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CERTIFICATE OF SERVICE 
DOCKET NO. 980696-TP (H84786l 

I HEREBY CERTIFY that a truo and correct copy of the foregoing w ..:s 

served v ie Federal Expreu this 3rd day of August, 1998 to the following: 

Jack Shreve, Eaqul ra 
Char1 .. Beck, &quire 
Office of Public Counael 
cJo The Florida Legislature 
111 W. Madison Street. Rm. 812 
Tallahassee. Florida 32399-1400 
Tel. No. {850) 488-g330 
Fax. No. {850) 488-44g1 

Michael Gross, &qui re 
Assistant Attorney General 
Office of the Attorney General 
PL-0 1 The Capitol 
Tallahassee, Florida 323gg.1050 
Tel. No. (850) 414-3300 
Fax. No. {850) 488-6589 

Tracy HaU:h, Eaqulre ' • ) 
AT&T 
101 N. Monroe Street, Suite 700 
Tallahassee, Florida 32301 
Tel. No. (850) 425-6364 
Fax. No. (850) 425-6361 

Richard D. Melton, &quire 
Hopping, Green, Sams & Smith, P .A. 
123 South Calhoun Street 
Tallahassee, Florida 32314 
Tel. No. (850) 425-2313 
Fax. No. {850) 224-8551 
Atty. for MCI 

Thomu K. Bond 
MCI M etro Access Transmission 
Services, Inc. 
780 Johnson Forry Rood 
Suite 700 
Atlanta, GA 30342 
Tel. No. (404) 267-6315 
Fax. No. (404) 267-5992 

Robert M. Poat, Jr. 
ITS 
16001 S.W. Mari<et Street 
Indiantown. FL 34g56 
Tel. No. (561) 5g7.3113 
Fax. No. (561) 5g7-2115 

Char1ea Rehwlnkel 
Sprint-Florida. Inc. 
1313 Blair Stone Road, 
MC FL THOO 107 
Tallahassee, Florida 32301 
Tel. No. (850) 847-0244 
Fax. No. (850) 878-0m 

carolyn Marek 
VP Regulatory Affairs 
S.l. - "gion 
TimE: .Jmer Comm. 
2828 -.....d Hickory Boulevard 
Apt. 713 
Nashville, TN 37221 
Tel. No. (615) 673-1191 
Fax. No. (615) 673-11 92 

Nonnan H. Horton, Jr., Esquire 
Messer. Caparello & Self P. A. 
215 South Monroe Street 
Suite 701 
Tallahassee. Florida 32301 
Tel . No. (850\222-0720 
FaJ~. No. (850) 224-435g 
Repreaenta e.spire"" 

David B. Erwin, Eaqulro 
Attorney-at-Law 
127 Rlveralnk Road 
Crawfordville, Florida 32327 
Tel. No. (850) 926-9331 
Fax. No. (850) 926-8448 
Represents GTC. Frontier, 
ITS andTDS 
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Floytl R. Self, Eequlre 
Messer, Caparetto & Self, P A 
215 South Monroe Street 
Suite 701 
Tallahassee, FL 32301 
Tel. No. (850) 222.0720 
Fax. No. (850) 2244359 
Represenls WorldCom 

Patrick Wiggins, Eequlre 
Donns L Canzano, Eequlre (+) 
WiggiM & Vlllaoorta 
2145 Delta Blvd. 
Suite 200 
Tallahassee, Florida 3.2302 
Tel. No. (850) 385-6007 
Fax. No. (850) 385-6008 

Kimberly Caa-11, Eequlre 
GTE Florida Incorporated 
201 North Franklin Street 
18th Floor 
Tampa, Florida 33802 
Tel. No. (813) 483-2617 
Fax. No. (813) 204-8870 

Jeffry J . Wahlen, Eaqulre 
Ausley & McMullen 
227 South Calhoun Street 
Tallahassee, Florida 32301 
Tel. No. (850) 425-5471 or 5487 
Fax. No. (850) 222-7580 
Represents AU TEL. NEFTC, 
and VISta-United 

Tom McCabe 
TOS Telecom 
107 West Franklin Street 
Quincy, FL 32351 
Tel. No. (850) 875-5207 
Fax. No. (650) 875-5225 
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Petar M. Dunbar, Eequlre 
Batbare D. Auger, Eequire 
Pennington. Moore, W111<inson. 
& Dunbar. P A . 
215 South Monroe Street 
2nd Floor 
Tallahassee, Florida 32301 
Tel. No. (850) 222-3533 
Fax. No. (850) 222-2126 

Brian SulmonottJ 
WorldCom, Inc. 
1515 Soulh Federal Highway 
Suite 400 
Boca Raton, FL 33432 
Tel. No. (581) 750-2940 
Fax. No. (581) 750-2629 

Kelly Goodnight 
Frontier Communications 
180 South Clinton Avenue 
Rochester, New Vorl< 14846 
Tel. No. (716) 777-7793 
Fax. No. (716) 325-1355 

Laura Gallagher (+) 
VP-Regulatory Affairs 
Florida Cable Telecommunications 
Association, Inc. 
310 N. Monroe Street 
Tallahauee. Florida 32301 
Tel. No. (850) 681-1990 
Fax. No. (850) 681-9676 

Marti Ellmer 
GTC Inc. 
502 Fifth Street 
Port SL Joe, Florida 32456 
Tel. No. (850) 229-7235 
Fax. No. (850) 229-8689 



Steven Brown 
lntermedla CommunlcaUons, Inc. 
3625 Queen Palm Drive 
Tampa, Florida 33619-1309 
Tel. No. (813) 829-0011 
Fax. No. (813) 821).4923 

Harriet Eudy 
ALL TEL Florida, Inc. 
206 \Nhlte Avenue 
Live Oak, Florida 32060 
Tel. No. (904) 364-2517 
Fax. No. (904) 364-2474 

Lynna G. B...wer 
Northeast Florida Telephone Co. 
130 North 4th Street 
Macclenny, Florida 32063 
TeL No. (904) 259-0639 
Fax. No. (904) 259-n22 

Jamaa C. Falvey, Eaqul re 
e.spiren• Comm. Inc. 
133 National Business Pkwy. 
Suite 200 
Annapolic Junction, MD 20701 
Tel. No. (301) 361-4298 
Fax. No. (301) 361-42n 

Lynn B. Hall 
Vista-United Telecomm. 
3100 Bonnet Cree.k Road 
Lake Buena Vista, FL 32830 
Tel. No. (407) 827-2210 
Fax. No, (407) 827-2424 

William Cox 
Staff Counsel 
Florida Public Svc. Comm. 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399.·0850 
Tel. No. (850) 413-6204 
Fax. No. (850) 413-a250 

3 

Suzanna F. Summerlin, Eaq. 
1311-B Paul Russell Road 
Suite 201 
Tallahassee,FL 32301 
Tel. No. (8501 656·2288 
Fax. No. (8501 656·5689 
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DIRECT TESTIMONY OF 

DR. RANDALL S. BILLlNGSLEV 

ON BEHALF OF BELl.SOtrrH TELECOMMUNICATIONS INC. 

AND SPRINT ·FLORIDA rNC. 

BEFORETKE 

FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 9806,. TP 

AUGUST 3, 1998 

I. INTRODUCTION 

Please sate your naome, occupation, and business !lddress. 

My name is R.anda.ll S. Billingsley. I am a flnaoce professor at Virginia Polytechnic 

lnsllMc and SlAte University. I also ACt as a financial COilS\IIIIlnl in the areas of cost 

of capiw analysis, financial security analysis. and valuation. More details on my 

qualifications may be foWid in Billingsley Exhibit No. RSB·I7. My business 

Mcltess is: Deputmc:nt of FinllliCe, Pamplin Collcae of Busine.ss, Virg.inia 

PolyteChnic Institute and Slltc Univenity. Blacltsb11111. Virginia 24061-0221. 

1bis statement presmta my independent professional opinions and is not presented 

by me u a representative of VIrginia Polytechnic: lnslltutc and Sti!C Univenity. 

Have you prepan:d cx.hlbillto accompany this rt.tuement? 

OOCUMfli l w~nrR-01\T£ 

~AUG-3g: 

r ~ C f.<( n~ •P(PORTIHG 
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A. 

Q. 

A. 

Q . 

A. 

Yes. my suuement IUld 17 exhibiu wac ptep.lml by me or under my direeuon and 

supervision. 

n. PURPOSE OF STATEMENT AND SUMMARY OF CONCLUSIONS 

A. PURPOSE OF ST A TEM.ENT 

What is the purpose of your Nlement In lhls proccedlna? 

My purpose is to provide the Florida Public Service Commission (Commission) with a 

determination of the n:&~Cnableness of the use of an overall cost o( c:aphal or 11.2S% 

in the c:ost stUdies of BeiiSoulb Telec:ommunicationJ Corporation (Bsn IUld Sprint· 

Florida. IIICOt'pOnLCd (Sprint·FL). In 50 doina- I estimate the c:ompanies' forward· 

lookina eoSIS of capital. This provides evidence useful in pc'Cpellna uni venal service 

fund cost JtUdies in the state of Florida. 

8. SUMMARY OF BST AND SPIUNT-FL COST OF CAPITAL 

ANALYSES 

Please describe the approaches that you usc to dctermonc the com of cquocy cupo14l for 

BST and Sprlnt-FL IIOd swnnwizc your conclusions. 

My anal )'Iii uxs ~jectivc mullet data 10 determine com of equity c:ap11&1 for BST 

and Sprint·FL from three distlncl but romple:mcnwy approaches. Since BST 1s a 

5Ubsidiary of Bell South Corpclftlion and S;pnnt·Fl is ultimately a subsidiary nf Sprint 

Corporation. neither compmy baa equi1y tndina in the market. Thus. there is no direct 

II'W1tet evidence 00 the 1W0 fltii\J ' COsta of equily c:ap11&1. II is coosequmtly necessary 

2 
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to infer the COStS of equity for BST and Sprint·FL using av&Jiable mArket cbta. 

2 

3 In the fim approach I apply the DCF model to a group of finns tdentified u 

4 compuwble in risk 10 BST and apply the moclcl10 aocxbct group of fums identified as 

s comparable in risk to Sprint-Fl.. A venae cosu of ~uity capnal are calculated by 

6 applylna the DCF modeiiO each of these two separate groups of comparable firms 1n 

7 order to provide objeetive, nwicct-detennlned cosi.SI of equity capital for BST and 

1 Sprint-FL. In the secoad appOKh. I use the CA.PM 10 estimate the cost of eqwty 

9 capital for the sroup of publldy u.ded fums that ~ compuwble in risk 10 BST and also 

10 for the publlcly lnlded sroup of firms that is comparable in risk to Sprint· Fl. Firtally, I 

11 conduct a risk prcmlwn analysis. 

12 

13 The cost of equity for BST iJ in the ranae of IS 26~. 10 I S.28% UStna tbe comparable 

14 linn aroup DCF model lpp!'OICh. Under lhc SilltlC .appro~~~: h. the 'OSI of equity for 

15 Sprint·FL is in the ranae of l4.88Y. to I s.ow •. The CAPM approach mdicatcs thot 

16 BSrs cost of equity capital is in the ranac of 14.61% to 14.64% and that Sprint·FL's 

17 cost of equity is in the ranae of l4.J2% to 14JS~~- The risk premtum approach 

11 indicates that the cxp«ted rctwn on the ovcnLII equity nwket. as mca.sUR<I by lhc 

t9 S.tP SOO, is currently bctwHn 13.6Wo and 14.86%. Billinasley Exhibit No. RSB-1 

20 explain.~ how my analytical approaches are consistent with wdi·IICCCpled reaulatory 

21 and ocol(lft!U..stazldllrds in cost of capital analysts. From these analyses, I conclude 

:2.2 that the c:urmu cost of equity caplw for BST iJ within the ranae of 14.61% to Is 28% 

:23 and that the CWTCDt cost of equity for Sprint·FL it within the ranae of 14.32% to 

24 15.07%. 

1J 
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Q. 

A. 

Please describe how you evaluate the reasonableness of using an o~rall cost of capital 

of 11 .. 25"• in the cost studies of SST and Sprint·FL and summarize your findings. 

Two indirect tests of the rusonablcnc:s.s of each compeny's use of an 11.2S% overall 

cost of capiiAl are pcrfonned. A direct tal of reasonabiCtJoCSS is aiJo used to evaluate 

this rate. The f1n1 ~ tal use3 eadl compeny's reported book value: capil.ll 

strUCture and embedded cent of debe. SST's reported capiiAl strUCture is S8.SO% cquhy 

and 41 .50% debt IIIII its embedded c:ost of debt is 6.33%. Sprint·FL • s rrponed book 

value capiiAl.J1J'\IICt\lre is 60.89% equity and 39.11% debt and its embedded cost of debe 

is 7.21 %. All omlll c:ost of ~1.11 of 11 .25% using these paramcten tmphcs a cost of 

equity of 14.74% for SST and 13.84% for Sprint·FL. The second tal UJ<.s an eqwty 

ratio for SST of 60%, an associated debt ratio of 40%, and a curm~t fot'Witd·lookina 

cost of debt of 6.65%. The second tal for Sprint·FL usea an equity ratio of S9.S8% 

and a debt ratio of 40.42% but uses Sprint·FL 's current forward·looklng cost of debt of 

7.02%. An ovel'llll cost of capita.! of 11.25% implies a cost of equity of 14.JWo for 

BST and 14. 12~. for Sprin t·FL. These twO !ncl.l=t tests loaically imply costs of equity 

lhllt are loWtt than or wilhl.n my estimated range for BST's cost of equtty captl.ll of 

14 61% 10 IS.28% aod Iowa- lhiD my estimved lillie for Sprint·FL's cost of eqwty of 

l4.J2% 10 IS 07"/o. 

As a direct 1a:1 oWeasoaablcnc:ss, I rely on my cstinwed forward·looklna equtty and 

debt COlla aJoaa wilh the market valuc·t.sed capil.ll stNCtures of each compeny to 

estimate an ovc:nl.l cost of capital for BST in the range of 13.83% 10 14.44% and an 

overall cost of capital for Sprint·FL in the range of 13.J9% 10 14.05%. This indicates 

that the usc of an 11.25% rate in ill cost studies undcnt:ata BST's forwatd·looklna 

4 



o•aall cost of capotal by 2SI to J 19 buts poin!S and Wldttestorn.tes Spnnt·FL·s 

2 forwvd·lookins overall cost of capital by 214 to 280 basis poinlS. "t'll=forc. the usc 

1 of an 11.25% cost of capital in the cost sl\ldocs of BST and Sprint·Flts ru.sonable and 

4 qui1e conservative. 

$ 

6 IU. CURRENT STATUS OF COMPETITION IN THE 

1 TELECOMMUNICATIONS INDUSTRY 

• 
9 Q. What is the turm~t status of competition in the telecommunications mdusuy7 

10 

II A. 

t2 

1) 

t4 

15 

t6 

17 

II 

t9 

20 

21 

12 

23 Q. 

2• 

lS A. 

Competition i.o the telecommunications ondusuy lw inacased dramaocally 111 recent 

years. ~ SOUI'ta of thai ~ compctltion ioc:lude a sratcr thrcal of new 

entrants in the indusuy, a siarufiCillt ineruse on the number and sumath of exinins 

competitors. a greaser threat of substitute telecommunications products and Services, 

more intense rivalry amona cxistilllg compethol'1 in the industry. and enh1111ced 

reauJAlOry risk at both the SlAte and the federal levels. Thus. both ae1UAl and potential 

compctltion bave increased and the bustnes:s nsk of the industry lw consequently 

mc:rcax:d. What inve~ton believe about the future compctltion that the local uchanae 

companies (LECs) will face is eritieal to cost of capit.al analysts. lnvestol'1' 

expec:wions of cocnpctltlon and its ompect on nsk an: rcOCCied in the c.apotal costs 

faced by Spriul-FL md BST. 

Specifically bow bas competition lncrcascd In recent years? 

