ORIGINAL

Legsl Department

September 21, 1988

Mrs. Blanca S. Bayo

Director, Division of Records an4 Reporting
Florida Public Service Commission

2540 Shumard Oak Boulevad
Tallahassee, Florida 32390

RE: Docket No. 880696-TP

Dear Mrs. Bayo:

Enclosed are an original and 15 copies of BellSouth Telecommunications,
Inc.'s revised copies of the exhibits attached to Dr. Randall S. Billingsley's
Rebuttal Testimony filed on September 2, 1988, and a revised page 31 to that
same testimony. Please substitute the revised exhibits and page 31 for those
which were filed on September 2, 1888, and file these documents in the
caplioned dockel.

A copy of this letter is enclosed. Please mark it to indicate that the
original was filed and return the copy lo me. Coples have been served on the
ACK __ parties shown on the attached Certificate of Service.
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DCF AND CAPM DATA FOR BST COMPARABLE FIRM PORTFOLIO

DCF RESULTS

Partfolio of Comparable Firms IBES ZACKS BARRA Beta Coefficlent
Abbott Labs 1428% 14.21% 092
Aluminum Co. of America 10.68% 13.05% 0.90
Amoco 11.99% 11.94% 0.60
Anheuser Busch 12.80% 11.38% 078
Avery Dennison 15.71% 15.56% 086
Cincinnat Bell 19.32% 19.54% 087
Coming 21.28% 20.92% 1.09
Donnelley (R. R. & Sons) 13.98% 14.00% 085
DuPont (E. L) 13.03% 13.47% 1.01
Elec*ronic Data Systems 16.30% 1597% 104
Lilly (El) 17.53% 17.5T% 097
Hershey Foods 13.04% 13.21% 0.76
Kellogg 13.12% 13.01% 080
Mobi| Corporation 11.07% 11.19% 051
Nalco Chemical 13.77% 13.70% 079
Rohm & Haas 11.98% 11.94% 0.84
Southem New England Telecom. 10.29% B.28% 0.66
Texaco 12.91% 13.74% 053
TRW 12.49% 11.93% 0.68
Wamner-Lamben 2169 24.4(F 1.10
AVERAGE 14.46% 14.45% 0.83
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DCF AND CAPM DATA FOFR SPRINT-FL COMPARABLE FIRM
PORTFOLIO
DCF RESULTS

Portfolio of Comparable Firms IBES  ZACKS  BARRA Beta Coefficient
Anheuser Busch 12.80% 11.38% 0.78
Apache 13.84% 13.23% 0.76
Atlantic Richfield 1049 10.97% 0.64
Avery Dennison 15.71% 15.56% 0.86
Avon Products 17.44%: 17.43% 0.93
Cincinnati Bell 19.32% 19.54% 087
Dow Chemical 12.54% 11.08% 0.78
Pu Pomt (E. L) 13.03% 1347% 1.01
Ecolab 16.44%, 16 44%% 083
Electronic Data Systems 16.300% 15.97% 1.04
Harley-Davidson 18.17% 18.53% 0.93
Leggen & Plau 15.59%  1680% 0.91
Phillips Petroleum 12.53% 12.74% 082
PPG Industries 12.56% 12,9475 084
Ravonier 11.45% 10.15% 0.79
Rohm & Haas 11.98% 11.94% 0.84
Sprint Corporation 1543% 19.99% 073
Sundstrund 15.77% 15.48% 0.89
TRW 12.49%% 11.93% 0.68
U. S Fraghtways 1481% 1497% 0.92
AVERAGE 14.43% 14.53% 084
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COMPARABLE FIRM IDENTIFICATION CRITERIA AND
METHODOLOGY

i. Introduction

Since BellSouth Telecommunicaiions (BST) does not have equity trading independently of
BellSouth Corporation and Sprin-Florida Incorporated (Sprint-FL) does not have equity
trading independently of Sprint Corporation, no direct market prices of equity can be used 1o
infer the companies’ costs of equity. Thus, it is necessary (o identify portfolios of firms that
are comparable in equity investment nsk to each of the target firms. The discounted cash flow
(DCF) model is applied 10 cach of the portfolio's members and an average cost of equity
capital is determined for the BST-comparables group and then for the Sprint-FL-comparables
group. Given that cach portfolio of firme is of comparable nisk to its target firm, BST or
Sprint- FL, each of these averige costs of equity is an objective, reasonable extimate of each
target firm's cost of equity. The next section identifies the sources of investment nsk and the
specific proxies used to identify comparable firms.

IL. Risk Criteria

The following sources of investment risk arc measured and used 10 identify a group of firms
that is comparable in risk to cach of the target firms under analysis

A. Fmancial Risk
1. Relative Amount of Debt

Financial risk is dependent, in part, on the amoun of 1otal debt employed by a firm
relative to its equity base. Other things being equal, higher debt per dollar of equity
implies higher risk. This source of nsk is measured by a firm's equity-to-total capial
ratio. The most recent annual value (1997) of this rato is used

2. Ability to Service Debt

Apan from the above descriptive measure of a firm's relative indebtedness, it is important
to evaluate the ability of a firm 10 service its total debt. This is assessed by examining the
amount of interest (I) that a firm owes relative to the resources (net cash flow, NCF), or
nel income plus non-cash expenses plus interest expense) it has available to meet that
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commitment. This is measured by the cash flow-based interest coverage ratio, NCF/L
Gther things being equal, an increase in this ratio reflects greater ability to service debt
and consequently implies lower 1iskiness, The most recent annual value (1997) of this
variable is used.

Bond Rating

Bond ratings reflect a rating agency's evaluation of the relative probability of default on a
firm's given debt secunty. Ratings are readily accessible to investors and are ¢c>mmonly
used to appraise the risk of a firn. Bond ratings are assigned numerical (i.e., dummy
variable) values for the purposes of the present analysis. The most recent bond rating
available is used.

