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• Sharing mechanism should be eliminated to
go to pure Price Cap plan

• However, If the Commission decides to:
Retain sharing, or
Provide a "No sharing" option with
a buy-in

Then it is necessary to have an option
allowing elimination of sharing based on a
competitive showing



NYNEX
PRICE CAP REVIEW

PRODUCTIVITY

• Should be based on historical Total Factor
Productivity (TFP) for industry

• Commission should adopt a 5 year "Rolling
Average" TFP with a 2 year lag.

Captures changes in industry
productivity

• Government precedent - Interstate
Commerce Commission (ICC) instituted a
rolling average for railroad industry in 1989

• Retain a CPD of 0.5%

• If Sharing retained, Keep TFP + 1% option
with larger sharing bands.



NYNEX
PRICE CAP REVIEW

PRICING FLEXIBILITY

• Expanded pricing flexibility is needed to
meet competition and satisfy customers

• Equalize all lower banding limits (zones,
subcategory, category) to -20% for the
trunking and local service categories

• Below band filings are not a solution - they
impose administrative burdens and cause
delay

• Allow variations in local switching rates by
zone



NYNEX
PRICE CAP REVIEW

EXOGENOUS COST ADJUSTMENTS

• Limit exogenous treatment to those currently
allowed items whose aggregate amount
exceeds 0.5% of interstate revenues

File for differential of aggregate amount
over 0.5% benchmark

Maintain existing definition of allowed
exogenous items



Sharing and Access Reform: Conflicting Goals

It is generally recognized that the existence of a sharing mechanism in a price cap
regime represents a less than optimal situation. The incentives of a firm toward greater
efficiency that form the basis of any price cap plan are muted by any requirement to
"give back" some ofthe gains made by the firm, and it is only when the loss of that
greater efficiency is more than offset by the need for consumer safeguards that sharing
can be justified. Under this situation, one must view sharing, then, as a necessary evil, a
consumer safety net in case a productivity factor is set too low and earnings will
otherwise rise to immoderate levels because market forces are not present in sufficient
amounts to maintain prices at economic costs. In the current review of price caps, the
record supports the elimination of sharing. Ifthe Commission decides to retain sharing,
however, or eliminate it only through an option involving a higher productivity hurdle, it
must also allow for the elimination of sharing through a competitive showing. This
paper will examine in brief the implications of a sharing requirement on attempts to
reform Access pricing, and under what circumstances this "necessary evil" can and
should be eliminated.

Sharing and Competition

The case for a sharing mechanism essentially rests on the absence of vigorous
competition in a market. The salutary economic benefits of competition are well known
and can be listed, but they amount to no more than an assurance that consumers reap
some benefit from the market forces put on firms. Other means exist to create these
assurances, and the Commission can employ these less efficient alternatives to market
forces if it desires to eliminate the sharing mechanism. The Consumer Productivity
Dividend (CPD) is one such mechanism. It exists solely to raise the hurdle over which
LEes must pass to realize the advantages of price caps. It is possible, therefore, that
some firms could and would accept a yet higher CPD hurdle to gain the greater
efficiencies that come with a pure price cap regime. This option, however, is only
fea<;ible for firms not yet embroiled in a highly competitive market. This is so because,
as c:ompetition takes hold in a market, and until market share stabilizes, competition
dampens productivity and earnings to a degree that will not allow a firm to overcome
any greater hurdle. In such a situation, productivity will decline during a transition
period as outputs, i.e., demand and revenues, are eroded more rapidly by competition
than most inputs can be reduced, viz., fixed expenses and common overheads cannot in
the short term decline as rapidly. In the long term, as corporate downsizing takes effect,
market share stabilizes, and a smaller, leaner firm emerges, productivity can increase
again; but at that point, however, competition has been firmly established as the
regulator of the marketplace. Long before that point is reached, of course, a sharing
requirement is unnecessary. The historical results of earnings and demand for NYNEX
since the inception of Price Caps suggest that it is in this transition phase, and that the
Commission must now consider a means by which carriers like NYNEX, which cannot



"afford" to provide the expedient assurances of an inflated CPD, can make a sufficient
showing that sharing is no longer necessary based on the existence of competition.

Sharing and Access Reform

Establishing criteria that will allow for the elimination of this "necessary evil" is
important to the Commission for two reasons. First, sharing must be eliminated before
Access Reform can be implemented, because a necessary part of such reform is the need
to remove portions of broad markets from under price cap regulation as competition for
services grows and becomes firmly rooted in geographic pockets throughout a serving
area. We'll examine this impetus in a moment. The second reason sharing must be
eliminated as markets become more competitive has to do with the need to eliminate the
lower formula adjustment ((LFA). The LFA cannot be equitably eliminated unless the
requirement to share is also done away with, since the two were crafted to provide a
balanced approach to protecting consumers from excessive LEC earnings if the X factor
was set too low, and, at the other end, protecting LEC stockholders from confiscatory
earnings levels if the X factor were set too high.