11te in~erLA T A. inlral.A T A, and local exchanac markets have become much mo"' 

$ 
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c:ompelitive In m:cnt years. Large bustncucs hav~ been llble to bypus !he LEe~· 

2 private line and IICc:CSS services using fibe-r optic nctworlu, microwave 111111Smission 

J and very small apcrtW'C tcnninals (VSA n. The groWih of competitive access provtdcrs 

4 (CAPs) such u Melropolllln Fiber Symms (MFS) and !he Telcpon Commuruauions 

s Group (TCO) has allowed l&rJe business customm in major ctu~s to connect With 

6 long dlsuncc carriers (inla'exchanic carrius or IXCs) without payma access charges 

1 to LECs • 

• 
9 

10 

II 

12 

I) 

14 

IS 

16 

17 

II 

19 

:o 

21 

22 

2J 

24 

2S 

II is clear !hat investors M licvc !hal major CAPs. IXCs. and cable tclcvi.sion (CATV) 

companies are position.ina thenuclves to compete vigorously for customtn tn the local 

cxchanie market. BST and Sprint·FL fKA: heiiJ!Icned potential competition that poseJ 

additional risk to !heir opcntions and the 11 abiliry to recoup cxtenstvc infnasti\ICt\ln: 

investments. Investors sec such compcution comtna from wtred. Wl~lcss, and lntcmet 

soun:ca. ConSidtt the rtprutnl.ltlve recem obKrvadons on compeuuon In Bwintss 

Week ("Zoomina Down The I· Way." Andy Rcinlwdt. Peter Elstrom.!Uld Paul Judge. 

Apnl 7, 1997. pp. 76-87): 

(O)utside the boudrooms of tclecom's siants. lllliOvation ts N«pl/\11 the wtrc:d 

and wi~less world • bubbl!ni up from the bottom. Hundmis of alttm.t~uve 

carriers and nimble swtups uc l~ing heod·flrst into !he newly deregulated 

enviroll1DC1lt (p. 76). 

= 
The lmc:mc1 i.s also giving rite to new proc:lucu !hat could undermine traditional 

pbone servica. lbe one !hal sends shivers down !he spinc:s of telccom execs . 

sof\ware !hal leu you place pbooe calls oYCT tbc nd (p. 77). 

6 
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Q. 

A. 

lbc ln!CmCt is not the only threat to the telcpbonc comparucs. A slew of swrups 

are lindina WIYJ 10 eat into lnldiuonal telephone usoac .. PCs an: becoming 

tclepbonc command ccntm for video confcrcncing o.nd uni11ed mnsagina th:st 

combines c·mall. fax. and volcemall (p. 78). 

lbc provision of wireless services such as pcnonaJ communication symms by CAPs. 

CA 1V opcn10r$. md electric uulitiQ also enban<:a the ability of customers to 

complmly bypass local exclwlae SCTViCQ. Wireless SCTVica an: becoming a viable 

consumer altemativc 10 LEC services. These alternatives will only Increase the 

competitiveness of lhat enviroMlent and thus l'llJgnify the businm risk of LEC 

operations. ThiJ arowing risk is increasina the cos~ of raisina capital for Sprint·FL 

and BST. 

Has the business risk of the telccommunlcolioru industry increased in recent ycCU'S o.nd 

is it expected to continue increasing in the future, Clp«ially due tO the passaae of 11M! 

~tia in Implementing the Tclccommurucatioo.s ACI of 1996? 

Yes. Tht pwaae of the Telecommunicatioru Act l!ld rc:sporua 10 1ts pamgc 

dramatically indicate that bwlincu risk lw been increasing lllld Will 1ncrease even 

more in the future. 'The Act. wtllch was signed in1o law by Prcsidcm Clinton on 

Fdway I , LQ96. -ti&lly allows local, Ions-distance. and cable companies 10 get 

iDio ex. UIOihcr's b.uincsvs While marlcct prcuwa bavc been crodmg thc:K limits 

in RCa~t yean, the various competitors an: now movtng forward rapidly. Howcva. 

open competition brinp a siplificant increase 1n ris.k. 

7 
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A. 

The passage of the Telecommunications Act iJ apparct~tly viewed a.s rulcy by 

inVCSUin, wm~ tele:wi!V!Iunitatloos finru, and by the Feden.l Commwucauon.s 

Commission (FCC). Indeed. !he FCC has observed: 

... [I]ncumbent LEC1 face potential competillon u a ~t of the Act that they 

did 001 f.cc pRviously. This potential competition could Ula'CI.SC the nsk.s 

fac:ina the incumbent LECJ, and thiiS increase their cost of capital. th~ 

mitiplina, 10 aome CXICDI. lbc fac10rs suaaeatina thai incumbent LECs' cost of 

capital has dccrused since I 990 (Notice of Proposed Rule Makina. Third Repon 

and Order, And Notice or lnquily, FCC 96-411. December 24. 1996. p. 101. 

paragr~pb Z28), 

The implic:atioa Is that in•'eflOIS are rcquirina hi &her 111tes of return 10 compensate for 

the higher inveatmctlt risk rcsultina from the new competitive environment fostmd by 

the implementation of the Telccommunic~umons Act. 

How have recent mn'flcn and ac:quislliOII!S chanaccl the narun: of competiuon m the 

telccommunicatioDJ industry? 

Numerous recent mc:racn and acquisitions have stanJiianlly incrused the de~ of 

competitioa amona telecommunications finru and consequently have tncrused lbc 

risk.s faced by industry inveaton. This implies that Investors must increase thetr return 

~ 10 be ldeqw.lely c:ompcnsaled for the lncrc.ucd riskiness of holdina 

telcc=ommunleedocu JtOdls. 

•Consider the followina recently announced key mn'flm and acquisitions in the 

• 



indU31r)': WorldCom I MCI Communications, SBC Communicatioru 1 Southern New 

2 England Telephone (SNET), SBC Communications I Amcril«h, Alllcl I J60" 

l Communications, and AT&T I Tele-CommuniClltions (TCI). ~ pl.anned acquisition 

4 of TCI by AT&T iJ 11 significant recent SOW'Ce of jp'elltcr invesuncnt risk. The 

5 followina comments suppon the enormous perceived signifiCAnce of the deal. as 

6 reponed in Bulacu WHk (wAt Last, Telecom Unbound," P~ Elsuom, Catherine 

7 Amst. and Roger CrocJccn, July 6, 1998, pp. 24-27): 

I ... (Tln 1111 ironic twist. AT&T, the comp1111y tiW lw pctbllps miued the most 

9 opponunities in the oew world of digital communications, h.u come up "'ith the 

10 deal thAt, If it worlc.s, will lllke adv111111111e of aU these trends - and could be lhc: 

11 catalyst for other de4ls 1111d business piiiDS that break the bonleneclc and finally 

12 deliver on the promise of digital convergence. "lllis is thc deal that's going to get 

ll competition going," says former FCC Commissioner Reed Hundt. '1ltis is 

14 exaelly what n•gtdaton mvisioned- consumen having choice." (p. 24). 

IS 

16 The illCIQISin8 risk l.hat telecommuniCAtions investo~ f11ce "'lults not only from the 

17 competitive Implications of pend ina mergers and acquisitions but from the additional 

11 uncertainty associated with thc often lengthy regulatory approval process. For 

19 example, the MCI I WoridCom merger lw been reviewed by European and U.S. 

20 n:auJators for months. !Diked, in July of 1998, the Ewopcan Commission approved the 

21 mc:raer subjCI;j. to the divestiture of MCI 's lntctnct business while thc U.S. Depanm.en.t 

22 of Justice only approved the merger as MCI agreed to sell its l.ntemct be<;kbone 

2.3 facilities and wholesale and mail lll!emet businesses to Cable .t Wireless PLC. The 

24 MCI I WorldCom combination. thouah widely cxpec1ed., still awaltJ flnal approval by 

1$ the federal CommunieatlortJ Commission. Sud! regulatory unc.cnalnty Cl'lbAnca 

9 



inveslll\Cnt risk in the indusuy. 

2 

l Q. Is tbcre any capitalllli/Ut evidence that LEC invcs1011 believe that the AT &t T I TCI 

4 deal has ~ compcrl lion and investment risk In the tclccommwucauons 

s indusuy? 

6 

7 A. Yes. Tbc IMOIIDCCUICnl of the deal was associated with a significant drop in the stock 

1 prices of some key LECs. This ldvme ~action 10 the deal is described in a lq)Ofl by 

9 Bloombcra's bwiDess lnfonnation site on the lnlmlet {hnp:llwww.bloomlxrJ.com). 

to MBaby Bell Shares Fall as AT&T Targets LoW Mllkec.·· June 24. 1998): 

I I 

t2 

ll 

14 

IS 

16 

17 

II 

19 

20 

21 

22 

2l 

Sha= of BeU Atlantic Corp.. BeiiSouth Corp. and other loeal telephone 

companies feU ~ AT&T Corp., the lqest U.S. lona-<lilWI« telepbonc 

com pill)'. l3unthed t.n auault on their market 

The SW!d.vd &t Poor's Tclepbooc Index. "'hich tnl(ks the pcrfonnanc:e of the 

loeal phone company stocks. dropped 23 .60 points. or 3.8 P=CDI. to 599.79. the 

biaaest ooe-ilay decline since Oct. 27 last yc111 ... 

AT&rs move would alvc 11 dim:t access to TCI's 10 million cUS1omers '"the 

U.S. and ~the Baby Bell's stranalehold on the SIOO billion·•·>ear local 

pbooo mar1cet. -nu. basically puts AT.tT on their doorstep.M wd M•icllcll 

WelsbcrJ, an infomwion tec:bnoloa:y consuJW\t who. u an AT.tT employee in 

the early 1980s. bclped putiOgCthcr the company's divestil\lt"e plan. "'There's 

signi1i.eant revenue at ri.sk" f.x lbe Baby Bells. Wdsbcra said. 

10 
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10 

II 

12 

I) 

14 

IS 

The local pbooe companies SWld to lose in 1\lo'O wtys under the ATclT·TCI 

combination. CUS!omers in I'CJions whtrt TCI opmucs cable 5)'sU:ms Will IJa,·e 

the option of usina ATctT for local ealls. which means lost revenue for that 

reaion's Baby Bdl . ... What's more. ATctT now has to pay access clwaes to the 

Baby Bells for usina their netWOrk to complete lona.<fistancc calls. That won't be 

the c:ase for ealls routed throuah the TCI netWOrk. Mit's a cerwnty tlus Will slow 

down the eaminas arowth" of the Baby Bells. said Paul Wriaht. a 

u:lecommllllications enalyst at Loomis. Sayles ct Co .. wtuch owned shares of 

Bdl Atlamie llld lkiiSouth u of the end of Mareh. . .. The (LEC'sJ S10Cks allo 

dropped after Merrill Lynch analyst Daniel Reinaold cus his ratina on Bell 

AtW!tic, SBC and Ameritech. AT ctrs move Mincreases the pen:eptaon that the 

(Baby Bells) will (ICC compctlti ve nslt from local muy on both the business :mel 

consumer sides," Rcinaold wrote in a report. 

16 The fact that LEC share pric:a fell in response to the IWIOunttmtnt of the purchase 

17 of TCI by ATclT is JtrOna, concn:1c capuaJ marlcet evidence that ID\estoi'S believe 

11 that LEC risk bas increalcd sianillCSIItJy. The above Bloombefa rtpOol documenlll 

19 the primary soun:e of conccm to be a SIJNficant loss on bolh local c:all :mel accc:ss 

20 cbar&e rncoucs. Tbc investment commUN•y appumtly views the ckaJ as the ldvent 

21 of sianlfirudy palft compcuuon on the consumer and busoncss KimentJ of the 

22 local tclepbooe mark;et, 

ll 

24 IV. DCF MODEL ESTIMATES OF EQUITY CAPITAL COSTS 

25 FOR BST AND SPRJNT-FL 
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Q. 

A. 

A. FORM OF THE DCF MODEL USED IN THE ANALYSIS 

What form of lbc DCF model do you use to estim&le equity capitAl eosu for BST and 

Sprint·FL7 

I use the eonstantarowth form o( lbc DCF model that wumcs an indefinite or infinite 

hoi dina period. Since lllO$t U.S. fllllU pay divi~ quancrly, I usc the quancrly form 

of the DCF model UDder the realistic IWUIIlpdon that such divi~ arc cbanicd by 

linns once a year, on avcrqc in the middle of the ) car. Specifie&!Jy, the eoSI of cqwl)' 

K l.s <:alculatcd as: 

whtre G is the most recent avmac fivc.yCllf c1umnas per ~ IIJOwth rate proJ~Icd 

by 1111alysts. as reported by either Zacks Investment Rcscan:b Inc. (locks) or by the 

IBES. and P _ is tbc averaae of the three moSI rc<:cnt monlhs (Apnl 10 JW\C 1998) of 

high and low pritcs for 1bc eqwl)'. 0.' and o,• rcO«t the moSI =mt annual and the 

lll!ticlpatcd oext year amount of quancrfy dividends. respectively. o,• ts calcult.~ as: 

o,• • d, ( I + K)" + d, ( I + K )' + d, ( I • K) 11 + d.. 

wbeR d. aDd d, ~ the quancrly wvi~ p&Jd pnor to the assumed yearly cb&nae 

in wvldencb aod d, aod d, are lbc two quancrly dividcncb paid after the !liven ch:lngc 

in the 111'1011111 paid by • fum. Thus. dividend o,• upauc:s the quancrfy p&)1TICI1t of 

wvldalds tbalarow a& r1l&c 0. 

12 



2 

J 

4 

' 
6 

7 

• 
9 

10 

II 

12 

13 

14 

IS 

16 

17 

II 

19 

20 

21 

22 

2J 

2 ... 

2S 

Q. 

A.. 

Q. 

A. 

In order 10 reilect the significant effect of notation cosu on the cost of cqui ry. 1 

direcdy reduce the mazkct price P,. wed in my an&lysil by a co~"-auvc 5 percent. 

Billizl&$1ey Exhibit No. RSB-2 clabofttes on the 114Nn: ANI applicability of the DCF 

model in estlmatina the cost of capital in rqulatory proceedina.s. h also disc~ the 

imponance of ldjustina for both the payment of quanaly cltvidcndJ ~ for Ootauon 

Costs. 

B. SPECIFIC AJ>PLICA TION OF THE DCF MODEL TO ESTIMATE 

EQutTY COSTS FOR BST AND SPRINT·fl. 

Specifically bow do you apply the above OCF model to BST and Spnn1-FL. sancc 

neither company ba.s equity aldma in the nw\ctplacc? 

Because BST Is owned by its pamn holdina company, BciiSouth Corporouon. and 

Sprint-Ft is ultimately owned by aiS purnl boldina company. Spnnt Corpor:auon. 

nc:ithc:r of the companies have equity IJ'IIdina an the rnarite1. h a.s co~ucn1ly 

nc:twary 10 infer the equity coJU of BST and Sprint·fl by npplyin11 thc OCF modtl 

10 each of the two JI'OUPS of flltnS identified u c:ompan.blc in risk to BST lllld S pnnt· 

Fl., tespeetivcl y. 

-
Whlll metbod b wed 10 identify fums of comparable risk 10 BST and firms of 

comparable risk 10 Sprinr-FL? 

I usc a cluster analyJis modeliO identitY firms that arc comparable in nsk 10 uch firm. 

13 
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Q. 

A. 

The model is applied f~m 10 identify finM lhal ~. :IS a group. comparable tn ruk 10 

BST and lhcn it is applied scp&r~~Ciy 10 idenufy lims llw aR ~ornparable m nslt, as a 

group, 10 Sprint-FL. ThUJ. BST and Sprinl·FL may be viewed as rwo distt~K~ <arset" 

flltnS in a co!DJ*Uive risk analysis of a lqe sample of firms. 

Two dimensions of risk ue uaed 10 compare fimu. First. the fll\IUKial risk of fimu Is 

mcasund and wed as a basis of compariton. Second. business or operating risk is 

compared amona firms. ThcK dimensions ~. in effect. averaged in a llW\IlCr that 

aeoerates a compn:hcnsivc risk profile. Thus. firms arc not jusr compared on a 

cbaractcristic·by~ICMic basis. they IIIC eompwcd in light of tboJe cllo$C:II 

characrcristics and the relationship amona those cllar:Ktcristics. 

A swnnwy measure expresses the di.srancc bcrwttn cloth fum and BST and cac:h firm 

Md Sprint-FL. Two groups of lhe 20 firms thAt ArC closest ro eACh wgcr linn. OST or 

Sprint· FL. in tcmu of this swnnwy dls~an« me~ 1\tC chosen for Malysls. A more 

dellilcd discussion oflhis cluster analysis is contained In BillinaJiey Exhibit No. RSB· 

s. 

How do the individual measures of riskiness relate to the comp&rabtlity of the group 

of firms in tbc clusren in tmnJ of oVCRII riskiness? 