B. Business Risk

b

Variability of Cash Flows

The variability of a firm's cash Nows charactenze the nskiness of a firm's chosen line of
business. Cash flows represent a firm's command over goods and services. The nsk
implications of a given level of cash flows are casiest to interpret when related to an
cconomically meaningful base such as total assets. This source of risk is measured by the
standard deviation of the ratio of a firm’s operating cash flows-to-total average assets,
Higher values of the measure are associated with greater nisk. The vanable is calculated
using the most recent five years of annual data (1993-1997),

Operating Return on Assets

The operating return on assets, as measured by the ratio of a firm's operating cash flow-to-
total average assets, reflects the business nisk associated with generating incon.e in a given
line of business. Operating cash flow is used because it does not include the nsk effects
captured in measures that include financing and investing choices. This vanable s
calculated using the most recent annual data (1997).
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I11. Methodology Used ir the Comparable Firms Identificatior Process

A ponfolio of comparable firms is identified using a modified cluster analysis model. Classical
cluster analysis techniques develop vatural groupings of objects based on the relationships among 2
given set of descriptive variables. The goal is to determine how the object siould be assigned to
groups so that there will be as much similarity within groups and as much diffe-ence among groups
as possible. No predetermined reference object is offered 10 organize the grouping effort. The
modified cluster analysis used in this analysis differs from the classical techniques by identifyving a
target object (firm) characterized by several descriptive (financial) measures. The goal of this
application is to find a group of firms that is as similar as possible 1o the target firm in terms of the
identified measures of investmont nisk. Unlike classical cluster analysis, the goal of maximizing the
differences among groups is imelevant since all dissimilar groups are discarded  Specifically, in
this context, only those firms that are identified as comparable tc the given targt firm are rctained
for use in inferring its cost of equity capital.

As in classical cluster models, similanity is determined by measuning the Euclidian distance
between the descriptive variables in a manner that considers the multivanate nature of the problem.
The distance D, of each firm i in the sample from the target firm T, assuming the five descnptive
variables V, discussed above, is calculated as:

D = I, (v, - Vol

The distance measure uses the squared differences of a given firm's descriptive vanable from that
of the target firm T in order to measure distance irrespective of whether it is above (positive) or
below (negative) the respective value for the target firm. The portfolio of firms considered w0 be
similar to the target, BST or Sprint-FL, is identified by balancing the goals of minimizing the
distance D, of a finm from the target with the desire to have a sample of sufficient size to assure
confidence in its representativeness.

IV. Issues in Applying Cluster Analysis

Only firms available on the COMPUSTAT data source also having an IBES and Zacks consensus
growth rate forecast based on at least two analysts’ estimates are retained for analysis. Firms with
fiscal years ending in December of the most recent year for which data arc available (1997) are
considered in the analysis. Foreign, financial, and limited pantnership firms are climinated. Qutliers
are identified on a variable-by-variable basis. Those firms with variable values greater than two
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standard deviations above or below the mean value of the population for each variable are deleted.
All cutliers are climinated before standardizing the vanables 1o prevent biasing the means and
standard deviations. The final population cousists of 308 firms,

Since the proxies of investment nisk discussed above are denominated in different units of
measurement, they consequently need 1o be standardized. A Z-statictic is calculated using the
mean of V, and the standard deviation o; of each vanable across all of the firms as;

- P =¥
2y
o,

The squared difference between the Z-value for each finm's given variable and the value of the Z-
statistic for the target firm for the same given variable across all descriptive variables is then
calculated. After generating Z-values for every vanabie for each firm, squared differences for each
firm are summed. The distance measure D, is determined by taking the square root of the sum of
the squared differences.

Tue final step in the analysis is the identification of the portfolio of the 20 finns that are the least
distance from BST or Sprint-FL. Billingsley Exhibit No. RSB-1 lists the final group of
comparable firms for BST and Billingsley Exhibit No. RSB-2 lists the final group of comparable
firms for Sprint-FL. A correlation coefficient matrix for the variables used to identify firms is
provided on the following page.
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CLUSTER ANALYSIS CORRELATION MATRIX

Operating Cash Operating  Cash Flow
Commen Equity  Flow lo Assets Cash Flow  Interest
to Total Capital Standard Deviation 1o Assets Coverage

Eond Rating -0.385 0.210 -0.319 -0.448

Common Equity 0221 0411 0.587
to Total Capital

Operating Cash 0.208 0.066
Flow to Assels
Standard Deviation

Operating Cash
Flow to Assetls 0.401
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CALCULATION OF U, S. TREASURY BOND FUTURES' IMPLIED
INTEREST RATE

The interest rate implied by the price of a U S, Treasury Bond futures contract cannot be directly taken
from The Wall Street Journal. Rather, it must ' e calculated as follows:

$40 $40 §40 $1,00C
(Price of Contract) X 10 = + L — +

- + d
a+y g+ (+n* @+

where i = the semi-annual rate of return.

The implied annual rate of retum on U.S. Treasury bond futures is calculated as:
Annual Rate of Return = (1 +i)*- 1.

