1.14% I 09% 

04/19 IO.l~ 9.06% 1.12% 

OS/89 9.99% 1.90% I 09% 

061&9 9~ I.J5% I 29% 
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Paae loC 6 

Jt.Yur u.~ A/U.S. TrcUV)' 

Ibis Ippmlt. hpdSomd 

07189 9J<l" 8.10% 1.40% 

01189 9.$2% 1.11% 1.41% 

09189 9.l8" 1. 17% I.~ I% 

10119 9.SC% 1.00% 1.$.4% 

lllt9 9J1" 7.19% t.6l% 

12119 9.«% 7.90'-'o l.$.4% 

01190 9J6% l .lC% 1.32% 

02.190 9.16% US% 1.1111. 

03190 9.1S% I.H% ' 28% 

~ 9.~l% '·""" 1 1n\ 

OS/90 10.00% 1.13% 127% 

06190 9.10% 8.~3% U 7% 

07190 9,,% I .so% 1.2S% 

01190 9.92% US% 1.07% 

09190 IO.Il% 8.99'11. t.l)tlo 

10190 10.0$% 1.86% 1.19% 

11190 9.90% I . .SI% l.ll% 

12.190 9.73" 8.2}% 1.~ 

01191 9.71% UO% Ul% 

02191 9,.47% 1.08% 1.)9% 

03191 US% I 21tlo 1.34% 

~I u~ 1.2214. 1.24% 

OS/91 9.114~ u~ 1.20'0 
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M..tt'•A. ,._Yur U.S. AI\J.S. Trnuuy 
lla1t bNkllsMy .... Iqatwalwj BondSprud 

06191 9..S"' ·-·~ 1.11% 

07191 9..SS% 1.4-4% l.lt% 

08191 9.29t4 8.1SY. 1.14% 

09191 9.16% 7.96% 1.2~ 

10191 9.1~ 7.9S% 1.17% 

11191 9,bS% 7.91% 1.14% 

11191 i,J~ ,. 7.69% 1.19% 

01192 U4% 7.61% l.lJ% 

01192 1.93% 7.86% ' .07% . 
03192 1.97% 

··~ 
0.97% 

04192 1.9)% 7.9S% 0.91% 

OS/92 Ul% 7.19% 091% 

06192 1.71% 7.83t~ 0.9,% 

07192 1.51% 7.,9% 0.91% 

08191 1.44% 7.}9% I. OS% 

09192 u~ 7.3'% 1.06% 

10192 1.54% 7.S~ 1.04% 

11/92 •. 63. 7 S6% 1.07% 

ll/92 Ul% H6% 0.97% 

01193 8.27% 7.)4% 0.9)% 

0219) 8.04% 7.0M6 091% 

0)19) 7.90% 6.71% I IN 

04/9) 7.81" US% 0.96% 
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MH4)"tA »-Year U.S. A/U.S. Tnasury 

Jail hblc UIW!Jtl4 Trmmltad BopciSpmd 

05/9) 1.86% 6.91% 0.94% 

061'1) 7.75" UN 09)% 

07/9) 7.$4" 6.6)% 0.91% 

()819) 7.25% 6.ID% 0.9$% 

~) 7,CW% 6.03% I 01% 

10193 7.03" Ul% 1.10% 

IIJ9l 7~ 6.24% 1.06% 

1219) 7.34" 6.26% I~ 

OI/9C 7.3)% 6.29% 1-04% 

01'94 um 6.51% 0.96% 

0.1194 US% 6.94% 091% 

CW/94 1.2~ 1.15% o.9m 

05/9C Ul% 7.)2'1, 1.01'11. 

061'14 l.ll% 7.)1% 0.9)% 

07194 um 760% 0.1~ 

01194 1.41% 761% 0.80% 

O'l '94 8.6.% 7.&t% 0.80% 

10194 U6% 1.02'1. 0.~% 

11/94 '·"" I 17% 0.11% 

11'94 1.76% 7.91% 0.1$% 

01195 1.73% 116'1. 0.17% 

02>'13 I~N 7.66% 0.16% 

03195 u"' 7.SN 0.13% 
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~,.,~ *-Yar U.S. A/U.S. Tl'tiJUI}' 