It may be tanptina 10 tingle out one company in a dusrCT of comparable fimu and 

Incorrectly compare ill various riak measures individually to thoae of BST or 

individually 10 those of Sprint-FL. Hov.-.:vCT, none of the ind.lvidual companlea 

Identified in the BST ~mparables ponfollo arc precisely like BST in every respect nor 

14 
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17 

II 
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22 
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2j 

are any of the indiVIdual companies identified in the Sprint·FL-comparablcs portfoho 

elUICtly like Sprint·fL in every wny, The limu are iiJIC'mativc invcs1mcn1 oppor1llniucs 

lhat. l.o the agarcgate. have overtlll risk similar to lh.tl of the given 1111ge1 fll111. SST or 

Sprint-FL. 

In sumnwy. none of the individual fum.s in a cluster are preci.scly like the slven 1111ge1 

fum in terms of cad! individual measure of r!Jk. A ciUSitr should be VIewed as a 

ponfolio of firms that. as a llfOIIP· is comparable in risk 10 a given ~&r~~et firm. SST or 

Sprin1-FL. 

C. DCP MODEL COST OF EQUITY ESTIMATES FOR BST AND 

SPRINT-Fl. 

WhAt cost of equity capilal do you estimate for BST using the OCF model? 

Billlnasley Exhlbh N'o. RSS-3 Usu the portfolio of 20 firms lhat are comparable in 

risk 10 BST and rcpons the avenae cost of equtty for the portfoho usmg both IBES 

end ZaekJ arowth rate rorecans. ThE evidence indiC4lcs lhaltbc COst of eqwty for BST 

is In the range of IS.26% 10 I S.28%. 

What cost of ~ty eapilal do you c:slimal.c for Spnnt·FL usin& the OCF model? 

Blllinplcy Exhlbh No. RSB_. lisu the portfolio of 20 fum.s that arc cnmpanble in 

risk 10 Sprint-FL and reportS the avenae cost of equity for the portfolio usina both 

IBES and Zacb arowth ta1t COC'CC&SU. The evickoce indlca~e~ thai the COS! of eqwty 

u 
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II 
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16 
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22 
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24 

l$ 

for Sprint-FL is in the range of 14.88% to 1 S 01%. 

V. CAPITAL ASSET PRJCINC MODEL ESTIMATES OF EQUITY 

CAPITAL COSTS FOR SST AND SPRJNT-FL 

What form of the CA.PM do you usc: to estimate equity capital cost.s for BST and 

Sprint-FL? 

I usc: the common form of the model, whlch calculates the riJJt-adjUSICd ~ of return 

Kas: 

K• R.+ B [R. • RJ, 

where R. is the expected retum on a ruk·f'ree security like a U.S. Treasury bond. B is 

the exp«ted beta or systematic risk of the equity security. and R.. is the expected 

return on a broad index of equity market performance. the S&P SOO. 

How md wberc do you obialn the beta c:odlieicnl dm needed 10 estimate each 

company's ~of equity capital usina the CA.PM? 

Since SST is allllmdicy of BeliSoulh Corporauon lllld Sprint-FL •s a subsidiary of 

Sprint C«poratiOQ, neither company hu ltJ own equity tradina in the market and 

thcmorc neither company ha.s the beta coefficient required by the CA.PM. Thu.t. M 

dJJcusscd above in my DCP aoalyab, It iJ oeeeuary to identify a poup of fliTIIJ that is 

comparable in risk to each Wid fum that cloet have traded equity lllld therefore 
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Q. 

1\. 

rneas\Jnblc beta c:ocfficieniS. CoDSeqi)CntJy, the bda coefficients for the IWO azoups of 

fums URd in my DCF analyses thai are identified in Billinasley Exhibit No. RSB·J for 

BST and Billin&Jley Exhibit RSB-4 for Sprint·Fl are relied on to estimate equity 

capital costs. Specifically, the overage beta of 0.88 for the ponfolio of firms 

companlble in risk 10 BST and the oventge beta or O.SS for the ponfolio of firms 

companlble in risk 10 Sprint·FL an: each used in the CAPM equation p«'SC11tcd abo•'C. 

Tbe beta coefficients used in my CAPM analysn are the most recent prosp«th'C 

measures supplied by BARRA. a wi,dely rec:oaruzed provider of data and dccis!on 

suppon t}'SttmS for institulional investon. Blllinasley Exhibit No. RSB-6 elaboDta 

on the nai\.IR and sianificance of usina prospccth·e ntlher than historical beta 

estimates 

How do you estimate the risk·free nuc of return nc:eded in the CAPM cqunuon? 

In order to be consistent wilh lhe expccuuional emplwis of the CAPt-1. I usc the 

6. 13% aventae expected yield implied by the pnces of the U.S. Trcuwy bond futures : 

contnlets quoted dutinaJUDC of 1991. Tbe pnees of~ eontrKU rente~ the nwltct'~ 

consensus forecast for 20.ycar U.S. Trcaswy bonds, the lonacst marunty With futures 

data available. BUI!npley Exhibit No. RSB· 7 describes the funues contracts U$Cd in 

tbe a.lysis it more detail and sbows the calculations necessazy to derive the implied 

expected fillllre rilk·free nile or return.. 

24 Q. How do you estimaiC tbe expected return on a broad index of cqwty rnorltct 

25 pcrfonnanc:e for usc in the CAPM? 
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A. 

Q . 

A. 

Q. 

A . 

I use expccwlonal data 1D estimate the return of the S&P SOO as my proxy for overn.ll 

equity awtct pcnonnanc:e. Billinplcy Ex.hibit No. RSB-8 elaboratC3 on how the DC F 

model l.s applied 1D C$limatc the expedcd return on the SAP SOO us1ng bot. 'I Zacks and 

IBES iJOwth ra1e (orcQSQ. The expected mum dlltUI& the most 1\Uf\1 month (JWtC 

1998) for which d&la is available is used in the CA.PM analysis. 

What cost of equity QPhtl do you CSiima1r for BST under the CAPM approecb? 

SWillllllizlna lhe results of the above analysis, I usc a risk· free rale of mum of 6.13Y .. 

an averaac beta of 0.88 for fums comparable in risk to BST. and IBES and Zacks 

growth rate estimates that imply an expected mum on the SAP WO of IS 77% lltld 

IS.BO%, respectively. Tbcsc objective. rrwicct.dctmnined. d&la indicate !Nt BSis 

cost of equity capital l.s 14.61% using the IBES ¥JOwlh raJc: and 14.6-1% usulg t1!!c 

Zacks growth rate forecast. 

What cost of equity cap•tal do you c:sumat.c: for Spnnt·Ft undcr the CAPM approach? 

I use the same rislc·frec rate and expected rates of rerum on !he SAP SOO u above lUild 

1111 avc:rqe beta of O.IS for lhc aroup of firms comparable in risk 1D Sprint·Fl These 

usumptioaa yidd.e forwwd·looldna COil of equ1ty cswnatc for Spnnt·Ft of'" n•. 

using the rBES iJOwth ra1e and 14.35% usioa the Zaclcs iJOwlh rate forec.ut. 

VI. MARKET RlSK PREMIUM ANALYSIS or THE COST Or 

EQVTTY CAPITAL 

II 



A. NA TUR£ OF TKE APPROACH 

2 

J Q. What II the nwk.ct risk preml wn approach? 

' A. 

6 

7 

• 
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10 

II 

12 

I) 

14 Q. 

IS 

16 A. 

17 

II 

19 

20 

21 

22 

2J 

H 

:u 

The nwk.ct risk prc:mlum approech quantifies the risk/mum lnldc-ofT da~ an 

deuil In Billinasley Exhlbil No. RSB·I on the economic sWidatds used in cost of 

equity analysis. The equity nwtet risk premium is ddined u the difTcm~CC beiiWccn 

the ~111m oo a broad basket of equity securities (!be "nwtet'") and the mum on a low· 

risk or •riskless· bencbmart security or portfolio. The return on lona·IC1m US 

Treasury bonds and the mum on utility bonds arc common benc:hmarits. 

B. SPECIFIC TYPE OF RISK PRnflUM ANALYSIS USED 

Whal specific fonn of the risk pre-mium approach do you UJC? 

I cumlne lbc relationship belwcen expected rflUmS on lbc SlcP SOO. u csurnued by 

the DCF model usina IBES powth rate forecasts. and the current rnAricct yaclds on 

public utillty bonds from Oc10ber of 1987 10 JW"<C of 1991. Two public uulny bond 

benchmarks are used: I) the yields on Aaa·nllcd bonds. wlllch arc used because !his iJ 

tbc boocll"ltilla oo BST's ckbt. and 2) tbc yadds on A·raled bonds, ,.1ucb are used 

bee!• I*' !his i!tbc bood 111tiDa oo Sprint·FL's ckbc. Additional dcwJ on tbc issues and 

the tec:blliquc:s - ia•ed watb calc:ulatina tbc expected mum on lhc market as 

prcKntcd In Bllllnpley Exhlblt No. RSB·8. 

Billinplcy Ellhiblt No. RSB-9 shows lhal lbc avnqc cxpectcd rut pmruum ~latn e 
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lJ A. 

to Aa.il·rated public utility bonds from 1987 to mid-1998 is 6.74%. The 11verag' yield 

on AII·IIIM public utility over the most m:eot lhree months (April co June of 1998) is 

6.89'/o. Thus, the average risk premium of 6. 74% is added to the recent average A311· 

public utility bond return of 6.89% to yield an expected cost of equity return on the 

S&P SOO of 13.63%. 

Billingsley Exhibit No. RSB-10 sbows thai t.hc avnage expected risk premium relatiw 

to A·rated public utility bonds from 1987 to mid-1998 is 6.57%. The avcraae yield on 

A·rated public: utility ovtt t.hc most recent three months (April to JWJC of 1998) Is 

'7.12%. Thus. the avmae fiJic pt'ell!ium of 6.51% is added to the reemtavmge A· 

public: utility bond n:tum of7.12% to yield an expected cost of cqulty return on tlltc 

S&P SOO of 13.69-/e. 

In sutni1UII)', risk premium analy~ using both Au· o.nd A·mh •blic utility bond 

return refcn:ncc: points indicate t.hDt the expected return un the bfu.ad equity mmct. 115 

measured by the: S&P SOO. is~ 13.63% o.nd 13.6 %. 

C. ADJlJSTMENT FOR POTINTI!AL CHANGES rN THE RISK 

PREMIUM OVER TIME 

l. EVIDENCE Oli' CHANGES IN THE RISK PREMIUM 

Ca.n any c:J:sanaea in the: risk premium be Ddjusted for so u to lnctu5e the eonfidencc in 

ils ~wivc:nc3J? 

Yes. All elaborated on in Billinaslcy Exhibit No. RSB·8. studies of the hlstoricaJ 
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Q. 

A. 

l>chavior or the c:quity risk prcmtum Indicate: that il varies consu.Lcrahl) er tame. 

Importantly,~ is evidence !hat the equaty risk premium is relllted Inversely 10 the 

rerums on low-rlak bcnchmart debt 5CCUritles. Thus. when antc:rest rotu dedi~. the 

equity risk pmnium. tends 10 widal and ,.11m ~ ratc::s rue. the equity nslt 

pmnium tc::ods 10 MrTOW. 

Rdcarcb oo this ~- by professors R. S. HarrU and F.C. Marston. publishal 

in Flaudal Maa.acnMat in 1992. fltld.s that the equity risk prcmtum moves an 

•venae or -.6S I or coatc:mponancous chan&es in the retUrn on a bcnchmarit low-nsk 

5CC\Irity (index). In other words. irinterest ratc::s decline by 100 basis points. the equity 

risk PRmlum will inctule by an avmagc or about 6S basis polnlJ. 

l . SPECIFIC ADJUSTMENT FOR CHANCES IN THE 

EQUITY RJSK PREMIUM OVER TIME 

What specific: adjustment do you make 10 your nsk premium analysts in lil!ht of the 

above evidmec on the anvcrsc relationship bc""un thc nsk prcmaum and the lcvcl or 

interest rates? 

Durina tbe period of Harris and Marston's study. the avenge risk premium was 6.47% 

md d.IWI'I!JIC yidd oalona·tc:rm U.S. TIUSIII')' boocb was 9.14% M noted above. 

lbc eq\llty martel risk premium is expccu>d 10 c~~an&c an avenge or · 6S I of clwlges 111 

the level of lona-cam Treasury bood ylcJds. Oivco that the current avenge yield on 

)().year Trcuury boocb Ia S.69% (June 1991). the appropriate current risk premium is 

9.17%. This is c:a1culalcd by multiplyina lbc 4.1S% decline in ratc::s since tbc ume 

ll 
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period of Harris and r-.1an1on. s study by ·.6S I Olnd lidding back !he avena~ ru.k 

pmniwn of 6.47% 10 lhc indltllled ttulllgc of 2.70'1. This !lllemative ap~h 

consequcn11y provides an expcc1ed n:rum on !he S&:P SOO of 14.86%. wtuch is lhc 

curn:nl avuqe l.nd of 30-y- Treasury yields of S.69% lidded 10 !he ldju.sled risk 

premium of9.17%. 

Wha1 is your conclusion whh n:prd lo lhc: equity caplw costs of BST and Sprint·fl? 

~ on my COSI of equity analyses, I believe lha1 SST's COSI of equity is in lhc range 

of 14.61% to 15.28% llld Sprini·Ft.'s QO'st of equity it in 1M l'lllgc of 14.32% and 

IS.07%. 

VII. DEBT CAPITAL COSTS OF 8ST AND SPRJNT-FL 

How do you determine lhc curn:m debt capit.al cosiS faced by BST and Sprim-Fl? 

t7 A . Tile cosiS of debt capiw are estimated usina C'IUTml forwatd-loolting mark~! dal4. 

II 

19 Q. How can a company's forward-looking c,ost of d~b1 be ~mpiric:ally estimated? 

20 

21 A. A firm's (~cost of debt can be c:st•mAted by adding !he eutml1 yield to 

22 marurity oa 30-y- U.S. Treasury boods 10 lhc: avm.ac spread (diffcn:ncc) ~ 

2J the yields oo such boods llld lhe yields on benchmark bonds issued by timu similAr in 

14 risk 10 lhe wtct finn. AI dltallled above in my brollckr risk premium analyx~ 1"''0 

15 bc:nehmarb are used 10 eapt~n lhe di.ffcrc111 d~bt m.arUt circumstancn fiiCCd by BST 
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A. 

and Sprint-Fl.. Thus. lbc yields on Au·rated bonds arc used as one benchnwic becall54' 

this is tbt bond retina 011 BST's debt m.nd 1M yields on A-med bonds m used as 

another benchmark because this is the bond rating on Sprint·FL 's debt. 

For the period from April 1D June of 1998, 30-year U.S. Treasury bonds yielded an 

avcnae of S.83%. As sbown in Billinpley Exhibit RSB-11. the spread bctlo-ccn Aaa· 

rated public: utility bonds and 30-year Treasury bonds avcnaed 0.80% from October of 

1987 thlouah June of 1998. Adding the averqe spread of 0.80¥· to the above ~t 

average Treasury bond yield to maturity or 5.83% produces a yield of 6.63%. which 

docs not renect the ID&Ierlal effccl of flotation costs. 

As shown in Billingsley Exhibit RSB-12, the spread between A-rated public: utility 

bonds and 30-year Treasury bonds averaged 1. 1 S% from October of 1987 through June 

of 1998. Adding the average spread of 1.1 S% to the above-noted recent average 

Treasury bond yield to maturity of 5.83% produces n yield of 6.98~ •. which does not 

reOec:tlhe material effect of flotation costs. 

What are your estimat.es o( lhc (orward-looking cosu of debi for BST Wid SpMt-FL 1 

Based on my analyses, I believe that BST's forwurd·look.ing cost of debt Is 6.65% and 

that Sprint-FUs forward-looking cost of debt is 7.0<W •. 

V1D. REASONABL£NESS OF USINC AN 11.25% COST OF CAPITAL 

lN THE COST STUDIES OF SST AND SPRIJ'IoT-n.. 

2l 
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Q. 

A.. 

Q 

A. 

How do you test the reasonableness of Ujing an ovel'lll cost of capatal of 11.25% an the 

~SI Sl1ldla of 6ST ll!d Sprint·Fl? 

1 conduct indl=t tests Ujing r.r.-o difT=nt sets of IWwnptions: one Ujina the reponed 

book value capital SlrUCIUreS and embedded costs of debt. l1lld the other Ujing the 

upital suueture md the forwvd·lookin& costJ of «kbl for BST md Sprint·FL ~ in 

1hdr cost studies. lo .&filion 10 1hcx indirect uscssmmts of !be rea.sonab1eness of 

each finn's ux of an 11.25% overall cost of capital, I directly estamate each firm's 

ovcrall cost of capital us ina the results of my above analyses md the marke1 value of 

equity·bued capital ~IWCS for ~h of 1M f!!lM. The comparison of my estimated 

overall costs of capital for BST and Sprint·Fl with the 11.25% rate ~ in the 

comp&nies' MpCCtive cost sllldiu sheds light on the rca:sonableness of that assumed 

rate. 