The U.S, Treasury Bond futures contract prices shown below are averaged, by contract maturity, using
the Friday settlement prices for July of 1998,
U.S. TREASURY BOND FUTURES CONTRACT DATA

Contract Average Implied
Maturity 07/03/98 07/10/98 07/17/98 07724/98  07/31/98 Price Yield

09/98 1244375 123.6250  122.0625 123.0000 1225938 123.1438 6.09%
12/98 124.0000  123.3125  1201.7500 122.7188 1223438 122 B250 6.11%
0399 1234688 1226875  121.5000 122.4688 1220938  122.4438 6.14%

06/99 121.8125 1224688 1209063 12]1.5313 121.3438  121.6125 6.21%

AVERAGE IMPLIED YIELD 6.14%
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EXPECTED MARKET RISK PREMIUM: Aaa RATING BASE

Time Standard & Poor's 500 Moody's Aan Market Risk
Period DCF Cost of Equity Public Utility Bonus Premivm
10/87 14.82% 10.92% 1.90%
11/87 15,06 10.43 461
12/87 15.46 10.64 482
01/88 15.65 10,39 2326
N2/88 15.52 9.77 5.75
03/RR 15.42 9.72 5.70
O-/88 15.45 10,07 538
05/8% 15.42 10.29 513
%14 15.65 10.27 538
{17/48 1563 10:50 3113
(O8'E8 15.72 1066 506
U9/ER 15.66 10,15 5351
10/88 1561 9.62 60l

1 1/88 15.64 052 f]2

| L8R 15,58 067 5.91
ol/e9 15.54 0.72 582

02/RY 1534 971 5.63




Time

Period

03/89

04/89

05/89

0689

O7/89

N8/E9

09789

10/89

11/8%

1289

o150

0290

03m0

D4/90

05/90

0690

07/90

BellSouth Telecommunications

EXPECTED MARKET RISK PREMIUM

Standard & Poor's 500
DCF Cost of Equity

15.34
1535
15.40
15.22
1536
15.14
1494
15.02
15.17
15.12
15.18
15.29
1547
15.62
15.70
15.71

1581

& Sprint-Florida
Docket Na. 980696-TP
Billingsley Lxhibit No, RSB-5
Expected Market Risk
Premium Approach: Aaa Rating
Base
Page 2of 8
Moody's Aas Marke! Hisk
Public Utility Bonds Premium
987 547
9 K8 547
9,60 540
9113 609
E9% 61K
9.02 612
2.10 5.84
.01 601
g9 6.25
B9S2 20
9.08 610
015 594
D48 599
960 602
058 612
918 6l
[ ' hds
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EXPECTED MARKET RISK PREMIUM

Time Standard & Poor's 500 Moody's Ana Market Risk
Period DCF Cost of Equity Public Utility Bonds Premium
DES0 15.69 954 615
09/%0 1591 0.7} 618
1 (/%0 16,04 Q.64 638
11790 16.23 943 680
12/90 16.16 9.18 698
alrg 16.17 9.17 7.00
0291 16.01 892 709
031 15.85 9.04 b8l
4/91 15.61 8.95 6.66
0591 15.55 893 .62
0691 15.59 Q.10 649
0791 15.59 9.10 649
0891 15.62 BRI 681
9] 15.59 R 694
1091 15.52 57 615

1Al 15.58 B.52 7.06




Time

Period

01/92
n2/92
0392
04/92
05192
0692
o7m2
0892
92
1092
1192
1292
013
0293
0393
04/91

D53
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Standard & Poor's 500
DCF Cost of Equity

15.65
15.60
15.71
15.57
15.53
15.54
15.45
15.44
15.46
15.57
15.53
15.56
15.57
1529
15.07
15.00
14.71

14.81

Expected Market Risk
Premium # pproach: Aaa Rating
Base
Pagedof &
Moody's Aan Market Risk

Public Utility Bonds Premium
838 737
822 7.38
8.30 741
839 7.18
§i6 717
832 122
.16 g
812 1.32
84 142
B4 T.53
B.0GO 747
K11 TAS
R.01 T.56
7.94 1.35
7.75 732
7.64 736
T.50 7121
744 7.7
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EXPECTED MARKET RISK PREMIUM

Time Standard & Poor's 500 Moody's Aaa Market Risk
Period DCF Cost of Equity Public Utility Boads Premiuvm
06/93 14.73 137 T.36
0793 14.61 T35 136
0893 14,59 6.94 7.65
09/91 14.43 6.76 1.67
10/93 14.50 6. 75 1.75
11/93 14,52 T.06 T.46
1293 14.50 T.06 T7.44
01/94 14.55 7.05 7.50
0794 14.59 7.19 T.AG
0394 14,66 T.60 T.06
04/94 14.69 B.00 669
054 14.77 B.11 . by
0694 14.859 507 652
07/94 14.95 821 674
0894 14.78 B.L5 6.6
0994 14,82 841 641
1094 14.80 K65 615

1194 14,95 BT 618




BellSouth Telecommunications
& Sprint-Florda

[Docket No. 980696-T1

Billingsley Fxhibit No. RSB-5

Expected Market Risk

Premium Approach: Aaa Rating

Base

Page ol 8

EXPECTED MARKET RISK PREMIUM

Time Standard & Poor's 500 Moody's Ana Market Risk
Period DCF Cost of Equity Public Utility Bonds Premium
12794 14.96 B.55 6.4l
0195 15.01 851 648
0195 14.95 E33 6.02
01/95 14.95 BB 677
04795 14.89 B.O8 6.81
0595 14.93 711 122
0695 14.89 739 7.50
07/95 14.92 1.51 741
0895 14.95 7.66 129
0995 14.95 141 7.53
10/95 14.89 1.23 7 by
11795 14.90 T.13 1.77
12195 14.82 04 T.KE
0156 14.68 692 1.76
0296 14.79 .01 T68
0396 14.79 7.45 T34

0498 14.80 7.60 T.20
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EXPECTED MARKET RISK PREMIUM

Time Standard & Poor's 500 Moody's Aaa Market Risk
Period DCF Cost of Equity Public Utility Bonds Premium
05/9¢ 15.01 7.73 7.28
0496 14.99 7.83 T.16
07196 1497 7.78 7.19
0R96 15.10 1.59 7.51
099G 15.22 '.I'_TE; 746
1056 15.21 1.50 .7
11796 15.24 i) 8.03
12196 1531 733 7.98
0197 1522 7.53 7.69
097 15.16 747 769
uzm7 15.11 1.70 T.41
04197 15.36 7.88 748
0597 15.49 .72 .17
0697 15.56 1.55 8.0|
0797 15.62 1.29 B11
08M7 15.62 7.19 821
a7 15.66 7.13 833