To elaborate further on this second reason before returning to the first, it should be noted
that competition in the transition period will erode earnings, and that earnings can
therefore decline to a level that would trigger a LFA, if provisions for one exist.
Implementing a LFA would mean that, in areas and services with relatively inelastic
demand, competitive losses could be partially recouped by a LEe. Pressure for
sustained short term earnings, combined with the essentially inelastic demand of some
services in some areas, e.g., residential and small business customers in rural areas,
would encourage this unintended abuse of the LFA. The LFA must be eliminated as
markets become competitive, and the Commission can only do so by also eliminating
sharing.

Returning now to the first reason that sharing should be eliminated, the Commission
must envision the patchwork of competitive areas and services that is rapidly forming,
and which requires a targeted approach to regulatory relief. The NYNEX Universal
Service Preservation Plan (USPP) provides an example of the type of disaggregation that
could be useful in differentiating among services and zones within a region, although it
is not the only valid approach. The USPP distinguishes between multi-line and single­
line customer services, and it establishes three different zones based on the amount of
competition that is present in each, with Zone I representing the most competitive zone.
One would expect that the most competition would be for multi-line customers in Zone
1 (as in fact is the case), and that it would be those services in Zone I that would first be
granted streamlined regulation because of competition.

With a requirement for sharing still in place, however, and with the Part 69 requirement
to allocate costs on a study-area level, no services in any zone, no matter how
competitive, could be removed from under price caps, because of the need to extract out
the associated costs and revenues, and the impossibility of doing so on such a sub-study-



area, sub-switch basis. Since telephone switching equipment provides multiple services
in each central office (CO), and since only some services would be competitive in that
CO, an allocation mechanism would have to be developed on a switch-by-switch basis -­
essentially an accounting morass. The upcoming tariff filings for Video Dialtone may
raise this problem even before any Access Reform efforts are completed.

One possible solution to the cost allocation problem with the sharing requirement in
place would be to allow cost allocation below a study-area level, and to remove all
services in a zone from price cap regulation, once competition in that zone has reached a
predetermined level. That would solve the probl~m of needing to apportion switch
costs, but, even apart from the Part 69 changes it would require, it would create a
situation in which all services in an area or zone are removed from price cap regulation
even though only some customers in that area (e.g., multi-line customers) have
competitive alternatives. Another solution might be to treat services removed from
under price caps as is done today, viz., assume that revenues equal costs for these
services. Such an approach works well enough when the services and associated
revenues outside of price caps are quite small. Once major portions of revenues are
removed from under price caps, however, the charge could be made that the return from
these competitive services is drawing down the overall return and thereby lessening a
sharing obligation and allowing less competitive services to absorb and offset the
downward pressure on competitive service rates.

The politically more palatable approach of targeting regulatory relief more precisely is
possible only with a two-dimensional approach like the one employed in the NYNEX
USPP, and that approach requires that there be no requirement for sharing. Fortunately,
since both the need for regulatory relief and a case for the elimination of sharing can be
based on the presence of competition, an elegant solution is possible in the form of
establishing criteria that will allow the Commission to eliminate sharing on a LEC­
specific basis, once competitive inroads are sufficient.

Criteria To Be Used

The criteria to be used in assessing whether sharing can be eliminated will no doubt be
the subject of much debate, hence, the Commission must begin immediately to consider
them. NYNEX suggests that they include both quantitative and qualitative elements,
since the latter alone may not provide adequate assurances, and the former are
necessarily historical and inequitably dilatory in a time of rapid change in the
marketplace. Quantitative data should be based largely on earnings trends,
supplemented by demand data, rather than solely on market share, which is difficult for
LECs to obtain and in any case is less meaningful when seeking to assess competitive
inroads across an entire region. Quantitative data should largely be used to see if
competition has formed, whereas qualitative data should be used to confirm that the
competition that has formed will flourish. In that regard, information on the deployment
of competing networks, LEC efforts to promote competition, and the regulatory
environment in a region should be key. The showing ought to be that a "substantial



portion" of LEC revenues across a region are subject to competitive threats, and that the
LEC and regulators in the region have taken actions that allow for robust competition.
The qualitative criteria include:

• Are competitors (CLECs) allowed interconnection to points within the LEC network
where technically and economically feasible?

• Do CLECs have access, on an unbundled basis, to LEC network functions, services,
and information, including databases, signaling, and network routing processes?

• Do CLECs have equal access to poles, conduits, and rights of way?

• Does the LEC integrate competitors' Class 4 and 5 switches into the LEC traffic
routing plan through unbundled switching and facility elements at cost-based rates?

• Are CLECs allowed to resell and share unbundled LEC network services?

• Have state and federal franchise restrictions to entry been eliminated, so that any
competitor can enter the local exchange market?