Please describe the fi11t test of the reasonableness or c&eh firm"s ~ of an 11.25Yo 

o' erall cost of capital. 

Atshown in Billinao'cy Exhibit RSB-IJ, uofM~h )I. 1998, BST"s reponed book 

value capital~ was SI.SO% equity md 41.SO"-' debt and its embedded cost of 

debt was 6.33,... .. All ovenll cost of capital of 11.25% implies 1 cost of equiry of 

14.74%. AuboW?-in BiUinpley Exhibit RSB-14, as of Match 31, 1998, Sprint·Fl's 

reporud boot value capital IU\ICtwe was 60 89Yo equity and 39.11 'Yo «kbt and Its 

embc<'A·d cost or lkbt was 7.21%. All overall eost or capital of 11.2S% implies 1 COst 

of equity or 13.8-4%. 

24 
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24 

25 Q. 

Please dcsc:ribe the S«ond test of the reasonableness of using an 11 .25"• overtlll cost 

of capilal in lhe a>st studies of BST and Sprint-FL. 

Asswnina the capiLli suuci\U'e lhat i.s used in lbe cost srudjes of both nnns and the 

cum:ot forwanl·looklna costs of debt for each firm (6.65% for BST and 7.02% for 

Sprillt·FL), an 11.25% overall cost of capiLli implies a cOSt of equiry of 14.32% for 

BST and 14.12%for Sprint· fl. 

How do you estimate SST's and Sprint·FL's overall cost of capital? 

I usc my estimated costs of cquiry and debt along with lhe average marltet ,·~uc-ba.sed 

capiLli SU\ICtures for each of lhe two groups of 20 finns shown to be comp411:1ble m 

riJk to BST and Sprint-FL. The anallysls uses • cost of debt of 6.65¥- and a cost of 

equity of from 14.61,t to 15.28% for BST. AJ shown in Billingsley Exhibit RSB·IS. 

the averogc market value-baaed capital struci\U'e is 90.24% cquiry and 9. 76% debt. 

These data indicate lha1 BST' s overall forward-looking cost of capital as 111 the range of 

13.83% to 14.44Yo. 

The analysb of Sprint·FL uses a eos1 of debt of 7.0CW. and a cost of cquiry of from 

14.32% 10 15.07%. As shown in Billingsley Exhlbit RSB-16. the averoae marlcet 

valuo-bu'lt ~ital SU\IC!Ure is 87.H•~ cquiry and 12.69% debt. These data indicate 

lhat Sprint·FL's overall forward-lookmg cost of c1pil.ll is in the range of 13.39% to 

14.05%. 

What cooclu.sioos do you draw concerning lhe reasonablmcs.s of using an I 1.25% 

2S 
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Q. 

A. 

ovmill coSI of capilal in the COSI stlldics of BST and Spnnt·FL? 

Based on the above tests. the usc of an ll.lWe ovnw.ll COSI of up11al by SST is 

reasonable and quite coasc:rvalive. Specifically, the rwo inditcct tests mdiutc thai an 

oven!! COSI of Clpilal ofll.25% implica a COSl of equity bcrvoeen 14.32% and 14.74%. 

1bcse implied rues are below or within my cstimalccl ranae for SST's cost of equity oil' 

bctwccn 14.6 We and IS.28%. My overall cost of capilal csri!Nic for SST is in lhc 

ranae of 13 83% and 14.44%. wllic.b b bcrvooem 158 and 319 bait points above lhc 

11.15% nm tUCd in the company's cost studlcs. 

Similarly, the usc of an 11.2S% ovntll cost of upllal by Sprint·FL ls rcaso.uble and 

quite conservative. The rwo Indirect tests indicate thai an ovcn.ll coSI of upilal of 

11.25% Implies a cost of equity between 13.84% and 14.12%. Tbcsc implied rates are 

below my estlma1ed ranae for Sprint·FL's cost of equity of bcr,..ccn 14 32~. IUid 

I S.O?'!Ie. My overall COSI of capitAl estimate for Sprint·FL is in lhc ranae of 13 39Ye 

Wld I4.0S%. which is bcrvo-ecn 214 and 2 80 basil pomLS above the talc used m the 

finn· s cost $1\ldies. 

Are you aware that the Commission bas oot previously recoanizcci the need to adjUS1 

cost of equity ntjmarn for Oowion ~or the quancri) payment of dividends? 

Yes. I am- of thb. I have CSii!Nicd the cos11 of eqwty for SST and Sprint·FL 

with ldjustmcniJ for both Oowlon costa and the quancrly payment of dividends 

beamsc I believe thai lhcsc fKIOra affect equity costs. The cc:ooornic rarloaa.lcs for 

thc:ac ldjUSIIIICDU are e.l.aboraled in Billinp lcy Exhibit RSB-2. 
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Q. 

A. 

Q. 

A. 

Wbal arc your rcvUcd cstinwa of !he cqu~ty gpiul cosu for BST and Spnnt·FL 

assumin& annual dividend payments and no nowion costs? 

An annual DCF l:llCICkllbat ianora Oowion com produces a cost of equicy for BST of 

15.19% ~Ina IBES ,i~Qwth !ale fom:&r~s and IS. IS'% ~ina Zacks growth fo~IUIS. 

The same revised DCF model produce• a cost of equi!)' for Sprint·FL of 14.79% ~ina 

IBES poWih laiC forecasu and 14.99% ~ina Zaclu arowth fo~U~Sts. The revised 

CAPM approecb indicates !hat BSrs cost of equity b in lhc ""''C of 14.63% to 

14.66t6 md that Sprint• FL • s cost of equity is in !be l'lll(e of 14J4% and 14.37%. 

Thus. UDder lhc assumption of annual compoW\dina and no Oowion costs lhc rev~scd 

estimate of SST's cost of equity b within lhc ranac o f 14 63% to I S.l9% and Spnnt· 

FL's cost ofequicy is. within lhc ranae of 14 34% and 14.99" .. 

Do you believe that it would be rus.onable for BST and Sprint·FL to us.e an overall 

cost of capital of 11.25% In lhclr cost 1tudics •f flOtAtion costs and qWit1crly 

compounding adjusunents - omined ftom your e:stimatcs? 

Yes. The revised COR of equity capital estimate~ for BST are in lhc ranac of 1 4.63~~ co 

15.19% and- in the ranac of 14.34% and 14.99% for Sprint·FL. The same twO 

indirec:l t.esU jlf reuooablencu us.cd above imply c:oru or cqul!)' that - below or 

withill 1M r11q0 of lbnc ~sed cost of cqui!)' estimal= for bolh flmu. Funher, 

c&lculatl.on of the oven.ll costa of capital for each fum in lhc same lllAMCr u deacnbcd 

above but ~ina lbc above revised cost of cqulcy ranaa yields a ranac from 13.8SYo to 

14.36% for SST and producaa ranac from 13.41% to 13.98% for Sprint·FL. Thus. 



the use of au 11.25% cost of capital by BST or Sprini·Fl in their cost studies is quate 

2 corucrvativc ~= in lhc absncc of lldjus'Ull(O~ for Oollllion ~~~ ll!l(llhc qWltterly 

J payment of dlvidenda. 
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s Q. Docs Ibis conclude your diRct u:stimony? 
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1 A. Yes, it docs • 
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REGULATORY AND ECONOMIC STANDARDS USED IN 
COST OF CAPITAL ANAL VSIS 

Two important Stlpl'mlC Cowt decuioru. commonly refemd 10 as Blueneld and Hope. 
provide the csvntial Sl.lllCWdJ IIIII are applied in the rq:Wation of a public utility's 

allowed l"lk of ret11m.. The fint standard u IIIII a public utility should be allowed 

eaminas opportunities 5\lfficienl to enable i1 10 arnct capital on rcasonabl• terms. The 

second standard is IIIII 1 public utility should be allov.'a! the opportunity of wnlng at a 

level comparable 10 olbcr fum.s of co~Oiiing risk. 

The Blutntld C&5C mablishocJ \he regulatory standard that a public utility's allov.'a! rate 

of ren.tm should be 5\lfficient to permit it 10 annw:t lhe capital IIIII h needs to meet its 
responsibilities. l.n order to mai.ntai.n the ability 10 atli'KI capital. a public uulity must 

II.5SUI'e that its li.naodal iotqrity u not compromiKd. 

The Hope cue CSillblishn the standard that~ public uttlhy"s allowed lUte of return wtll 

not be appropriate unless it Is comp;1111ble 10 the retwns on lnvc:sunents of comp;1111blc 

risk. l.n terms of the cu.m:nt proceeding, this su.ndald requires that the wget firm's 

discount rate used in unlvenal service fund cost studiC5 be commensurotc wilh the 
expected lUte of return associated with the nsk faced by 111.-eston tn firms of comparable 

risk. 

II . Ecooomlc SIJodardJ 

A. Overview 

Several fuodrmental economic standards ue used 10 detumioe the cost of equity 

capttal. 'l't-e II&Dduds are implied by the concq>ts of opponunity cost. the 

risklrcan lrlll«lfl. md. matkct efficiency. If the process used 10 csu.bhsh lhc cost of 

equity Ia i.oconsislcnt with those ll&ndatds. lhcn the resulting C5timate wtU be bt~ 

Such a cost of equity would not treal ratepayen f111rly aDd could datnaa• the ability of 
the regulated firm to ...J10 ~. This could compromise lhc firm's capechy to 
cominue providing appropnate telecommunications services. 
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Investors have the opportwlity to put their money to worlc in a vari<ty of ditf=nt 

investments. The ckcilion to put moocy in one in•eRJ&~a~t implios thAt 1.110ther 

investment opponw\iry mmt b< aivcn up. lbu.s. the opponunlry cost of mi!.lona QSl 

lnvestment is lhe oppo!t\IJ\ity (expected~) foreaone on the nat best alternative. 

The opportunity afforded by lUI investment mU.Jt b< measured in liaht of the tim• 

value of money. TbiJ adcnowlcdaos that the value of a dollar to b< received in a ye.v 

is not worth a dollar today. TbiJ is bcc•usc invcston hnc the opportunity to inv~: 

less than a dollar today at 30me positive cxp<eted ~ in order to lleneT'IIte a dollar a 

year from today. Money has a time value thAt reflects the b<ncfits of an investor's 

other competina invcsunctJt alternatives. 

The cost of equiry capitall is an oppoi1W\iry cost from the equiry inv<stor's viewpomt. 

When an in•-cstor QOnsidcrs inv<stina money &n a sto<k. care is Ilk~ to cvlliUAle the 

c:xpoctcd ~on the oc:xt bc:!t o.lttmative tnvesunent lhat mu.st b< foreaon~ &f th4t 

stock is bouahL Arl invotor has a waet required nuc or return ti.at is influenced by 

that opportuniry cost. If an investor do<S not expoct a stock to m«t the wsct or 

minimally acceptable return. lbcn that inv<stor will not purc:haJc the stack In ord<r 

to meet investors' rerum cxpocuuions. the finn mU.Jt reinv<st the funds supplied by 

those investors It lUI cxp<etcd rue of rerum no less than that expected by inv<stors. 

The standard thAt cmcraes for cost of equ&ty apitlll analysis 11 that any estimate 

should consider the opponunlty costs faced by equiry investors. The QOSt of equity 

capital cannot b< de1cnnl.acd 1t1 i30lation. It mU.Jt reOC'Ct eqwty investors' other 

invostrncnt altematives. In the case of a rcauJatcd public utility, the company's 

autborizecl file of rtrum must m«t inVCJl011' retwn requircmcnta, u reflected in the 

QOst or equil)' C!.fitll. or investors Will not supply the rum With thcu cap&tll. This 

would effectively deny the utili!)' ..:eess to the capllal 1&n&rit~t on reasonable terms. 

Thus. the ltUidltdJ establl.shcd by Hope and BlucOdd would b< violated. 

C. RJ1k/Ret11n Trade-Off 

The risk/rcnuu tnlde-off iJ I description Of how IJlVCSIOI'S b<havc IIIVCD What theY like 

and what they dislib about lavcstmcnts. lnvestors amcraJiy pttfer luahcr 10 lo .. ~r 

returns and prefer 1011 to more risk. lnvcston will not t.akc on addil1onal nak unless 
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they expect to earn hi &her n:rums. This is bcc:awc investors must lr.ldc-oiT wtw they 

like (hiaher expcciCd n:Nml) aaalnst wtw they dish.ke Chiaher nsks) in mlklng 

invCJimcnt decisions. In everyday tenns. inveslon CAnnOt get mon: of whit they like 

unless they are willint~to take on mon: of what they dislike. 

In competitive capitalnwkeu. the rUkfn:lUm tnldc-oiT will acncnlly pn:va.i. If an 
investment's expcciCd n:l1lm is not commensurate With its risk. investors will look 

clsc:whm: for invcsrment opponunitics. ln•"CSlors sc:ckina to mcasun: opportunity 

costs mUll develop JOIIIC m~on for )ud&ina what makes lnvcstmcnll comparable JO 

that they can ldmlify the "next best alternative fon:aonc," as discussed above. The 

primary criterion is risk. lnvcston will evaluate lnvcstititllts of com!)411ble risk IUid 
seek the lnves1ment yielding the hiilJest expeclctl n:tum for • alvcn level of risk. 
Thus, opportunity costs can only be m~ ~«W.~Ciy when the nskincss of 

competina investments is liken into consldcrallon. 

The standard for cost of captULI analysis implied by the nslcln:lUITI uadc-oiT IS that a 
linn must meet the n:lUm n:qwn:mcnu that equity holders Impose alkr ha•~ng 

evalualctl other invcsunents of companble risk. If m finn docs not meet anvcston· 
ri.sk·ad)ustcd expoctcd rcrum.s, investors will move their money to alt.-mauve 

investments of similar risk that otTer ex-pected higher returns. Tbis sWldard asscru 

that a rqula!Cd f11111 should have t.hc opportwury 10 cam a return that 11 

COIJUDCnsurat.c with its risk and. by implication. cor.:;>arable 10 the upoctcd n:rum.s of 

other firms of comparable risk. 

O. lmpllca tlo.u of0ppor1Wllty Costs aad tbt RUk/Rt tunl Trade-Otr 

The joint presence of opportunity cosu and the risk/return ua.:!:-oiT implies the 
sWldatd that lnvestmcn~~ of comparabfe mk an: cxpoctcd 10 acncntc compar11blc 

n:turiiJ. If !bey do DOt. Investors will purc:b.uc the stocks of fll111S yacldina higher 

expected mumwud will sell tbc stocks or firtriS yteldina lower expected n:rum.s ~mtil 

tbc rdllnlS reflecud by the prica are the same Tlus standard is tbc result of many 
invalorl mcasurina their opportunity costs by compenna IIIVatmcnts v.1th f'ull 

lcnowtcdae that re!CW~~t lltematlvcs arc defined taracly on the buls of comparable 

riskiness. 

TbiJ sWldatd Implies thai aroupe of firmJ compe.rablc in rule 10 a W"&ct finn should 
have avcrqc cosu of equity e&pltal thai an: comparable to that W"&ct frnn' s cost of 



BcliSouth TeleconLtlluruCAilons 
.t Sprull·Fiorida 

Docket No. 980696-TP 
Bollinaslcy Exhibit No. RSB·I 
Rcaulatory and Economoc Standatds Used 

in Cost of Capital Arullysls 
Page 4 of 4 

equity capital. This Is the basis for the c:onunon pracuce of applyina the discounted 

cash now (OCF) model to a ifOUP of compuable fums. 