1097 15.61 T.18 K43
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EXPECTED MARKET RISK PIEMIUM

Time Standard & Poor's 500 Moody's Aaa Market Ris"
Period DCF Cost of Equi ¥ Public Utilir: Bonds Premium
1197 15.57 1.09 B4R
1297 1548 6.99 B4y
01498 1554 6.KS B &Y
0298 15.63 6.91 L Srp
03/98 15.56 .96 8 60
0498 15.57 694 K61
05/98 15.69 694 B.75
M08 15.77 LR K97
07498 15.80 6.80 9.00
AVERAGE 15.19% HA5% 694

* (Caleulated as the average of the monthly risk premiiums, not as the dilferences of the averages for the
enlire Lime.
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EXPECTED MARKET RISK PREMIUM: “A”™ RATING BASE

Time Standard & Poor's 500 Moody's A Market Risk
Period DCF Cost of Equi.y Public Utility Bonds Premium
1V/R7 14.82% 11.34% J.48%
11/87 15.06 10.82 4.24
1287 15.46 10.98 4,48
01/88 15.65 10.76 459
02/88 15.52 10.10 542
03/88 15.42 10.09 5133
04788 15.45 10.54 4.91
05/88 15.42 10.81 461
06/8R 15.65 10.79 4.86
DV/ER 15.63 11.04 4.59
DR/BA 15.72 17 455
D9/ER 15.66 10.61 5.05
10/RE 15.63 10.01 562
11/88 15.64 9.90 5.74
12/88 15.58 10.06 5.52
01/89 15.54 10.08 5.46

02/89 15.34 10.07 5.




Time

Period

03789

04/89

05/89

D6O/RY

(7/89

(R/89

09/89

10789

11789

0390

0490

0590

06/90

0790

Standard & Poor's 500
DCF Cost of Eqaity

15.34
15.35
15.40
15.22
15.36
15.14
14.94
15.02
15.17
15.12
15.18
15.29
1547
15.62
15.70
15.71

15.81

BellSouth Telecommunications

& Sprint-Florida

Docket No. 980696-TP
Billingsley Exhibit No. RSB-6
Expected Market Risk

Premium Approach: “A™ Rating

Base

Page 2 of #
EXPECTED MARKET RISK PREMIUM

Moody's A
Public Utility Bonds

10.23
10,18
n.99
9.64
9.50
9.52
9.58
9.54
251
9.44
9.56
9.76
.85
9.92
10,00
9.80

D75

Market Risk
Premium

5.1

5.07

5.48
5.60
5.08
5.62
5.53

5.62

5.70
3.91

.06
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EXPECTED MARKET RISK PREMIUM

Time Standard & Poor's 500 Moody's A Market Risk
Period DCF Cost of Equity Publie Utility Bonds Premium
0RO 15.09 9.92 51
0990 15.91 10.12 5.79
1090 16.04 10.05 5.99
11/90 16.23 9.90 6.33
1290 16.16 9.73 H.43
191 16.17 9.71 .46
0291 16.01 9.47 654
0391 15.85 9.55 6.30
0491 15.61 .46 015
0591 15.55 944 1l
69| 15.59 9,59 6,00
0791 15.59 .55 604
089l 15.62 9.29 633
| 15.59 916 643
10/9] 15.52 9.12 fr.00

1191 15.58 9.05 6.53
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EXPECTED MARKET RISK PREMIUM

Time Standard & Poor's 500 Moody's A Market Risk
Period DCF Cost of Equity i*ublic Utility Bonds Premium
1291 15.65 H.E8 6.77
0192 15.60 H.H4 6,76
0% 15.71 B.93 6.TH
0392 15.57 B97 6.60
04492 15.53 B.93 .60
0542 15.54 B.R7 fi.67
(VL 15.45 B8 fi.67
07l 15.44 K.57 687
[EM2 15.46 H.44 .02
0942 15.57 K40 7.7
1042 15.53 K584 .59
L2 15.56 B.6) 6913
1292 15.57 K43 7.4
0193 15.29 827 7.02
02yl 15.07 B4 7.03
03493 15.00 T.940 110
(93 14.71 T.81 .90

543 1481 7.K6 6.95
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EXPECTED MARKET RISK PREMIUM

Time Standard & Feor's 500 Moody's A Market Risk
Period DCF Cost of Equity Fublie Utllity Bonds Premium
693 14.73 7.75 6H.9R
07793 14.61 7.54 7.07
DR93 14.59 7.25 1.4
0993 14,43 7.04 7.39
1093 14.50 7.03 7.47
1193 14.52 .30 .22
1293 14.50 7.34 7.16
01794 14.55 7.1 1.22
0294 14.59 747 712
0394 14.66 T.RS f.Rl
G 14.69 822 647
0594 14.77 LR .44
U4 14.89 8.3l 1.
07/94 14.95 847 fr. 48
UH 4 14.78 K4l 6.37
0994 14.82 E.64 LK

1094 14.80 K46 564
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EXPECTED MARKET RISK PREMIUM

Time Standard & Poor's 500 Moody's A Market Risk
Perlod DCF Co=t of Equity Public Utility Bonds Premium
11%4 14.95 H.94 597
12194 14.96 H.76 620
015 15.01 K73 6.8
0295 14.95 K52 641
D305 14.95 L 65K
495 14.89 827 6,62
(595 14.93 7.9 7.02
(95 14,89 7.60 1.2
07/95 14.92 7.70 1.22
0495 14.95 7.8} T.12
0995 14.95 7.62 7.33
1S 1480 T.46 T.43
L19s 14.90 743 7.47
1295 14,582 1.2} T1.59
01 /9h 14.68 .22 744
0296 14.79 1.37 T.42