JWt hMk Utllltt tiM Tguqalogd Bopd SpQid 

0419$ l.l?% 7.43% 0.1-4% 

OS/95 1.91% 7,()4,., 0.17% 

0619S 7.d0% 6.6!'11. 0 .91% 

01195 7.70% 6.7S% 0.9S% 

0&195 7.fl"' 6.92% 0.91% 

09195 7.62'6 6A4Y, 1.11% 

10195 7,46% 6.H ,. 1.11% 

11195 7Al% 6.29% I 14% 

IL"JS 713% 60S% tIS% 

01196 7.22% 6.0S% 1.17% 

Ol/96 7.l7"' 6 .2W• 1.12"· 

03196 7.13% Ml% 1.11% 

04196 7.19% 6.16% I 1)% 

OS/96 7.91% 6~% 1.04% 

06196 t.o6% 6.94% Ill% 

07196 101% 7.0S% 0 97% 

01196 1.14% 6.11% 0.96% 

09196 1.01% 1.00% 1.01% 

10196 7.77% 6.71% 0.99% 

11196 1A9% (i.S)% 09-4% 

12196 1.$9% 6S6% 1,0)% 

01197 7.77% 6.12% •1.9S% 

OVJ1 u •• ,., 6.10% (1 94% 
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M..ty'1A Jt. y..,. u.s. Altl.$. T rtUilT)' 

.QI1s ..... (;Wry ... Imga'tld Bog Swad 

0~7 1.1"' 6""' 091'o 

04197 1.0)% 7 1)% 0~ 

OS/97 '··~ 6.93% 0.96% 

06191 7.72% 67J% 1.00% 

07197 1AI'l!. 6 .. 5)% 0.95% 

01197 1-'1% 651% 091% 

09197 141% 649~ 09n. 

1~7 7.3S% 6.ll% I 02% 

11197 1,15% 601% I 17% 

12197 '-·~ 5.96% 12~ 

01191 7.0~% $.1)% I 21% 

02191 7.12% '-8~ I 23% 

Ol/91 7.16% HZ% l.l4% 

04191 7.16% S.ll% I 29'>. 

OS/91 7.1~ s 9)•. Ill"'. 

06191 7.0)% S69% IS~ 

071'll 7.0)% 5~ I H% 

AVUAC£ .. ,.,. 1.55% I.IS% 

Sour«s: Moody's Bolld RICtNd 
77t• Wall Slrnt JOW'Ml 

.I 
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Equity 
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Docket No. 980696· TP 
Billingsley Exhibit No. RSB·9 

BST Capll&.l St."'lcture 
~so 1oft 

BtllSolltta Tdeeommll.aleatlollJ 
Book V.lue Capital Structlln 

Joae30, 1998 

Wel&bUd 

Ba1i2 Rate ~ 

S6A4'.4 I S.OO"!. (lmpllM) 8.47% 
43.56% 6.39% 2.m'• 

100.00% 11.25"/o 

60~. Eqalty Ratto Uud ID BdiSoutll Ttl«ommulllcatloat Cott Studla 

Wd&biM 

Source I!di B!1l &RI1 

Equll}' 60.00% 14.3So/o (lmpUtd) 8.6Wo 
Debt 4Q.W.4 6.60% 2.64% 

Total 100.00% 11.25"/e 

BcUSOUidl Td«ommuoicatlon• 
Markd Valoe Capital StTUcture 

July 1998 

Welabttd 

Sourrs .8!!!.2 B!.l! ~ 

Equlty 86.40'.4 14.20"/.-14.40% 12.27'/c. 12.49% 
Debt 13.601:ft 6.60". ,W" 

Tolal 100.00% 13.17%-13.39"· 



Sopm 

Equity 
Debt 

Total 

S01rq 

Equ!ty 
Debt 

Total 

Soum 

Equity 
Debt 

Tot:il 
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Sprint-FL Capital StniCtUrc 
Paae I of 1 

Sprlllt-Fiorlda 
Book Vahae Capital Stru~turt 

J llat 30, 1998 

Wtiabttd 

BIJI2 Rate k2l1 

60.0S% l3.m '• n mpUtd) 8.40% 
l2.2S% 7. p~·. 2.8S% 

100.00% 11.25% 

Capital Stnlctare U1td l11 Sprillt·Florlda Cost Shldla 

Wdpttd 

Bl112 Batt k2l1 

S2.S8% 1-4.17% (lmpUtd) 8.44% 
42.42% 6.9S% 2.81% 

100.00% 11.2S% 

Sprlat·PL Market Valllt Capital S1r11rtur~ 
July 1998 

Wdabttd 

Bl1t2 Batt kW 

83.10% 14.30%-1-4.53% 11.88V.-12.om 
16.902' 6.9W. 1.17% 

100.00% 1l.OS%-13.24% 
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Mlll"ket V~we Capital Strwdllre of PortfoUo of Compaal«< Compar.blt Ia Rbk to 

BetiSoatla Td«omm .. katiou 
Jaly efl991 

COMPM'Y MAAKET IOOII VAU/1: 10011 v.u.u& or 01111' I TOT .U. I QUTY I 

VAUJ&Of OrTOTAL PIUIUIU:O CAPrrAL1 TOTAl. 