In its most ameral form. an efficient market Is ooe In which all information lha: i.s 
relevaru to security price (exp«1Cd mum) formation is reflCCICd quiekly in prices 

(expcc1ed mums). Market efficieocy is DOt an all or nothina proposition. but rather is 

a matt.cT of dqrce. Financial research ftnd.t evidence of a hiab dear« of effie1cncy in 
contemporary U.S. flllolllCial markets. Thus, security prices~ on averaac unbiased. 

objective estimates of whAt the investment community expect~ to happen to a 

security. Indeed. prices reflect the market's assessment ofwhala security is cxpcc1ed 

to yield aivcn h.t riWn.cu relative to compuablc investments. The implication of a 

hiab de1fCC of market cfficlcncy for cost of equity capo tal analysis IS that the equity 

prices for fums of compuable rUle are re.liable sowus of objcctm: anformatJon about 

capital coru. 
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DCF AND CAPM DATA FOR &I COMPARABLE FlRM PORTFOLIO 

DCFR£SULTS 

PortfoUo ofComp.,.able Flnou mES ZACKS BARRA Bda Codllclftlca 

Alll.tl 1).$2% 13.13% 0.76 

Anbcusc:r Busch 12.66% 11.17% 0 61 

Bec1on Dickinson 14.81% 15.04% 0 88 

Campbell Soup 14.75% 14.99"h 0.77 

Chevron 11.18% 11.97% 0.57 

Clorox 14.62% 1·'-51% 0.8) 

CoaCola 17.29". 18.22% I 01 

OuPonl &. Co. 12.99% 13.36% I. ().I 

Fronlicr 17.25% 16.J7% 0.73 

Hershey Foods 12.88% 13.05% 082 

Ke.11ou 12.88% 12.86¥. 073 

Kimberly Claric 14.69% 14.88% 086 

Eli l illy 17.64% 17.70"/o 097 

Me DonAlds 14.31% 12.98% 0.99 

Mowrola 18.99% 19.42% I 27 
Pf!ZI:I' 19.00% 20.01% 113 

Proclor & Gamble 14.62% 1 ·1.35'~ 0.96 

TelO;IIoCO 12.92% 13.40% 0.47 

Wal·MIII1 SIOn:s 14.69% 14.06% 1.17 

Warner-lambcn 23.56% 2J.82¥o 100 

AVERAGE 15-U% 15.16% 0.88 
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DCF AND CAPM DATA FOR SP!R.INT·FL COMPARABLE FL'lM 

PORTFOLIO 

DCFR£SULTS 

PortfoUo of Compantble Flnu ~ ZACKS BARRA lkta Ca.tllclcota 

Alhcl 13.8'2% 13.13,. 0.76 

AnMisc:r Busch 12.66"· 11.17"/o 0.68 

A von Producu 17.4S% 1771% 0 91 

Bccton Dickinson 14.81% 15.04% 0 88 

Carnival Corporation 17.S4% 17.84% 0.99 

Ccnnuy T clepbooe Enterprisa 14.36% IS.I7% 0 79 

Cincinn3ti Bell 19.23% 19 16,. 0.91 

Clorox 14.62% I4.SI% 0.83 

Walt mmcy Comp!ltly 18.S9% 18.6l"e 1.13 

DuPont &! Co. 12.99% 1336% 1.04 

Frontier 17.2Wo 16.37"/o 0.73 

HmhcyfoodJ 12.88% 13.0Wo 0.82 

l.cggcn &! Plan IS.S9% 16.79% 087 

PepsiCo 17.70% 16.42% 0.92 

Phillips PCU"Oiewn 12.8Wo 12.81% 0.6S 

PPG Industries 12.S2% 12 95% 0 89 

Rohm&! H11111 11.77% 11.88% 0.89 

Southwest Airlines 12.99% 12.81% 1.06 

Sprinl Corpoatioo 15.04% 1916% 0 8S 

Texaco 12.9'2% I J.40'Yo 0 47 

AVERACE 14.81% 15.07°/o 0.8$ 
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COMPARABLE FIRM IDENTIFICATION CRITERIA AND 

METHODOLOGY 

1. Jotrodutdoo 

Since BeiiSouth Telecommunia~tions (BSn docs not have equity trldina independently of 

BdlSouth CoiJ)Oration and Sprint-Florida Incorporated (Sprint·FL) docs not have eqwty 

trading independently of Sprint Corporatioo. no direct market prices of equity can be used to 

infer the companies' costs of equity. Thus, it i.s ncccssuy to identify poruolios of firms that arc 

comparoble in equity investment risk to eteb of the taract firms. The discounted cash, now 

(DCF) model tS applied to eacb of the portfolio's members and an avcraae coSI of equtty 

~iiAI is determined for the BST -comp&r~ble:s 8JOUP IIIII then for the Sprint·FL-companblcs 

group. Given thllt each ponfolio of firms is of comparable risk to iu target fum, BST or Spnnt· 

FL each of these avcraae cosu of equity is an objective, rcasona.ble estimate of each t.vact 

fum's cOSt of equity. The next sccttoo identifies the sources of tn•~t ruk and the 

specific proxies used to identify companable firms. 

II. RJsk Crltt,rb 

lllc following so= of investment risk arc meo.sumlllnd used to identify a 1110up of 11rms 

thlltls comparable in risk to each of the t.vgct firms under a.n&JysiJ: 

A. Financial Risk 

I. Relative Amount of Debt 

Finmcial risk is dependent, in pan. on the amount o( total debt employed by o firm 

~!Give to itAqulty base. Other things being equal, higher debt per dollar of eqwty 

implica hi&ber rislt. This ~ o( risk is measured by a ft.rm'J equlty·to-toiAI capitAl 

ratio. The IIIOSl m:an annual value ( L 996) of thiJ ratio is used. 

2. Ability to Service Debt 

A pan !'rom the above dcsc:riptivc mc:aswc of a ft.rm'J relative lndcbtcdncu, 11 is imponant 

to evaiU41C the ability of a firm to ICfVicc its totAl debe. This It assessed by examining the 

1m0unt of inla'CII (I) !hal a firm owes relative to the I'CSOUI'CCS (net cash Oow (NCF), or 

net income plus non-c.ub cxpcnsct plus inla'CII upcnJC) 11 has available to meet that 
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commitment This is measwed by the eash now·b&scd Interest eovenaae rouo. NCF/1. 
Other things bcin& cqu.al. an ~ruse in lh.is ratio reflects arcater ability to ICfVIce debt and 
consequently implies lower risklncsJ. The most recent annual value ( 1996) of th1s variable 
is used. 

l . Bond !Wina 

Bond l'llillgs rftlect a l'ltiDa qmey's evalu.atJoa of !he rdalive probabthty of default 0111 

fum's given debe security. Ratings~ readily accessible to investon and ~ commonly 
used to apprnise the rUle of a firm. Bond ralinas are usianed numencal (i.e .. dummy 
vanable) val~ for the purposes of the pmmt analysis. 

B. Business Risk 

I. VAriability of Cash Flows 

The vAriability of a fmn's e&Jh nows chAracterize the ri.slr.iness of a fum's chosen linoe of 
business. Cash flows represent a firm's command over aood.s and serv1ces. The mk 
1mplicauons of a aiven level of cuh flows arc CJUiesl to antcrpret when reloted to an 
economically meanina.tw buc sueh as tol4lassets. This source of risk 11 mea.sured by the 
sWldard devWion of lhc ratio of a firm's operating e&Jh flows-to-total averaae aueu. 
Hiabcf val~ of the measure~ auociated w11h &realer rUk. The vanable IS calcu.ltted 
usma the most recent five yean of annual data (1992·1996). 

2. Opcratina IWum on Assets 

The opc:raliapctum on useu, u me&!UI'ed by the ratio of a firm's operating eash fiow·to­
total averqe uxu, rellecu the business nsk usociatod wath aencnuna income an a a 1ven 
line or business. Opa:ating e&Jh now is used because it does not include the risk effects 
captun:d in measures that include financing and investing chokes. This vDriabl e lJ 
calculated usin& the most recent annual data ( 1996). 

nt. MdllodoJoty UMd Ia tbe Companblc Flnu ldtDdfleadoD PI'Oftt:J 

A portfolio of comparable flmu is idenufled usana a modjfied cluster analysu model. Clus1cal 
cluster analysis tec:bniqlles ~op 1111\nl poupings of objecu baed on the rclauoculups among a 
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given set of descriptive vvia!IICll. The goal is to delennine h.ow the object should be a.ssiancd to 

groups JO that tbere will be as much similarity within aroups and as much difT=oc:c among groups 

as possible. No predelcrtnilled ref=oc:c objcc:1 is offered to orpnize the aroupina elTon. The 

modified cluster aoalysis UJed in Ibis aoalysis difl'm from the classical techniques by identify ina a 
wget objeet (finD) dwxlenz.ed by scva.J descriptive (fliWICiiJ) IDCIISW'Cll. The goal o( thJs 

llpplication is 10 find a aroup of firms that is as similar as possible 10 the WJel firm in tmn. of the 

identified measures of investmeot risk. Unlike classical ciUJier analysis, the aoal of maximizina the 

differenees IUMD8 Kft)ups is irrelevant sinee lllt dlulmilar groups lire dlswdetl. Specifically, In 
this c:ontelCI, only those ftrms il.bat are identified as comparable to the given tArget finn are retained 

for use in infc:rrlna its cost of equity capital. 

As in classical ciUSia models, similarity is cklermined by mca.surina the Euclidian diJ'WICc: 
bctwecn the descriptive variables in a manner that considm the multivariate l\lll\lre of the problem. 

The c!iSWlCC 0, of c:acb firm i in the J&mple from the waet firm T. asswnina the fi,e descnpti'e 
variables V 0 discussed above. is calculated as: 

o. • Jr.:., (V. . v () / I 
The disu.ncc measure uses the squared differencn of a 11iven fum's dacriptive variable from that 

of the wgct firm T in order 10 measure diSWICC irnspec:tJ•-e of "''hether it IS above (postu"e) or 

below (negative) the respective value for tbe target llrm. The portfolio of llrms considered to be 
similar to the wgc:t, BST or Sprint-Fl. is identified by balancing the aoals of minlmil.ina !he 

distance D, of a firm from the waet with the desire to have a sample of sufficient size to assure 

confidence in its reprcsenwivcoeu. 

-- IV. I.uua lA ApptyiAI Cluster AJWylla 

Only firms avallablc oo the COMPUST AT data JOW'Cc alJO baYing an IBES and Zacks consensus 

growth me forecast baed oo 11 lwt two analysu' c:stinuuc:s are n:talned for analysis. Fon:ian. 
flllallCial, 111\d limited partnenhip fll'llll are climinattd. Outlim are identified on a van11ble-by· 

variable basil. Those firms with variable values ereater than two swxl&rd deviations above or 
below the mean value of the popul&tioa (or c:acb variable arc deleted. All outlim are ehrrunated 

bcfon: Sl&lldatdizina the variables 10 prevent biasina the mems mel rwxlatd deVIations. The ftnal 

population consl.su of 3 so firma. 
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Since the proxies of investment risk discussed above an: denominated 111 d1ffn-ent uruts of 

measumnau. they consequently need to be ~ctaodanlizcd. A l·sutistlc LS c:&lculatcd usmg the 

mcm of V111Dd the Slandatd deviation o1 of each variable IICI'OSS all of the tinns as: 

v, . v , z. • 

The squared difference beiWCCO the Z..val~ for c:ach ftnn's given variable and the value of the l· 

stAtistic for the wtct fum for the same IJVeD variable acrcm all descnpuve variables is then 

calculated. Allu ~1111 Z-values for n-ay variable for each fum. squared diffmocc:s for e~eb 

finn lllC summed. The diswlce measure D, ts detmnined by !&kina the square root of the sum of 

the sqUllrcd differeocc:s. 

n •. final step in the n.nalysis is the identification of the portfolio of the 20 firms ti!At arc the least 

di>Wl« from BST or Sprint·FL Billinpley Exhibit No. RSB-3 lists the final group of 

comp;t""\blc tinns for BST and Billinpley Exhibit No RSB-1 liN the final aroup of c~mparable 

finns fo. Sprint-FL. A ~lation e«ffiamt ma.trix for the variables used to sdentify firms ts 

provmded o.1 the followina page. 
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CLUSTER ANALYSIS CORRELATION MA TRlX 

OpcrallA1 Cub OpcrallA1 Cub Flow 

COIDJDOD EquJI)' Flow to A»tb Cub Ftow lotuat 

to Total Cal!ltal Staadard On<latioo to A»tb CoYtrace 

.0.394 0.237 -0332 -0 4 SS 

0.153 O.HI 0.666 

o.oos 0.003 

0.41 9 

~ 
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CAPITAL ASSET PRICING MODEL ANALYSIS OF THE COST a.· EQUITY 
CAPITAL 

L Dauiptloo of tile Approadl 

The apital asset pricina model (CAPM) iJ a theory of the relationship bctweal the nsk 
of a security or a portfolio of securities and the Qpected r&le of return that is 
commensurate with lha.t risk. The theory is based on the wwnplion that sccunty IT\IIkcll 

are efficient and dominated by risk avme lnveston. In other wordJ, the CAPM araues 
lhAI ill~ are willing to take on more risk only if they can rea.sonably expect a hilj)ler 
return. 

The CAPM ..:ccpu the nsk/ffi\lm trade-off ccononuc princtplc and quantalic:s that trade· 

off. Fun.ber, the model assumes that most inH:ston diveni fy their investment holdinas 
so as to not put -au of their egs in one basket.- Indeed. the tendency for investors to 
divenify thdr investment portfolios implies that. in a CAPM context. the only type of 
risk that is rewarded or relevjiJ]t in the nsklretum ltlldc-o!T is systematic or IT\IIket·relatcd 
risk. Thus. the additional risk created by not diversifying arnona lnvestmcnll " nor 
rewarded by the Jecuritle:s markets undet lhe CAPM. 

The measurable relationship between risk and expected return in the CAPM IS 

swnmamcd by the followtna expression: 

R. • R. + Bi I R.. • R. 1. 

where R, is the expected rctwn on security or ponfolio 1, R, is the rerum on a nsk·frce 
security like a u.s. Treasury bond, a, is the belli of JCCurity or ponfolio i, and Rm is the 
expected return on a broad index of equity market pcrfonnance like the Standard .t 
Poor's Composite S1!91Ddex. (~P 500). 

U. EcoaoiD.Ic Ratloaale for tbt Approaeb 

The rationale for the CAPM equation is the common smx obscrvauon thar mvcston 
must be coaxed to move lhcV IIIOllC)' from riskless wcu lt..kc U.S. Treaswy bonds into 

risky IS$CIS. Consider an everyday example wherein investors cao obWn about a 7~. 
return on a Trcuury security. Investors will not invest in a brolld marUI ponfolio of risky 
securities unlcs1 they can expect a slanJilc:ant return premj urn for ac:ccptlna the risk •n 
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cxc:ess of the ri.skless security. In terms of the above example. investors v.ould want an 
expected renun thai is &rQtCT than 7% if material risk is pR$C111. The usefulness of the 

CAPM is in measurina how much of an c:xpccted renun pttmiwn is appropriate for 

investments in llaht of their riskiness relative to the nsk of a bcncllnwit broad maricct 

index. 

The economic lntcrprctatlon of lbe CAPM cquatio11 IJ as the base risk-free nne of rerum 

(RI) plus the masket-wide risk pRmium of (R.. • R;J that Is IUfUiml 10 coax onveston 
away from exclusive invcst~~~mt in risk-free securities. The beta coefficient measures the 

riskiness of a aivcn seturity or portfolio relative to the overall masket benchmark. Beta 
expresses how much the aivcn lnve~cnt" s return.~ tend 10 vuy as the returns on the 

bcnchnwlc rruuket index vuy over the business cycle. OCia therefore may be voewed as 

the appropriate v.-eiaht 10 apply to the marltet·wide risk premium [R. • R;J. The beta of 
the maricct porrfolio m\1$1. by definition. be equal to I. 

Consider an example of how the CAPM estimates the appropriate risk·adJU.S~ expected 
return on an investment Assume thai the riJk.frc.c rmtc of renun on a U.S. Treasury bond 

is 7%. the expected return on the market is 1.5%. IUid that an investor wants to dctenninc 

the appropriate expected rmtc of return on o. stock with o belA of I.S. The marlcet·w~<!e 
rislc premium Is (I>%· 7%J or 8%. This implies thAt Investors will not o.llncote money to 

mvestrncnts with nuutet·likc rialdncss unless they can expect to act 01 least an 8~. 
premium ovCT the risk-free rate of 7%. However. a 1% premium will be wufficornt if an 

investment is more variable (i.e .• riskict) than the ovCT&II mukeL The returns on a stoclc 

wi"lh a bela of I.S tend to vuy 1.5 limes mott than the return on the o•«aal market The: 

market-wide nsk premium of8% must theTefore be Increased I .S times to 12~. in order to 

o.ttrllet investors. Thus, a stock with o bcl4 of I .S should aenmue an cxp«ted renun of 

19% in order to adequately compensate investors for the abuve-rruukct risk of the 

inv~CDL 

10 .. Coubt~De' of cite Appn>ado with Rf1Ulalory aad Ec-ooomlc Staadards 

The CAPM i.s consistcnl with the appropriate public ullhty rqulalocy and economic 
standards. Spcclfieally, the CAPM It conslstrnt with the reaulaiOry princoplc ~t forth 1111 

the Hope ease thAt the allowed return or a public utlllty should be w ... commcnsW'IIte willh 

the returns on lnvest1'ICIIlS in othCT enterprise:~ bavina corrcspondi.na risk." The CAPM Is 

also consistent with the fCIIIIatory sWid&rd lba1 emcraed from the Blutfkld decision. 
wbicb swcs that the " ... return should be reasonably sufficic:ntiO usurc confidence on the 
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fmancial soundness of the utility and ... enable 11 co raise lhe money n«C$S&tY for the 

propa- dtscharae of iu public dudes. M 

In tmns of the approprialc economic si&DdardJ. lhc CAPM produces return estimates lh4t 
should meet investors opponunity com, satisfy the demands of the riskln:rwn trade-off. 
and is consislcnt with the empirical cvidcncc t1w suppons a. biib dc(II'CC of effimnc:y In 

u.s. financial awtciS. 