0396 14.79 7.73 7.06
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Expected Market Risk

Premium Approach: A" Rating

Base

Page 7of ¥

EXPECTED MARKET RISK PREMIUM

Time Standard & Poor's 500 Moody's A Market Risk
Perlod DCF Cost of Equity Public Utility Bonds Premium
0496 14.80 7.59 h.91
0596 15.01 7.98 7.0}
(/96 14.99 R.06 693
0796 1497 8.02 6,95
OX.O6 15.10 T.54 7.26
0996 15.22 LR T.21
10/946 15.21 .17 744
1196 15.24 7.49 - 7.75
12/96 15.31 7.59 T.72
01eT 15.22 .77 1.45
0297 15,16 T.64 7.52
0397 15.11 T.87 1.24
47 15.36 R.03 733
08497 15.49 7.89 1.60
0697 15.56 7.72 7.84
077 15.62 T.4K K.14
0897 15.62 7.51 811

(97 15.66 7.47 LN L
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Expected Market Risk

Premium Approach: “A" Rating

Base

Page 8ol ¥

EXPECTED MARKET RISK PREMIUM

Time Standard & Poor's 500 Moody's A Market Risk
Feriod DCF Cost of Equity Public Utility Bonds Premium
97 15.61 738 B.26
&7 15.57 1,258 812
1297 15.458 T.16 812
0198 15.54 T.04 K.50
02/%8 15.63 7.12 B.51
0398 15.56 T. 1t B.40
L 15.57 7.16 K4l
D598 15.69 T.16 K31
0698 15.77 7.03 K74
07/9% 15.80 7.01 K77
AVERAGE 15.29% B.70% 6.59%"

- _[‘al:ulltr:d as the average of the monthly risk premiums, not as the differences of the averages for the
entire time,
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Aaa vs Treasury Bond Yields
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Aaa vs. Treasury Bond Yields

Moody"s Aza
Public Utility Boad

10.92%
10.43%
10.64%
10.39%
2.7
0.72%
10.07%
10.29%
10.27%
10.50r%
10.65%
10.15%
9.62%
0.57%
9.6
9.72%
071N

08TH

30-Year US, Asw/US, Treasury
Treasury Boad Bond Spread
9.62% 1308
a.91% 1.52%
9.0 1.55%
BEI% | 58%
EdT% 1.35%
.59 L13%
LR 0 1.09%
9.26% L03%
0.06% 1.21%
92X 1.28%
937 |.20%
9.11% 1.04%
B8N 0.70%
9.02% 050,
2.01% 00,664
B94% 0.78%
AP 0,71%
B14% 0.71%




0549
(T
0789
(89
[0 3
HvHD
11R%
1249
(117454
2%

03/

(590
(htn M)

071940

(50
I 1]
FET

1 2%0

Moody's Aza
Public Utlliey Bond

9.88%
960
9.13%
B.95%
9.02%
9.10%
0.01%
592%
8.97%
9.08%
9.35%
B4k
9,60%
9.58%
9.38%
9.36%
9.54%
9.73%
9 60%
9.43%

9.18%
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Aaa vs, Treasury Bond Yields

Page20of 7

Ji-Year US. Ana/US. Treasury
Treasury Boad Bond Spresd
9.06% 0.4
LR 0,70
LIS 0.78%
B 1% (B8
B.11% 0.91%
B.1T% 0.93%
B0 1.01%
7.89% 1.03%
LR 1.02%
B.24% 0.Kd4%
4K 0BT
8.5T% 0.91%
8.75% 0.45%
B.73% 0.85%
LR R (L958%
H.50% 0.84%
BE5% 0.6
B9, 0.74%
B.R&N 0 8%
E.SE% KA

X.23% 0.95%
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Aaa vs. Treasury Bond Yields
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Moody's Aaa 30-Year LS, Aza’US. Treasury

Date Public Utility Boad Treasury Boad Boad Spresd
0149] 2.1 8200 0.97%

291 89X 5.08% 0.84%
B34 0.04% F2% 0LR3%
9] B95% B 0.73%
1159] B.93% 8.24% 0.6%%
0691 9.10% B4B% 0.63%
0791 9.100% a4 0.6t
LA HEI% 15% 0.t
(99 B.65% 7.96%, 0.6%%
TI8 ]| BAT T.95% 0.62%
1B B.52% 7.91% 6] %
| 2a1 R.38% 7.69% 1), P
042 B.22% 7.61% (L61%
0292 B.30% 7.86% dd
(1397 HAee EALLT Y 039
[EE'M B35 T95% 0.41%
0592 KI2% T.E9 0.43%
w92 B.26% T.83% 0.41%
0742 BI% 1.59% 0.53%
EG2 HO4% 7.3 (L65%

992 K% T.34% 0.7
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Aaa vs. Treasury Bond Yields

Pagedof 7
Moody's Ana J0-Year US. AswUS. Treasury
Date Public Utility Bond Treasury Bond Bond Spread
a2 B.06% 1.5 0. 56%
1192 B.11% 1.56% 0.55%
1292 B.0I% 16t 0.55%
93 1.94% 1.34% 0,60
0293 1.75% T.06% e
0393 7.64% h.7K% (1.8
(93 1.50% 6.55% (0,65%
0593 T.44% 6.52% 0.52%
0693 13™% 6.8 2% (.55%
0793 1.25% 6.63% 0.62%
(%93 6.94% 630 0.64%
993 6.76% 603% 0,73%
193 6.75% 5.93% X%
1M 1.06% 0.24% DK%
129] 7.06% 6.20% (.5
1194 T.05% 6.29% 0. 78
0294 7.19% 6.51% 0.68%
HER ) 7.60% 6.94% 0, i
(494 B0 1.25% 0.75%
A4 Ell% 13 0.79%