ClOIOIOfC POT C®l'TY CAPn.U. 

l\lllloa L* (JOIUJ l11UJ 000 00569 0,.,, 
Alcoo llSlJJ)6 19$1.10 sno 0 IJU 0 161f 

Amoco ~l.l9 000 01144 OIIH 

11364." o•Mo QOO 01697 o uo~ ... 
~""'7 .UU.A7 4(7.70 ,, ()(I O.O.U 090S4 

l8dl 
*'.29 t HM 000 01011 0191'1 

101090) 1149 10 ltiO OllfJ 0 11) 

IIKOJpaiMid 

~-
$1H.19 119UJ ooc 0 114) 0 . , , 

loooo 
fJfii.AI UGIJ.OC lJ70C 01 .. 7 oun 

Ell Lilly 11011.91 1900M 000 00127 0 91 7) 

_,;' 7U,.SS UIT.Jl ooc 0 ,.,. Ol~ 

ltclloa ,. l14.11 11'9S.JII 000 OU26 om• 

~ 4tlll~ lSSl1'.1 000 0~1 0"" 

~ Sl$2$]9 JJ'OO 01116 OUlf 

ILIL lSJUS Jn.AO J)4Cl OIJU ON6 

0 ,..,. 

=· JMI..U 606.00 116 00 0 llO! 0179$ 

UJUI IJ.U.lll ooc OJ)6) 0 .. )1 

:'"p.~ 
' •.. k 



!CO)IPA."fl' MAJIUT -:"~~ lOOK v.u.uc or 
VAMIIM I'Ufli UD 
~ our f.OVfTV 

rr~ l91JI.47 6l9Z.GCI Ja.UO 

fT'W 6699.44 14U.CJ!l 1.00 
lncltporAj 

w.,.... . WIOS OJ)O ........., 
Awnet' Sll.lOUl SlUU7 "" 

BeiiSouth Telecommunitllioas 
& Sprint·Floric!t 

Dotket No. 980696-TP 
BillinJsley Exhibit No. RSB·II 
Milled Value Ctpiw SII'UCIUrc of 

BST Comparables 

••c 0 p 2 ( 2 
Da:.T I TOTAl. EQI.'ITY I 

CAPITAl.' TOTAl. 
CAttTAI. 

~·w Mill 

019U 0101 

00119 o.9171 

0 IJS9 0.1661 

1 The avcn.a• d«bc llld •IY ~ atf •~'-* u lbt avmJ• of lbo mpoc~1ve ni\Oo for ucb JDdmdlaal 
coq>any. 
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MJtkel Value Clpilal SlniCture of 

Sprint·FL Comparables 
Pqe 1 of l 

Matkd Vahle CapfUl Stnldve of PortfOlio or Compaala Compnable h1 Rbk to 
Sprtaa.Fiortda 
Jatyofl991 

p»«PA.'<Y MAIUIIZT ~ .......... ~ 8001( """ c cw DUTI TOTA&. l~"fl'V I 

VALI.'IM or TOTAL tiiUIU&II CAPITAL' TOTAL 
~ DUT t~l'TV CAmAL 

Z040J61 •J6UCI 000 0 176) oam 
6uach 

lt21.14 UIIJI 000 0-)420 06JIC 

[axt.tl..ld 
10901 4.) 6201.ocl 101' O.llll 0 711; 

f'--r )91)0!1 .. ,.711 00 0 IOIC O IWCI 

f'- 610t.U UUII 000 Q.OHI OM7< 

JI)6JJ 4)9.1C 000 0. 10711 OlfJCi 

IBcl 
Dow IIJ91.J) WIOO 4900 cum 074t 

fDu-• S91411.60 1101.).1)0 2)700 11.1'707 OUt) - l4z..l9 JGI.l7 000 0 1117 0117) 

'"' I 1900A 000 OOUl 09111 

~ 
~ u~" J'IUo4 000 01160 017441 
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