IV. Uacllllllcu of lhc CAJ'M Ill Eat!JDatiaatbc COlt of Equlcy Capital 

The prinwy usefulness of lhc CAPM is as a conc:ept\1&1 tool for s)'J1emadeally relating 
expected n:twns to risk. The model requires DWtet·bued data inputS that an: laraely 
objective and relatively easy 10 obWn. The sbomomina or the CAPM is that available 

empirical evidence indicalc:S that the beta cocfr~elent may not fully capture all of !be 

sourees of market risk. This implies thai CAPM·bued estuD&lCS of the eos1 of equity 

should be supplcmcnled with al!mlltive &ppfOKha tlw usc Olher ma.sum of nsk. For 

this n:ason. my cost of equity analysts does on: n:ly 10ld) on the CAPM but also uses the 

DCF modclancl the risk pn:mlum approedlto corroborate the n:asonablcneu of my cost 

of equity cstima•es for the wact reaulatcd finn. 

V. Oat• for CAPM Aulyt la 

A. Jkta Cocmd cota 

Since the waet firms, BST and Spriru·FL. III'C uhuruucly wholly-owned subsidililies 
of their holding companies, BellSouth Corporation and Sprint Corporation, neither 

linn has iiS own cquicy tnldina in the market and therefore neither have the bell 

cocfficicnu required by the CAPM. Thus. as discussed abo•-e in the DCF analysis 

sec:tioo of my swcmcnt. it is nccanry 10 identify a poup of rums that has traded 

equicy l'lld is ~e in risk 10 each waet finn. Consequently. the beta 

cocf&icau for the two poups uud in my DCF analyses that are Identified m 

BWinpley Exhibit No. RSB·l and Billinplcy Exlub11 No. RSB.-4 are ~heel on 10 

cstimale lhe cosu of equity for SST and Sprint·FL, respectively. 

lmport.antly, the beta coeffidcnll pracnted 1n BlllinaaJcy Exhibll No. RSB-l and 

Billinplcy Exhlbi1 No. RSB-4 are not historical betas like those commooly quoted by 

Value Li.oe. SWldatd .t Poor's. « Mcnill Lynch. While lft:qumtly used. such 
hlslorical estlma•es of bcu are incoosislcnt with the CAPM's rellance on pospccuve 
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beto coefficients. HistoriCAl estimates only reflect the past riskiness of an equity 
scc:uril)' that need not be representative of the future risldncss that is relevant to equity 
investors. The CAPM is fonnulatcd in t.erms of investor expec1A!ioru, wl\lch clearly 
uans«nd exclusive reli&nc:e on historical measun:s of rialclllC$$ like betas bo.Kd solely 
on the past mum per{onnanc:e of stodts. The beta coefficients U$Cd in my CAPM 
analysis an: prospective measurct supplied by BARRA. a widely recoaniz.cd provider 
of data and decision support symnu for instirutional inves10rs. 

BARRA describes its predicted beta u follows: 

In the BARRA El multiple-C.CIDr model, factors are 6tilnatcd for I 3 risk indices 
and for SS indusuy &;10Ups ... exb risk index LS built from a number of ~lyina 
fundamental data itans that eapcure clemctllJ of rule. By combini.na them. we 
produce a multifaceted rneasw-e of risk that bCSI ~ the sinaJe conce-pt 
we are trying to meuure. The individual data Items an: called descriptors. The 
c~mbincd descriptors maJtc up lhe risk indm~ (BARJU US. Equity Otto Boo /c. 

January 1997). 

B. Rhk·Fru Rate of Rchuu 

In order to be consistent Wllh the cxpec:wional emphuis of the CAPM. I use the: 
averqe expected yield implied by the prices of the U.S. Treasury bond futwcs 
contnlets quoted durin& the most recent monlh for '"hlch data are available. These 
furure contracts are obliptions to either lake or maltc delivety of 8% coupon. 20.) ear 
Treaswy bonds for a fixed priu (yldd) at a JpCCified future date. The pnces of thC'SC 
contnlets reflect the nw1«1'1 objective conseruus forecast of lona·term, low·nsk 
mtuest raiCS. Tbe rau: on lons·tenn Treaswy scc:unties is c.hoscn to be consistent 
Wllh the lona·time horizon of equities. A more clcuiled explAnation of the data and 

calculetioo.l is provided ill Billilla.sley Exhibit No. RSB-7. 

C. Expected 1ldlana oa dle Eqully M:Jkd 

In order to focus on the prospective natllii'C of the CAPM. I use cxpecwional data to 
estimate the return on lhc SclP SOO as my proxy for overall equily market 
perfornunu. Biltina.sley Exhibit No. RSB-8 elabora~CJ on how lhc DCF model is 
applied to estimale the expected mum oo the s.tP SOO usin& bolh IBES and Zacks 
arowth rau: forecasts. The retum1 on the s.tP SOO U$Cd in the CAPM analysis are f'or 
!he most recent moolh for wblch dala are available (June of 1998). 
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CALCULATION OF U. S. TREASURY BOND FUTURES' IMPLIED 
INTEREST RATE 

The intcrcst nile implied by the price of a U.S. Trasury Bond futures conlr'al:t cannoc be duu-tly taken 

from Tbc Wall Srrtct Jounaal. Ratbcr, it mll51 be ~culated o.s follows: 

$40 $40 $40 SI.OOO 
(Prlct of Conrract) X I 0 • + + ... + + ---- • 

(I + i)1 (I + 1)1 ( I + 1)14 ( I + 1) .. 

where i • the semi-annual rate of renuu. 

The implied annual rate ofrcNm on U.S. Trusury bond fuwres is ea.lculated as· 
Annual Rate of Rerum • ( 1 + i) 1 

• 1. 

The U.S. Trt~Uury Bond fururu ~n1111C:t pric~ shown below are Averugedc, by ~~~lliCI mo:unty. ustna 
~e friday settlement prices for JWle of 1998. 

U.S. TREASURY BOND FUTURES CONTRACT OAT A 

Coatnaet Avc~ae Imp!!~ 

Mahlriry 06105191 061ll191 06119191 06126/98 Prkc Y~ld 

09/98 121.17$0 12J.687S 123.6875 123 531) 123.1953 6.08% 

12/98 121.6875 123.5000 !~.03 13 123.2813 122.8750 6. 11"/o 

-
03199 121.4063 - 122.2500 122.78:13 123.0313 122.J6n 6.15% 

06199 121.1S6l 122.0000 122.S625 122.4688 122.0469 6.17% 

A VERACE IMPLJ£0 VIELD 6.13% 
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MARKET RISK PR..EMIUM APPROACH TO ESTTMA TING 
THE COST OF EQUITY CAPITAL 

I. Nature ud Ecoaomlc Judfkadoa for the Market Rhk Premium Approach 

The maritct risk premium approech is a sySICmatic way of quantifylna the risk/return 

tnllde~lf conumina the economic JWldards used in coJI of equlty analysis. The market 

risk premium is dcliocd u the diiTcrmce between the return oo a broad basket of eqwty 

securities (the " Maztct") and the n:nun on a far less risky bencJunark security or 

ponfolio. The return oo lona-tmn U.S. Treasury bonds and lie return on utility bonds an 
co:mmoo beodunarlcs. The cconomie ju.tliJietlion for eu.mining the diffmnee be1ween 

the n:nun on the maritct and a bencJunark security's return is to messun: the premium 
that is neces.sazy to coax investors to move from inveJtina io a ~risk-free" or lower risk 
security into a higher risk equlty invcsuncnL This premium is olko referred to u the 

eqllity risk premium. 

My analysis identifies a market risk premium on public utility bonds and then adds that 
premium to the cum:nt expected n:tWll on such bonds. This dc:termincs n reasonable 

expected rate of return on the equity markcL 

11. Elfimatloa or the Equity Marktt Rhk Prcmlam 

A.. Ovtrvl"' or Approacba 

There ue two fundamcnll.l approac:hes to estimauna the equity risk pmnium. The 
first approach Is prospective and the second approac:h Is historiclll. The equity risk 
premium un be estimated by survcyina investors' cxpccWions con«mina ille 
premium's IM&Jlitudc. Similarly, a prospective 1pproech like the DCF model can be 

used to estimate the equity risk premium that is implied by the relationship 11111ona 

anaJywta' CU lM QIIIS pvW1b forecasts for the maritCL the &cnc:nallcvcl Of the awUI. 
and the cxpec:led re111rt1 oa a low-risk bcoclunark security. Altcmallve.ly, the historical 

reloriombip bet~~oa:n eamed returns oo lhe eqwty market and eamed n:tums on a low­
risk bcnclmwlc security un be mc:a.sumi, !hereby rcvcalina an avcraae historical 

(earned) equity risk premium. 

While it is dear lhal lnvcstOn trade oo tbc bua of expccWiont (i.e .. prospc.cu'c 

faaon), these cxpceladont an: oot dim:tly observable. H~.lherc CIIID04 be AnY 
confidence lhal historiu.l rerum pancms will be rtpeat.ed In tbc future. 
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Since the DCF model is prospc:c:live in natlft. I also usc o proJp«tive opproach 
10 CS1imalc the equity riJk premium. I examine the relationship between 
expceled retuniJ on the St.t.ndatd & Poor's Composite SOO Index (SltP SOO). as 
estimated by lhe DCF model usina lnJtirutional Broken ESiimatc Service 
(lBES) arowth rate projec:tloru and the current nwkct yield oo public utility 
bonds ove:r a recau period. This avcn.ac cxpcaed risk premium Is added 10 the 
average yield !hal bu pR•-.iled oo approprialely·rated public utility bonds O\'tt 

the most recent three moalhs for wblc.b dala are available (April • June 1998). 

2. Eatima doo or the ~p«etd Market Rtturo 

In rccopitioo of the fact that most finns pay dividends on a qwuterly basiS, lhc 
qwutcrly form of the DCF model is used to CJtimate the expc:c:tcd market return 
on the S&P SOO. As In the dlacussion of the DCF analysis in Billlnasley Exhibot 
No. RSB-2, h is IUSumed that dividends arow at .o g.iven nne over o ye111 with 
the yC4rly c:b&nae in the amount paid by a firm o«urrina on ovcroae after the 
sec~od qUIII!er of each )'Clll. 

J. Sour« or tbt Esp«ted Growth Rate 

The exp«ted lllOWih me used in the qllll1trly vcnion of DCF model as lhc 
consensus mean nwkct valuc·wciahtcd five-year earJUiliS per sbatc csumate 
published by IBES for the S.tP SOO Oovodcod yield dala as obwM<I from 
St.t.ndatd & Poor's Outlook. restated on :1 qwutcrly basis. 

4. f•~>~rat Rate Rmnue Poloc 

AD index of public utility bond yields IJ used u the relcvlllt security bcnchnwlc 

In the analysis. As diacussed in my stlltcmcnt. !both Aaa· and A·nlled b-lnd 
yields are used u benchmarlcs for the appropriate WJel finns. A thrc<:·month 
avcraac (April - June 1998) of cacb intcrCJt rate benchmark iJ UKd on the 
ealc:uJarion of the expcaed marlcet risk premium. 

: 
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The c:xpecud riJic premium E(RP) as of point t in tinx tS calculated u the 

simple arithmdic ditrettnCC belweeft the expected rc-n...t on the S.tP SOO Dl 

timet ('E(s.tPSOOJJ, produced by applyinathe DCF model to the s.tP soo. and 

the aivcn avcraac monthly public utiliry bond yield at time t (R(UBOND, ). 
Thus. risk Jnmiwns lll'C calculated as: 

E(RPJ • E(SPSOOJ • R(UBONDJ 

The averaae expected risk Jnmlwn E(RP) for the tinx period spanruna N 
months is caleulated as. 

• 
E(RP) • t E(RP,) 

,., N 

The c~nt expected reNm on the S&:P SOO is estimated by adding the 11vemge 
expected risk premium E(RP) to the ~tvmac yield prevallina on the chosen 
public utiliry boncb over the three month ~riod from April to June of 1998 

It is important to note lh&lthe resuluna eost of eqwty esumates for the o'crall 
equity rnarile1 arc not lldjusled few flotation coStS. They are co~uently 1 

cooscrvative refereocc point for esumauna the eost of eqwty '" the o,eraJI 
market. 

6. Time Period or tbc A.aalylla 

The Slllirtlcallllllyaia usa data on ~ox~tcd market riJic premiums and publi~ 
utility booc1yiclda over the period from October of 1987 throu&)t June of 1998. 
Thls time pCriod is die1ated by the availability of consistentiBES expected 
growth 1'110 forecast data. 

0L Nanan a ad lmpllc:atloDI or Clau&c. IJitbe Rhk ""mlua Over Tbar 

A. Evldtace or VartabWty 

Studies of the h!Jtorical behavior of lihc equity riJic pmnium ftnd that ot varin 
considerably over time. Of pu1lcular lntcrctl is that the equity risk premium Is 
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rclaled inv~ly 10 ~ on the tr8ditionally wed bcnchnwk S«unucs. ~ 

benchmarks often include U.S. 110\IC'ItiiDCDt or corponu.c debt 5CCuntlcs Thus. when 

interest rates decline, lhc equil)' risk premium wiclcns and when interest rates rise. 
the cqwl)' risk premiwn n&rTOws. 

The most plausible explanation for this invenc rdationship is that investors' 

anitudes towanls risk chan&c over time, As hypothesized by the Nobel pntt· 

winnina fiNO!'ial cconomiJt. ProfCS50t William F. Sharpe. when 1nvestors an 

doina well finan&:ially, they~ optimistic anc! require relatively low risk premiums 

and wflm investors are doina poorly,lhey ~ pcssinuwc and reqw.re rclauvcly hiah 

risk pn:mlwru. Since lhc acncrallcvcl of intereSt ratca iJ an inditator of whm: the 
economy iJ in a cycle, II Is reasonable to expect an ~nversc relatlonsllip between 

interest rates and cqwry risk pmnlums. 

8 . Adj i&Jimra~ for lostabUJI)' 

The above observation suaa~ ano~ way ol usmalhc risk prc1111um approach to 
evaluate the eost of cquil)' capital for a W&ct firm Rcscan:b by vtofessors R. S 

Hnrris o.nd F. C. Marston, published in Flu aclal Maaacemr11t in 1992, finds 
evidence tluu lhc cquil)' risk premium tends to move an avcraac of •.651 of 

contemporaneous cbanacs in the return on a benchmark low·risk scc:unty (index). 

That is. if interest rates decline by 100 bam poinu, the cqu1ty nsk prc1111um 
required tnereasc:s by approxinwcly 6S basis points. 