(Hv04 0TH 1.38% (6%




Date
0794
U4
(50
1ivg4d
1144
12494
195
0x9s
Ues
(495

U505

U795

095
11ves
LIS
1 295
0196
0196

0396

Moody"'s Aza
Public Utliy Bond

E21%
£15%
B4l%
B.65%
.77
B.55%
3.51%
5.33%
BIE%
B.08%
1.71%
1.39%
T.51%
1.66%
T4
T.23%
T13%
6, 94%
6.97%
TI%

1.45%
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Aaa vs. Treasury Bond Yields
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30-Year LS.
Treasury Bond

T.60%
T.61%
TR4%
BOIN
BIT%
1.91%
1.846%
1.66M%
T5%
T43%
T.0:%
6.65%
6.75%
6.97%
b.44%
6.35%
6.2%%
6.05%
6.05%
6.25%

6.62%

Ana/ll S, Treasury
Bond p.ead

0.61%
0.54%
0.5
0.63%
0.6{F%
0, (4%
0.6
0.6T%
0.6l
L65%
0.6T%
0.71%
0.76%
0.74%
0.9%%
0B
(1A%
(LR
08T
OB

81%




Date
496
(5%
(405
079
(96
(P16
156
1196
127946
alm7
97
037
(/97
0597
Y7
ore7

(e

Maoody's Aaa
Public Utility Bond

7.60%
1.73%
1.83%
71.78%
7.50%
L.76%
T.5(F%
1.21%
133¥%
1.5)%
T4AT%
1.70%
T.RE%
1.72%
7.55%
T2
T30
7.3
T.18%
T80

6.99%
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Aaa vs. Treasury Bond Yields
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30-Year US.
Treasury Boad

676
6.94%
h.04%,
T.05%
NE

T.00m%

6.2%
6.7k
6.9
T.03%
6.91%
6.73%
&.51%
6.58%
6.4%%
6.33%
608

S.99%

Aaa/US. Treasury

0.84%
0.7
0.5
0.73%
0.71%
0. 76%
0.72%
10, 6t%
0.1
0.71%
0.7
0.74%
0.75%
0,759
0.82%
1. T8%
0.8l%
0. 84%
0.E5%
1.01%

1.03%
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Aaa vs. Treasury Bond Yields

The Wall Street Journal

Page 7of 7
Moody's Aaa J0-Year US. Aza/US, Treasury
Date Public Utility Bond Treasury Bond Bond Spresd
019y G H5% S.81% 1.02%
0298 6.91% 3.89% L.02%
03938 6.946% 5.9M% 1 O4%
0498 6.94% AT 16T
0598 6.94% 5.03% 101 %
498 6,800 5.0 L11%
07/9% 6800 5.68% L12%
AVERAGE HI5% T.55% 0.50%
Sources: Moody's Bond Record
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“A" vs. Treasury Bond Yiclds
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“A” vs, Treasury Bond Yields
Moody™s A J0-Year US. AUS. Treasury
Public Utiiity Bond Treasr -y Bond Bond Spread
11.34% 9.62% 1L.72%
10.82% 5.91% 1.91%
10.98% 9.0 | .R%
10.76% B.41% 1.95%
10.10% B.42% 1.68%
10.09% B.59% 1.50%
10.54% 8.98% | $6%
10.81% 9.26% 1.55%
10.79% 9.06% 1.73%
11.04% 9.22% 1LE2%
1.17% 9.37% 1.80%
10.61% 9.11% 150
10,01% K 92% 1.09%
9.90% 9.02% 0.88%
10.06% 9.01% 1.05%
10.08% B.94% 1.14%
10.07% 9.00%% 1.0T%
10.23% 9.14% 109
10.18% 9.06% 112%
9.9%% 890 o

64 B.35% 1 29%
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“A" vs. Treasury Bond Yields

Pagelof 6
Moody's A Jjp-Year US, AJUS. Treasury
Public Utility Bond Treasury Bond Bond Spread
9.50% Blirs 140
9.52% B11% L41%
9.58% BT 1.41%
9.54% B0 1.54%
9.51% T.8%% 1.62%
9.44% 1.9 1.54%
9.56% B.24% 1.32%
9.76% B.48% 1.28%
9.B5% B.5T% 1.25%
0.92% B.75% 1.17%
10.00% B.73% 1.2™%
9.80%% B4 137%
9.75% B8P 1.25%
9.92% H.85% 1O
10.12% B9 1.13%
10.05% H.H6% L1
9.90% B.58% 1L3X%
9.73% B.23% 1.50%
9.71% B.20% 1.51%
9.4Th H.OEY. .39
055% B21% 3%
Q.46 2% 1.24%

0.44% B.24% 1.20%




0791
9]
9l
1]
1191
1291
0192
0w
0392
(W92

0592

02
(FLRMH,
I 192
1292
ol
(193
i)

(k)

Moody's A
Public Utility Bond

9.57%
9.55%
9.29%
2.16%
0.12%
9.05%
B.EEY
H.E4%
B83%
B9
B.93%
LETH
1L.78%
55T
Badts
B.400
B.54%
B.63%
B43%
1T
BO4a%
7.90%%

T.81%
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“A" vs. Treasury Bond Yields

Page3of 6
J0-Year LS,

Treasury Boad
B.48%
5.44%
LR
7.90%
T.95%
1.91%
1.69%
7.61%
7.86%
5.00%%
1.95%
7.89%
7.83%
1.5%%
7.30%
734%
1.50%
1.56%
7.46%
7.34%
7.06%
0. 78%