In ProfCS50t Hatris a.od Manto~~' s woric, the bcnchmatlt low·nslt sccunl)' indc>1 IS 

composed of lon&·lCml U.S. Treaswy Bonds a.nd tbe cquuy market prolly 1s the 

S&:PSOO. Therefore, edjustlna for the diiTcrcncc between the level of the rates on 

the bcnclutwtt low·risk sccuril)' durina the wnplcd time period and the CWTmt 
level of such rates &cocrata Ill cqwl)' risk IJ"miwn estimate that IS modified 

explicitly (Of a promi.Dcnt ~ of its instabilil)' over umc. This estunatcd nslt 
pmnium iJ tidied to the C\ll'mlt levd (i.e., the most reccro rnonth. June of 1998) of 

the bcochmllrit low-risk sccuril)''s rate. 
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03119 U.34 9.17 .U7 

IWI9 15.3$ 9.81 S.41 

om9 15.40 9.60 s.ao 

06119 15.21 9.1l 0.09 

07119 15.36 1.91 6.31 
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10119 IS.Ol 9.01 6.01 
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10190 16.04 9.66 6.38 

ll/90 16.23 9.43· e.ao 

12190 16.1.6 9.11 6.98 
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07/91 15.59 9.10 6.49 

01191 15.62 8.81 6.81 

- 6.94 
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O:l/94 1.&.59 7.19 7.40 

0319" 14.66 7.60 7.06 
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03190 9.U% 1.$7'~ 121% 

~190 9.92% 8.75% 1. 17% 

OS/90 10.00% 1,7) .... 1.2':% 

06190 9.10% • 4} , ', I)~ 

07190 9.7S% I .so% 1.2~% 

011?0 9.92% liS% I 07% 

09!90 10. 12% lm\ I ll% 

t0190 tO.OS% 1.16% 119% 

11190 9.90% 1.$1% IJ2% 

12190 9.73% 1.23% UO% 

01191 9.71% 1.20% I.SI% 

01191 9,47% 1.01% 1.)9% 

0)191 9.lS% 1.21% 1.34'1~ 

04191 9.A6% 1.22% 1.24% 
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0<1/9) 7.1 1% 61S% 0.96~ 

M-,'aA JO.Ycor U.S. Altl.S. T ruJU ry 

!!!!.! Pul>llc Utility load T,.,....,. lood load Spread 

OS/93 1.46% 692% 0.~% 

0619) 1.1S% Ul% 0.93% 

0719) 7.54% 6.6) % 0.91'"' 

01193 7-lj% 6)~~ 0.9S% 

09193 7.04% 6.0)'1\ 101% 

10193 7.0)% $9)% 1.10% 

1119) 7.10% 624% 1.06% 

12/9] 7J4% 626% 1.01% 

01/94 7.) )% 62'N 1.04% 

0"...194 7.47% 6.SI% 0.96% 

OJI9C 7.1S% 694% 0.'11'-> 

04/94 1.22% 72S"o 0.97% 

OS/94 IJ)% 73~~ 1.01~ 

06194 I J I% 7JI"' 09) .. 

07/94 ···"" 
7.~ 0.17% 

01194 l A I% 1.6 1% 010% 

09194 1.64% 7 14% 0.~ 
: 

10/94 U6% I 02" 0.14% 

11/94 1.91'4 1.1'1% 011"' 

12/94 1.76% 7.91"' G.IS% 

0119S 1.73% 7.16% 0.17% 

02/9S UN 766% 016% 



03195 IJ'l% 

Moody's A 

!!!!! Pub lie U IIIley 8olld 

04195 &.27% 

05195 7.91% 

06195 7.60% 

07195 7.70% 

01195 7.83% 

09195 7.62tlo 

10195 7.46% 

11195 7.4)% 

12.195 7.23% 

01196 7.2:m 

02.196 7.37't'o 

02.196 7.73% 

CW96 7.19% 

05196 7.91% 

06196 1.06% 

07196 1.01% 

01196 7.14% 

09196 1.01% 

10196 7.77% 

11196 7.49% 

12196 1..59% 
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JO.Yoar U.S. A/U.S. TruJury 
T ...... .,.ao.., lloed Sprud 

7,4)% 0.14% 

7,04% 0.17% 

6.61'1'i 092% 

6.75% 0.95% 

6.92% 0.91% 

6.4<1% 1.11% 

6.H% 1.1 t~• 

6.29% 1.14'> 

6.05% I II% 

6.05% I 17"\ 

6.15% liN 

6.6~ 1 . 11~ 

6.76% 1 1}% 

694% 1.04% 

6.94% I.IN 

7 OS% 0,97% 

6.11% 0.96% 

7.00% I.Ot% 

6.71% 0.99% 

6.55% 0.94% 

6.56% 1.0)'\ 

: 
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01/97 7.71% 6 .,..,. 0.9$~; 

02197 7,1W% 6 70% 0~~ 

MoodJ'tA »-Yur U.S. AI\I.S. T ,..,. '7 

2!.!! Public Udllry lood TrtaJYfY load Boad Ser•-.1 

03197 7..17% 696% 0.911~ 

04197 1.03% 7. 1)% 0.90% 

OS/97 7.19% 6 9)!4 096~ 

06191 112% 61)% I 00'\ 

07197 7.41% 6H% 0 9$% 

01197 l.$1% 651% 0 9)% 

09197 i .47% 64~ 091'\ 

t0197 7.35% 6 ))'; IOl'o 

11197 7.2$% 6.01% tim 

12197 7 16~, 596% I~Ot; 

01191 7,04% $1)•• l.ll'• 

02/91 7. 12% 5190\ I l)!, 

03191 716% 5 92'> 1~4!\ 

04191 7. 16% SIN ~~ 

OS/91 7. 16% 5 93'· Ill!• 

06191 7,03% j 690\ I Sl"• 

A~CI L71% 7.54% 1.15% 

Soll~ts: Moody's Bond R~cord 
TM Wall Smct J011rnal 
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BcllSoutb TtlccommuolutloaJ 
Book Value Capital Strvctur~ 

March 31, 1998 

W~lpttd 

JUdo Rate Cost 

S8.SO% 14.74% (hap~) 8.6~/o 

41.SO% 6.33% 2.63% 

IOO.O<W. 11.2S% 

60% Equity JUdo Ua«d iD BcllSoutb Tcl~mmualeadou CoJt Stud In 

Wclpttd 

Sourc:c JUdo JUte Cost 

Equity 60.0<W. 14 32'/o (haplltd) 8.S9% 
Debt 40.00% 6.6S% 2.66% . 

Total tOO.O<Wo 112W• 

BcUSoatb Tdccommualatlou 
Market Vallie Capital Strunun 

WdaJ!tcd 
Souru &!!! lUte COJC 

Equity 90.2Wo 14.6W .. I S.28,... 13.1SV .. I3. 79% 

Debt 9.76,.., 6.6S% .6Wo 

Tow 100.00% 13.83,.. .. 14.44% 
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Sprillt·iflorida 
Book Valut Capital Structurr 

Marcb 31, 1998 

Wcipttd 

~ Rate COJt 

60.89% 13.84o/o (lmplltd) 8.43% 
39.11% 7.21% 2.82% 

IOO.<>o-.4 11.25% 

Capital Structure Uttd I.D S priot-Florida Cost Studies 

Wd r,bttd 
Ratio Rate Cost 

59.58".4 14.12% (l mpllcd) 8..1 1% 
40.42% 7.02% 2.84% 

100.00% 11.25% 

Sprillt·FL Market Value Capital Structure 

Wclpttd 

!!!.!!! Rate ~ 

87.31% 14.J2,'o-15.07% 12.5001'..-13.16% 

: 12.69% 7.00% .89".4 

100.00% 13.39o/..-14.0S% 
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Mukd Vala.e Capital Slnld\l re of Pom ollo of Compula Compan1blt Ia RW11o 
BcllSou!b Ttlccom.mualca!loa• 

41b Quant r of I 997 

. .. "';~;~ ~~ .... o~':.J..~ ~~ .t 
V,U.WOf TOT.U. 
~ _,. CCI'IRY CAI1TA.l. 

COIJTTY 
Alllcl 11.79)~ , ., 6l 0 1971 0 ..... 

20.YI7.H U70.1111 . o u•a 0 14SI 
8 ...... 

~ 6.16601 ""' 1014 010.0 0 196CI 

!souP 
u 16.1 )4 6'i I .OW Oil! 0 OSlO( 0 9020 

.,_, .... , 6.690 00 01116 OU I• 

CJoroa 7,961,0) )49 H o~s 091H 

... -~::ola UY.I 96WI u uj OOlSJ OYn6 

67.176U 1.997.oot ll70oot 011 97 OUOJ - l.90l.JI 611Xl IUS 0 IUJ OIH? 

II<Mcy 1,79011 99SH 0 lOll 0 191J 

foods 
Kcllosa 19.192.)1 I,AO.)O 0 0160 o•ll• 

t"lart ., 
l7-'C)4 ... l.lU IO . oun• V¥224 

Eh L•lly 7J.J l7 ) I ) ,719.40 . 0 041) OYSI 

McDoNids ) 1,991.19 J.J1J.40 16 .. C 0 ISIO 0 .. 9( 

~ U.Oil Ol ) .)I) oc 0 054 0 91SI 

rn- 96,766.,. l.O'Zl.ll< . 0 079) 09707J 

~· 
I J .716.0C 11000 OOU9 0 '1471 

~ l'I.I JI IJ S.JOOOO 196000 0 I 'JO) 0 ll'11 

;.:' 1 ....... , 0 IC77• OIYII 
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o~:;r':J/L m~L, 
C-"""L 

0 0667 0 9))) 

00976 0 901 

1 Tbt ........ ddiC alld llqllily .-loJ .. c•'a•l- U 11M OY .... f orlbo I $ a•a I'IDOI rot ado 
lndlvldJW ..,...I""'Y· 
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Sprint·FL Compuables 
Paac I of 2 

Mark~t Value Capital Strvcturc of Part1ol o or Com paola Comp.,.ablt lo Rbk to 

Spriot-norida 
4th Quarter of I m 

jCONI'AI<Y 
\'AUI'Iot otror'Z.- I~ JDUT I HIJAL 

CAm AI.' ~~I 
~ OUT lOiliTY CArfTAL. 

1"11101 J1..MfA 1 ) 1.79) ,. 5 HTl oTf'ft O!Mrn 

l0,917ll 
a-a 

).210901 0 U•l Olo>< 

1"- 7,111, l01,6ji OOl.lO 091$C 

l'roduaJ - 6,166.01 69l6l 10-•• 0100< OIIOOC 

~-~- ·~.714 " 1. )1) CICl . OOC09 0 9191 

T~ 
1.911U 64Ul 1004 01~ Ol li< 

) .996-.97 $C))7 0111 9 OW l 

8dl 

""- 7,962.0) S49l4 0 064l 09)ll 

Will [)I_,- 6J.09771 IU41.00 0 .,,. 0 1400 

Dul'ooo oU141J 1,997 01 l JfOO 0 1197 OliO 

- UOLll 6ll jj 1l•l 0 ISU 0 147 

~r:"'!'' 
1,79<11 99$47 - 1011 Ontl 

~A •mtlll ... ~ ? 0~ 

...... 
l4J06~ • .•• .uc 0 1)49 0161 

PIIWipo 12.710,61 ),A%900 0 !I ll 0711! -I=._ rcuoc.,. 1.411.21 0 ll61 0 11); 

I:: A lJlUi muc 111000f oun 0 161J 

J.J91,9l 661." . 0 109< o .... 
:..:;,: 

~ - l .. HI"' ),110.6( .. , 01174 ONU 

' Debt b clcfin<4 a lilt boolt •aluo ofiCCAI clcbl phil tho boolt .. liN of profomd .qutty. 
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1 The annp clobc Md equity ...SO..,.. co !culM., u 11M •Yffll• o( 11M nopocb"- (or ucb 
Individual <OCnpllly. 
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RANDALL S. BILUNGSL£ V 

AUpll 1991 

BUSINESS ADDRESSES 

APPOINTMENTS 

Associ ale Profcuor of FiiWlCc 

()qlertmml of FiiWlce 
Pamplin Colleve o(Buslncu 
Vir&inia Polytechnlc Institute 

and S!A!e Univmity 
Blechblq, VA 24061-0221 
Phoce: (S40) 231-7374 
Fax: (S40)231-4487 

VirainJa Polytechnic hutiiUIC &. SlAte· Uruvcnity 

Vice Pres!den. 
Association for lnvcslmenl Manaaemcnt and Rescan:h 
Education and Provams Ocparunenl 

Duties: Project clircc10r. responsible for the: developmenl and dcs•a:n 
of education ICChnoiOi}' producu. Projecu UlCiudcd v;deos 
on options and fuiUteS analysis, ethical issues m the: 
invesuncnt profeuion.IIDd fjMndal statement o.nalysis for 
i.nvcstrnent valuauon and man&&emcnL 

Responsible for the design and offering of continuing 
education proiiJ'&IIU 10 meet the ncecls or AIMR's memben 
in panic:ular and the: investment industry in general. 
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Associate Profeuor of Finance 
Vitainia Polytechnlc Institute and State Univenity 
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Vlrainia Polytechnic lnstirutc and SlAte Unlvcnity 
Lecturer of Finance 
Tau A..tM Unlvc:rsity 

L«tu= of EconomK1 
~h A$Sistant in Economtcs 
Tau A..tM University 

SIUIIIDtn 1978, 1910: Raearch Associak 

1986: 

•m: 

1981: 

1978: 

Texu Transponatlon lnstiNte 
Tcxu A..tM Univmity 

Duties: ( 1978) Prioeipal researcher and oulhor of a srudy 
c:oncenung deslan of opi.UIW substdy techniques for 
public transit projects. ( 1980) c~aulhor of research 
proposal for srudy of the proj~cd econonuc impact of 
USCT ctw&cs on the Texas Gulf lntni·Coast.tl Watctwlly 
(proposal accepted a.nd fully funded). Performed rcsc11tch 
conccrruna various policy issuct in uansport.ltion 
economics. 

PROFESSIONAL DESICNATlONS 

Chattered Filtan4:ial Analyst (CFA) 
The £nstiNte of Chartered Fi1W1Cial Analysts 
(Assoc:i&tion for Investment Manaacmcnt and Resurcll) 

CC11ificd Rate of Return Analyst (CRAA) 
= Natlooal Society of RAte of Return AnalysiS 

EDUCATION 

Doaor of Philosophy in Finance. supportina field in Economics 
DIJSCTW!oo Title: • A Multivariate Analyab of Bank Holdlna Company 

Capital Note and Debenture Ratin!IJ" 
Chaltman: Or. Donald R. Frvct 
TcUJ A..tM Unlvenity 

Master of Science in Economics. siiJ'I)Oitina field in SWtsUcs 
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PRIMARY TEACHJNG AND RESEARCH INTERESTS 

Investments, Corporate Finance, Financial Institution ManagemmL 

~ in!m:$t$ include investments. valuation methodJ. cost of cap ita! 
analysis, primary market pricing of debt insuumeots. 1111d bankingllll4 
public utili!)' regulllOI) issues. 

TEACHiNG HONORS 

Teo.cbing Excellence Awnnl. The R. D. Pamplin College of Bwines,. Virginia Polytechnic 
Institute and State Univcrsil)', 1986-1987. 

Excellenc:c In Teaching Awnnl. MBA Association. Virginia Polytechnic Institute and SUIIe 
Uni venil)'. 1985·1986. 

PUBLICATIONS 

Jour11al Articles· Refcrftd 

"The Benefits and Limits of Diversification Among Commodil)' Tradina Advisors," Journal 
of Portfolio MtRtDgCmtnl, Vol. 23, No. I. Fall 1996. pp 65-80 (Author listing: R. S. 
Bl!nlnaslcy aod D. M. Ebance). 

' 'Why Do Firms Issue Convc:rtiblc Debt?," Financial Manogtmtnl, Vol. 25. No. 2. Summer 
1996, pp. 93-99, (Author liSiina: R. S. Billinaslcy and O.M. Smith). 

"SimullaDCOou Debe and Equity Offerinas ar.d Capital Structure T!UicU." Journal of 
Fin.anclo/ Rucarch, Vol. 17, No.4, Wintc 1m. (Authodisting: R. S. Blllinasley, D. M. 
Smith. and R. E. Lamy). 

"Realonal Reclprocallntcsta~e Binlcina: The Supmne Coun and the Resolution of 
Unc.erwzuy," Jounral of Bonking Olld Finance, VoL 16, No. I, 1992, pp. 665-686. (Author 
listina: R. S. Blllinpley and R. E. Lamy). 

.· 
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"ln~tgration oflhc Monpac Maricet." Joumal o{FiNlncial ~rvfcu Rn~orch. Vol. 6. 1992. 

137-ISS. (Aulhor listina: R. S. Billin&Jicy. V. A. Bonomo. and S. P. Fcrru) 

''Units of Debt with. Wamnu: Evidmce of the "Penalty-Free' ls.sllll\..,; of an Equtty·Likc 

Security," TheloiiTIIDl ofFI/IIJitiCial Rtstarch. Vol. 13. No. 3. Fall 1990. pp. 187-199, 

(Aul.bor lisrina: R. S. Billinaslcy, R. E. Lamy. and D. M. Smith). 

"Siweboldcr Wca.hh IDd Stodt Rcp~~Kiwes By Bank Holding Companies." Qvarttrly 

JournDl ofButwSI Olld EcoNJmlcs. Vol. 28. No. I. Winttr 1989. pp. 3·2S. (Author hsuna: 

R. S. Billingsley, D. R. Fraser and 0 . R. Thompson). 

AbsllliCt: Jollf7llJI of Eccnomlc Littroturt. Vol. 27. No. 3. September 1989. p I SOl. 

"The Rcaulation of lntcrnatiooal Lcndina: IMF Suppon. lhc Debt CriJis. and Bw 
Sh.areholdcn." Jollf7llJI of BanJ:Jng Olld FI/IIJitiC~. Vol. 12. No. 2. 1988. pp. 2SS·274. (Aul.bor 

listing: R. S. B•llinglley IDd R. E. Lamy). 

"Put-Call RAtios and Market Tlmlna Effectiveness." Journal of Portfolio Manogtmrnt. Vol 
IS. No. I. FAil 1988, pp. 25-28, (Aul.bor listing: R. S. Billinasley and D M Chance). 

Ciuu.ion: "Usina 'Dumb' Money u a Market Ouidc." Earl C. Gotuchalk. lr. lhc Wall 

Strut JouMI, January 17, 1989. p. Cl. 

"Banlauptcy Avoidance M A Mcracr Incentive." Mat.ugtrlol Fi111mu. Vol. 14, No. I. 

November 1988, pp. 2S·33, (Aul.bor ll$tina: R. S. Billlnasley, D. J. Johnson. and R. P 

Marquetu:). 

"The Pricing ud Performance of Stoek Index FlllUTC.J Sprads: Jollf7IDI of FllltlrtJ .lfarkm. 

Vol. i , No. 3, J- 19!J, pp. 303·318, (Author listin5: R. S. Btllingslcy and D. M. Chance). 

"The Choice AmoCig Debe, Equity, and Convertible Bonds." The Jountal of FlfiiJnclol 

Rmarch. Vol. I I, No. I, Spring 1981, pp. 43-SS. (Author llllin&: R. S. Billinaslcy, R. E. 
Lamy, and 0. R. Thompson). 

"Valoarion of Primary luue Convertible Boads." ~Journal ofFinartCI41 Rtsrorch. Vol. 9. 

No. 3. Fall 1916. pp. 251·259, (AIIIbor listina: R. S. BiiJin&slcy. R. E. Lamy. and G. R. 

Thompson). 

Abridacd Reprint: Th1 CFA Dlgfll, Vol. 17, No 2. Sprina1987, pp. 18·19. 
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"The Reaction of Defense lnduruy Stocks 10 World E~u: Akron Bus111~ss and £cofl01tlrc 
Rtvl~w. Vol. 18, No. 2, SWN!KT 1987, pp. 4047, (Author listina: R. S. Bollina,slcy. R. E. 

Lamy, and 0 . R. Thompson). 

"listed Stock Options and Ma:D~&erial Strate~}'." Strattgy and Extn;tlw Actfo11. No. 4, Fal l 

1986, pp. 17·20, 21, (Author li.stlna: R. S. Billina,sley and D. M. Clwlce). 

"R«valuatina MortP&c Rcftnantins "Rules of Thumb." JoliTriOl oftlw !fl.ltrtutt ofumfitd 

Fi1ll111Cfal PltJifMrs, Vol 7, No. I , Sprina 1916. pp. 37-'IS, (Aillhor listina: R. S. Billinaslcy 

and D. M. Cbancc). 

"Explainina Yield Savin&~ on New Convenlble Bond Issues." {lul:utrrly Jownaf of Buslntss 

and Eco1t01t1fcs. Vol. 24. No. 3, Summer 198S. pp. 92·104. (Author lirtina: R. S. Balliftaslcy. 
R. E. L.amy, M. W. Mm, and G. R. Thompson). 

Abstract: Journal of Economic UttroJIUt, Vol 24, No. 2. J~me 1916. p 1083 

"Options Mllllcct Efficiency and the Box Spread Strllteay." fhr F'IMncfal Rtvitw. Vol. 20. 

No. 4, November 198S. pp. 287·301. (Author listina: R. S. Billingsley and 0 . M. Chancel 

Reprint· CFA Rtadings In DtriVoJiw Suw/1/ts, pp. 217-23 l. Charloncsvlllc. VA: 
The lnstirutc of Ciwteml Fanancial AnalySIS, 1988. 

" Dctmninant~ ofSIOclo: Rcpwchues by Banlt Holdtna Comparues." JowtUJI of Bank 
Rtstarclt, Vol. 16, No. 3, Aurumn 191S, pp. 128.-JS, (Author listing: R. S. Bolllnaslcy 1111d G. 

R. Thompson). 

"The lnformadooal Content or Unrated lndustnal Bonds." Akron Buslntss and Economu: 

Rtvl~. Vol. 16, No. 2. SIIIIIIDCf 1~8S, pp. SJ-SI. (Author hsung· R. S. Ballanaslcy al'ld R. E. 

Lamy). .: 

"Split Ratinp and Bood RcofJerina Yields. • FIMncla/ Mono~mtnl, Vol. 14, No 2, Summer 
I 98S. pp. S9-6S. (Author liltiq: R. S. Blllinaaley, R. E. lAmy. M. W. M&tT, and O. R. 
Thompson). 

"De1cnnlnaoll ofBink HoldinJ Comp~~~y Bond Ra&inp." 71w Financial Rtvltw, Vol. 19. 

No. I . Matdl 191-4. pp. SS-66, (Author lisuna: R. S. Ballin&Jicy and D. R. Fn.sct). 

Abslnlet: Journa/ of Economic LltuoJW•, Vol. 22. No. 4 . December 1914, p. 2010. 
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"Ma.rket Ruction to the Fot'llation of One-Bank Holdina Companies llld the 1970 Dank 
Holdina Company Aet Amendment. • JoomiDI of Banking and FIIIIJIICt , Vol. 8, No. 2, 1984, 
pp. 2 1·33, (Author listlna: R. S. Billinasley and R. E. !.amy). 

Jo~111al Artlelct - Otltu 

"Preliminary Study Indicates Opcimal Number of Advlaors May Be 40 ..-," MaMgtd A«ount 
Reports, Issue No. ISS. July 1994, p. 13. 

"Manaaina Portfolios Usina Index Opuoas, • FJJJwu. Vol. 14, No. 9. Scpt.cmbcr 191S, 
pp. 7(). 74. (Author listiaa: D. M. Chance and lt. S. Billtnpley). 

Moa o1J11plta & SpoiUOnd Ra urclt 

"The Evolution of Depository Jnsurution Rrautation In The Ucitcd States. • in IJallkmg and 
Morutary Rtform: A Corrnrvatlvt Agtndo. Catherine Enafand. pp. -17-S6. Washinaton. 0 C.: 
The Heritage Foundation, 198S. (Author listina: R. S. Billingsley). 

Fare Box and Public Rtvtnut: How to FIIIDnct Public Transportation. StAte IXpanmcnt of 
Highways and Public Transportation. Texas Transportation lnstirutc. February 1980. (Author 
listina: R. S. Billinplcy. P. K.. Guseman and W. F. McFarland). 

"Banlaupto:y Avoidarw:e ua Maacr lncctiU\e: An Emptncal Study ofFaiJina FIMU." 
1M FlnanclaJ Rrnrw. Vol. 11, No. 3. 1913. p. 94. (Author listina: R. S. Billingsley. D. J 
Johnson. and R. P. Marquette). 

·A MultivariMc Allalysis of the Ratings of Bank Hold ina Company Debe Issues." 
1M FiMitCIDJ RrM'tlll;~ol. 17, No. 2. July 1912. p. S7. (Author listlna: R. S. BIU~ngslcy and 

D. R. Frater). 

Editor 

MCorporale Decision MaJcina and Equity Analysis.~ Seminar Ploceedinas. Cbarlortcsvlllc. 
VA; The AsiOCi.sioo for lnYc:suueot Man.tacm.cnt and Research. (Author listJna· R. S. 
Billingsley, Editor), 199S. 

"lndllstty Allalysis: The Telcommmlllllcatlooslodu.suy," Seminar Proo:ccdinas. 
CbarloocsviUe. VA; The Auociadon fot lnvcstmalt M.aMJcmcut and R.eseardl. (Author 
listina: R. s. Billinpley. Editor). 1994 
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PAPERS PRESENTED AT PROFESSIONAL MEETINGS 

~Fwtber Evidcnc:e on the Oains from Diversification in Multi-Ma.n.qer Programs." (Author 

listing: R. S. Billingsley and D. M. Chance). Pn:sented at Managed Account Repons' 

conference, Aftll'llatlw !tMstmtnr Strat1gf1s, Chicago, Illinois. June 199S. 

"The Gains from Diversification in a Muti-Ma.n.qer Program: Some Pn:lim.in&Jy Result::." 
(Author listing: R. S. Billingsley and D. M. Chance). Presented a1 Manaacd Acc.ount Repons' 

conference, O.m'Oiivu lnvesi'I'Mnr /.ftJJtQg~tMnr, Chicago. Illinois. July 1994. 

"EstiiDJltion Bias in the Applieaclon of the Quarterly Discounted Ctili Flow Model to Publi: 

Utility Cost ofC.pltal Analysi:s." (Authcr listing: R. S. Bllllng.sley and V. A. Bonomo). 
Pn:sented at the Financial Management Association Mectinas. San Francisco, California. 

October 1992. 

"Firm Value and Convertible Deb! Issues: SisnaJiina vs. Aamcy Effects." (Author listing: R. S. 
Billingsley, R. E. Lamy. and D. M. Smith). ~ted 11 the Eastern Finance Asou<:iauon 

Meetings, Hot Sprinas. Virginia. April 199 I. 

'"The Valuation ofSimultancoUJ Deb! and Equity Offmnas: (Author list ina: R. S Bilhngsley. 
R. E. Lamy. and D. M. Smith). Pn:smted at the Finane tal Management Assoc1at1on Meeungs, 

Orlando. Florida. October 1990. 

"The Choice Bclween lssuina Convertible Boods and Uruts of lOeb! wuh Warrants,· (Author 

listing: R. S. BIUing.sley, R. E. lamy and D. M. Smlth). Pn:scntcd at the Financial Management 

Association Meetings, New Orlcat11, loutsiana. October 1988. (Subscquemly published in n,, 
JollfMI of FlnafiCial Rtstarch, sec lllticlc citation.) 

"The Choice Among Debe. Equity, and Convertible Bonds.· (Author listina: R. S Billingsley, R. 
E. lamy, and 0 . R. lliDmptOO). l'n:scnted Ill the Financial M&na&emcnl ASSOCIIIIOn Meeunp, 
Las V eps. Ncv.da, Oc:lobcr 1987. (Subscqumtl y published in 1M Jolln'ttJ! of FINJJ~Cral 

R~s~mch. see utlclo citatioo.) 

"The Rqulation of lnlemational Lcndina lMF Suppon, the Deb! Crisis. and Bank 
Sbareholdcn." (AIIIhoc tiJtina: R. S. BUI.inpley and R. E. l..amy). Pn:scnted at !be Conference 

on Bank Saueture and Compctitlon. Fcdcnl Reserve Bank of Chic;aao. Chicago. lllinoiJ, May 
1916. (Subtcqucntly pubiWtcd in thcJo.,_l of Banking tmd FiNmu, sec anlcle Ci tation.) 

"Valuation of Primary Issue Convertible Bonds." (Author lisdng: R. S. Billingsley, R. E.lamy 

and 0 . R. ThomptOn). Pn:acnted at the Financial Man.~~aement Association Mcctlnas. Denver, 
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Colorado, October 1985. (Subsequently publimed in 1M Jo11T11Q] of FINmCial R~uarch. sec 
article citation.) 

"11le Ec:onornlc lmp.;t ofSplh Ratings on Bond Rcoffcrina Yiclcb," (A uthor llstina: R. S. 
BiUlng31cy, R. E. Lamy, M. W. MilT, and a. R. Tbomp30n). Presen~ at the Financial 

Management As$ocW:ioo Mectlnp, Toronto. Canada. October 1984. (Subsequently published in 
FiNmCial MaNJgttlftttnt, see anicle citation.) 

"The lnfonnadonal Content of Unrated lnd1131rial Bond3." (Author lilting: R. S. Billinpley and 

R. E. Lamy). Pmctltcd ulbc Financial Managctmnt Association Meetinp. Atlanta. Georgia. 

October 1983. (Subsequently published in Akron Bus/nus and Economic Rttvltw. see article 

citation.) 

"Banlauptey Avoidmce M A Mcracr Incentive: An Empiric:al Study of Failin& Finns.· (Author 

listing: R. S. Billlnasley, R. P. Matqucttt. and D. J. Johnson). Prcscnkd Ill the Eastern Finance 

A.ssoc:iation Meetlnp, New York. New York. April 1983. (SubscqiiC!Itly published tn 

Monag~trlol Flnonctt, see aniclc citation.) 

·A Multlvllriale Analysis of the Ratinp of Bonk Holding Company Debt Issues." (Author 

listing: R. S. Billinplcy and D. R. Fraser). Presented Gt the Eastern Finance Associotion 
Meetings. Jacksonville. Florida. April1982 .. (Subsequently published in Thtt FIMnciDI Rtt,·i~. 

sec article ciwion.) 

PROFESSIONAL EDUCATIONAL SE.\fiNA RS PLANNED AND ORGANIZED FOR 

THE ASSOCIATION FOR INVESTMENT MANAGEMENT AND RESEARCH 

"Investing in the "New" Telccommunlc.atio03 lndU3try," New York. NY. September 1997. 

Conference MoclcRior. L. J. Haverty. Jr. 

MM•neging t.bc !r.~ s;:: Gent Profwlonal," Chicaao. IL. Apnl 1996. Confamce Modcntor. R. S. 
(JU1MMMD 

"Effective Risk Management in the lnv~tment Firm." Bo3ton MA. October 199S. Confcreocc 

Modentor. a. L. aastioeau. 

"Equity An&IYJ!J: Tbc Role ofCorporue Financial Decision Maldna." Wuhinaton. D.C .• 

January 199S. Conference Modcntor. R. S. Billinplcy. 

"Blcndina Quantitative and Tr.ditlonal Equity Analysis." Boston. MA. Man:h 1994. Conference 

Moderator. H. R. FoglCT. 
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"lndusuy Analysis: The Telccommunlcations lndusuies. • New York. NY, Novc:nber 1993. 
Conference Moden110r: R. S. 8 illingsley. 
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Board or Dirte1on 
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Professional service beyond duties performed u Vice President a1 AI Mil 

GJ'llding Staff, lnstitule of Chartered f'&n.ane:ial AnalySIS, June 1987. 

Candidate Cwriculwn Comminee,lnstltute ofCbancml Financial AnalySIS. Quanutauve 
Analysis Sub-Committee, 1987-1989. 

CFA Exruninatlon Analysis Team. Levelsl·lll. March 1988. 

CFA Examination Gliding Review Team. July 1988. 

Fa.culry. CFA RcfresMrCounc, ValuAtion: Equiry, Cha!lonesv.ue, VA. June 1992, 
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Fa.culry, Basics ofEquiry AnalysU. Montleal. Quebec, CIWida. November 1994. 
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United States Telephone Association FCC: AA096-28 1996 
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Securities Analysts' Mso~:iatioo, "Equlry Valuation and Analysu Work.sho!>." Banpok. 

Thailand. March 1997. 

Maryland · District of Columbia Util ities Association, dTclccommunicadoru: lncreasmg Risk 
on the Horizon? />.n Investment Communi!)' Pmpcctivc, M71st Annual Fall Conference. 

Oee<U~ Ciry, MD. September 199S. 

Bell Atlantic, "Do the 'Traditional' Cost ofEqulry Estlmation Mctbods Work in the Current 

Environment?" National Aceountlna WiiDCSS Conf=~~«. l.&ndJdowne Conf=~~« Resort. VA. 
April1994. 

Southeastern Electric Exc:banae, "'TrendJ in Estirnlfina the COSII of Equlry for Pubhc Utilities," 

St. Petersburi. FL. October 1993. 

Securities Anlll'ftd A~ati')ll. "Common Problems an Val ulna Eqwry Sccuntlcs." Banpok., 

Thail•nd, Apri1 1992. 

Virainia Bankm Auociatioo. Oroup Five (Credit Polley Committee), "Wtnt to Sell Your 
Bank?" lnterruatc Bankina in 1987 and Beyond." Credit Polley Conf~. Radford. VA. 

Aprill987. 
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