6. K5%

AN, Treasury

L1l%
LI1%
1.14%
1.2(P%
11T
1.14%
1.15%%
1.23%
1.07%
0.97%
0.98%
0.98%
0.95%
0.95%
1.05%
1.06%
1.04%
1.07%
0.97%
0.93%
0,9%%
1.12%

11,945
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1293
(R
094
(1394
(94

0594

0794

194

1T
11754
1294
w5
G195

0395

7.03%
1.300%
1.34%
1.33%
TA4T%
TS
B22%
B.33%
H31%
H4TH
H4l%
H.6d%
HHE%
B.98%
K.T6%
B.73%
B52%
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“A" vs. Treasury Bond Yields
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J-Year US.
Treasury Bond

6.9

1.32%
1.38%
1.60%
1.61%
7.84%
B0
BIT%
1.91%
7.86%
1.66%

7.52%

ASUS. Treasury

0.94%
0.95%
0.91%
0.95%
1.01%
11
1.06%
1.0K%
14%
0.985%
0.91%
0.97%
1L.01%
0.9}%
0TS
0 80
08P
0.84%
0.8l%
0.85%
0.57%
0.B6%

(TR R




Date
0495

0595

07/95
0895

(F95

1195
1295
01796
0296
0396
(96

0596

07596

194
1196
1296
are7

ne

Moody's A
Public Utility Bond

B.2T%
7.91%
1.60P%
1.70%
TEI%
1.62%
1.46%
1.43%
1.23%
1.22%
T3
1.73%
T.89%
1.96%
B.06%
B.OM%
7.84%
B.01%
1.7T%
1475
T.50%
1.1

T.64%
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“A" vs. Treasury Bond Yields
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30-Year U.S. ASUS. Treasury
Treasury Bond Bond Spread
TAI% 0.84%
TO4% Oa™
6.68% 0.92%
6.75% 0.95%
6.92% D.91%
B.44% (T
B.35% L%
6,29 1.14%
6.05% 1.1%%
G.05% L™
6.25% 1.12%
6.62% 1.11%
b T6% L13%
6,548 1 O%%
6945 1L12%
T.058% 09T
6.88% 0.9
T.00P% LuI%
6.78% .99
6. 55% 094%
6.56% L0i%
6.82% 0.95%
6. 7% (194,
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“A" vs. Treasury Bond Yieclds

Page 6 of 6
Moody's A Jo-Year US. AUS, Treasury
Date Public Utilicy Bond Treasury Bond Bond Spread
0397 18™% 6.96% 0.91%
497 £.03% 7.13% 0.90%%
0597 7.89% 6.93% 0.9%%
697 17I2% 6.73% (.99
ure? 7.48% 6.53% 0.95%
097 1.51% 6.58% 0.93%
0997 1.4 6.49% 0.7%%
10v97 135% 6.33% 1L.O0X%
1197 7.25% 6.08% LI
1297 T.16% 5.96% 1.20%
0198 T04% S.H3% 1.21%
0298 1.12% 5RO 1.23%
0398 1.16% 5.97% 1.24%
0498 1.16% SET% 1.29%
0598 7.16% 5.93% 1.23%
D6v9R 7.03% $.69% LM%
17798 7.03% 5.68% 1.35%
AVERAGE R70% ~ 1.55% 1.15%

Sources: Moody's Bond Record
The Wall Street Journal
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BST Capital Structure
Page 1 of 1
BellSouth Telecommunications
Book Value Capital Structure
June 30, 1998
Weighted
Source Ratlo Rate Cost
Equity 56.44% 15.00% (Implied) 8.47%
Debt 43.56% 6.39% 2.78%
Total 100.00% 11.25%

60% Equity Ratio Used in BellSouth Telecor imunications Cost Studies

Weighted
Source Ratio Rate Cost
Equity 60.00% 14.35% (1mplied) 8.61%
Debt 40.00% 6.60% 2.64%
Total 100.00% 11.25%
BellSouth Telecommunications
Market Value Capital Stru« ture
March 11, 1958
Weighted
Source Ratlo Rate Cost
Equity 86.06% 14200614 46° 12.22%-12.44%
Debt 13.94% 6.60%% 92%
Total 100.00%% 13.14%-13.36%
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Sprint-FL Capital Structure

Page 1 of |
Sprint-Florida
Book Value Capital Structure
June 30, 1998
Welghted
Source Ratio Rate Cost
Equity 60.05% 13.99% (Implled) R.40%
Debt 39.95% 7.13% __2.85%
Total 100.00% 11.25%

Capital Structure Used in Sprint-Florida Cost Stadies

Welghted
Source Ratio Rate Cost
Equity 59.58% 14.12% (Implied) R.41%
Delbnt 40.42% 7.02% 2.84%
Tial 100.00% 11.25%

Sprint-FL Market Value Capital Structure

March 31, 1998
Welghted
Source Ratio Rate Cost
Equity B1.72% 14.30%-14.53% 11.97%-12.16%
Debit 16.28% 6.95% LI3%

Toal 100.00% 13.10%-13.29%




BellSouth Telecommunications
& Sprint-Flonda

Docket No, 980696-TP

Billingsley Exhibit No. RSB-11

Market Value Capital Structure of
BST Comparables
Page 1 of 2
Market Value Capital Structure of Portfolio of Companies Comparable in Risk to
BellSouth Telecommunications
March 31, 1998
COMPANY MANKET | TOOK VALLE OF l BEXK VALLE OF DEBT | TOTAL EQUITY S TOTAL |
VALUE OF TOTAL DEST PREFUREED CAPITAL' CAPITAL
COMMON EQUITY
£QuUITY
l;\unn A4 744 00] FRITR]] 0,00 00573 0.942
abortones
Alummurn Co. of 1241221 1952 10 45 &% 01383 [(ETY]
AT
Ao 4114652 SEEN D0 0,00 0.1168 0HED
Anheuser-Husch 2130293 4384 bl 0,00 0.1 0 nwl
[Avery Denmison NI 247,70 000 00544 0 msei
r.mnnnm ] TR 450 80 0.00 01021 0 m1
vy LT 1349 10) 1980 01249 ] r.snt
4901 85 1198 23 .00 0. 1964} X
R H)& Som
s Pomt (B L) 6245311 1208 ) 0| 337 oo 0 1648 [} &1
Jectron Dat 21081 98 V900 &) 0.00 00827 09l
Sk
lenhey Foods T4X0.25 1317 34 [Ty 01 508 [ETTE
Inm:: 14198 64| 1998 3 0 00 01332 ulm]
II.LIIr (E1) 4K11H B4 JHJ.?uI ] 10802 LT |
bl S0875.5] MH[.IJI 134 RES] oA
IN.nlm Chemical 21 I.b‘.l 357 40| 11400 01344 )
[iohem & Hass ann 0. 0¥ 126 00 0. 130% (R
Southern New 139759 1343 20| 0,00} TEECT D 640
Fngland Televom 1
Tewsco 2181877 CETRICY Al (0 0 iwaT LT}
THW mu.lol 1636 00 1 00) 01988 R

' Dbt is defined as the book value of 1otal debt plus the book value of preferred equity.
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Market Value Capital Structure of
BST Comparables
COMPANY MARKET | BOOKVALLE OF | LQUITY  TOT AL
VALUEOF | TOTAL DEST CAPITAL
COMMON
EQUITY

Warner -l ambent FTATE 3300 30 Hotd
Averaged SI0852.09 $I61.47| S5 [N

.,..1

* The average debt and equity ratios are calculated as the pverage of the respective ratios for each individual

COmpany,
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Market Value Capital Structure of
Sprint-FL. Comparables
Page | of 2
Market Value Capital Structure of Portfolio of Companies Comparable In Risk to
Sprint-Florida
March 31, 1998
COMPANY MARKET :WTT&‘:«W " DERT TOTAL TQUTTY [ TOTAL
VALUE OF TOTAL DENT PREFERRFD CAFITAL' CAPITAL
COMMON EOUTTY
Ty
 Anhowser Husch 213019) 4505 00 .00 o 1701 0 B2
Apache Corpomtion 2980 5] 1510 38 [ [(REY 1l 6b31
 Atianse Rachfickd 20981 91 a0l o 1.00 02381 CRET |
Avery Denmuson 429347 447 M) 0.0 0 0544] 1] wu]
Avun Producn 7563 (4] FITRTT 0.0 BoM| um«l
§ e Bl 4044 29 FITLT IiT 01071 LR
e (hezmaal 19160011 B28K () & [ 0.2477 1] u:-]
I'nur-um (1) 6245311 12083 00 FIRITT 0l 1648 DRIS
Iiir-hb 2456274 308 27 0.0 THEIE m.j
ectronc 1uts 2104198 1500 40 LT 0827 TR
VT
I Lariey - Dividuon 274612 1T0 A4 1 0] 1189 TN
gyt & Pla 12428] 313 A i [ 01354 i Ba
Hips Feoolewm 10850 8D 3680 00| .00 02313 T T4R
11} bdustries 1004 3 90) 1701 0w 00,00 0 1434] HRsS
11418 424 82 0 00y .2 Te4 (EHT |
shien ok |laas 5320.m 0 00 126 0 0.1 XM KT
reind Corporation 1938000 ITEET TR 0187 EEE
SEr=— 267437 H}ml 0 00 01201 TR
THW 687610 165h ml 10| 1 INAR TR

" Dbt 15 definad as the book value of 1otal debt plus the hook value of preferrad aquity.
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Market Value Capital Structure of
Sprint-FL Comparables
Page 2 of 2
COMPANY MARKET | BOOKVAILE OF | BOOK VALLE OF DERT I TGTAL FQUITY [ TOTAL |
VALUE OF TOTAL DENT FREFERRED CAFTTAL' CAPITAL
COMMON EQuITY
EQUITY
[U'S Fraghways B44 93 11565 0.0 01521 D847
Averages SII45184 [FITIET) 511.18 [T mq

* The average debt and equity ratios are calculatod as the avorage of the respective ratios for each individual

company,
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average risk premium of 6.94% is added o the recent average Asa-public utility bond returs of
6.85% to yleld mn expected cost of equity return on the S&P 500 of 13.79%.

Billingsley Exhibit No. R§B-6 shows that the average expected risk premium relative 1o A-
rated public utility bonds from 1987 w0 July of 1998 is 6.59%. The average yleld on A-raed
public utility over the most recent three months (May to July of 1998) is 7.07%. Thus, the
average risk premium of 6.59%; Is added 1o the recent average A-public wtlity bond return of
7.07% to yield an expected cost of equity retum on the S&P 500 of 13.66%.

In summary, risk premium snalysss using both Axs- end A-rated public utility bond retun
reference points indicate that the expected return on the broad equity market, a3 measured by
the S&P 500, is currently between 13.66% and 13.83%.

B. ADJUSTMENT FOR POTENTIAL CHANGES IN THE RISK
PREMIUM OVER TIME

What specific adjustment do you make 1o update your risk premium azalysis in light of the
cvidence cited in your previously filed direct testimony on the Inverse relationship between Lhe
risk premium and the level of interest rates?

As noted o my direct testimony, during the period of the Hamis and Marston study (R. S.
Harris and F.C. Marsion, “Estimating Sharcholder Risk Premis Using Analysts’ Growth
Forecasts,” Finsnclal Management, Vol 21, No. 2, 1992, pp. 63-70), the sverage risk
premium was 6.47% and the average yield cn long-term U.S, Treasury bonds was 9.84%. The
Mrﬁﬂlﬂﬁm@hnﬂyuﬂﬁtmﬁmhmﬂduwulwd-
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