• Do CLECs have non-discriminatory access to telephone numbers?

• Do LECs and their competitors compensate each other for terminating traffic on each
others' network?

• Have LECs and CLECs established cooperative engineering, operational,
maintenance, and administrative practices and procedures?

• Has the LEC taken reasonable efforts to make telephone numbers portable?

Armed with the assurances derived from these quantitative and qualitative data, the
Commission would then act to eliminate the sharing requirement for the petitioning LEC.
It would still require further, particularized information, if the LEC contended also that
some classes of services in certain areas or zones faced demonstrably sufficient
competition to warrant having them removed from price cap regulation. The showing for
regulatory relief would still rely on a mix of quantitative and qualitative data, but,
because of the localized nature of the competition, a heavier reliance could be placed on
quantitative data, including market share.

Conclusions

The Commission can and should eliminate the sharing requirement. To address the
concerns expressed by some parties in this proceeding, two methods can be developed to
allow it to achieve this desirable end: 1) it can impose an additional CPD to insure that
LECs with the ability to do so can flow the effects of a greater productivity offset to



consumers; 2) it can establish criteria that will provide it assurances that consumers will
benefit because competition has developed in a region. In the rapidly evolving
environment in which a nationwide, homogenous market no longer exists, and which
requires the singling out of individual areas and services ripe for access reform, the
Commission must take steps now to allow consumers to gain the benefits of a pure price
cap regime and to allow LECs contribute to the growth of the competitive marketplace
and to the robust deployment of the Information Age infrastructure.
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Table 1

Valuation Comparisons
(Prices as of December 9, 1994)
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Table 1 (Continued)

Valuation Comparisons
(as of December 9, 1994)
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087 o 7B 84% ·75% -14.9% -2.5% 57.2% ·59.7% Telefonos de Chile (CTC)

285 049 14% -15.6% ·279% NA 572% NA ENTEL (Chile)

143 062 149% -18.8% -18.9% -13.0% ·118% -12% Telefonos de MOllIca (TMX)

1 ,. 100 154% -24.1% ·260% ·9.5% -9.7% 0.2% Telef de AfvOrtjne (TFOBF)(TAR)

080 114 132% -217% -147% 95% -97% 19.2% Telecom AfvOrtjnt

08' 054 NA -154% -29% ·34 7% -37% ·31.0% _c Tole-Net. (ATNI)

088 '74 92% -5.7% 14.1% 36.3% 643% -281% Tetell,.. (T8RA I')

177 1 35 5 0'A0 79% 509% 53.2% 64.3% -111% Telesp (BRZTF)

U2 0.96 -12.8'11 -4.n 5.n 26.0% -1•.0%
Avorago.L__1

~

085 1 '8 H% -5.1% 0.0% 28.7% 20.7% 8.0% Nippon Telegr. & TeiepIl

080 101 55% -266% -12.6% -21.7% -15.1% -6.6% Telet<om MolaYSlo (MYTEF)

, '6 , 20 85% -125% -52% ·75% -22.2% 10% HOI1QI<ong Telecom (HK7)

1 37 087 53% -15.9% -265% -202% -83% -11.9% Phillll"ne Long Dis! (PHI)

076 164 15'% -197% ·195% -22.6% -13% -212% Singopor. Telecom (SNGTF)

077 , 03 88% NA NA NA -186% NA PTI-'.'V/7)

NO NM 45% -276% ·22.5% NA -128% NA TelecomA", (Thoilond)

NO '1M 20% NA NA NA -12.8% NA ThaI Teiephone & T• .,com

032 092 , 8% -110% -19.9% NA 17.1% NA VSNL(lnc:lo)

1 15 , J2 233% -, 4% 63% 16.6% 2.3% ".3% Telecom New Zeolan<lINZT)

036 No.! 08% -'0.9% 309% 1262% 25.7% 100.5% DACOM (Korea) (DCMKF)

D.U '" -14.2% -7.7'11 14.2% -2.1l' 14,0% A.orago ·A.IaIPoclftc

0.84 114 -15.3% -u% 11n -4.4l' 15,0% Av..-- - AstaIPoclllc wlo NTT

1 Jl 1 Cl -99% ·71% -. 8% ·63% A"'~.

, 2C ,,, -89% -63% 03% ·3'% Cap WId

129 , 03 -97'Ai ·77'/D -73% ·63% Cap WId wlo NTT

1 J1 099 -92% ·71% -60% -50% Cap WId wlo NTT & Sing Tol

• ~ash Flow = Net Income + DepreCiation •• Total RBOC's as % of Mar1<et Cap. - Merrill Lynch does not have coverage for stocks With NA rating. & Merrill Lynch

estimates except for LDDS, BCE, Bezeq, CTC, ENTEL, Telefonica Argentina. Telecom Argentina, ATNI, NTT and VSNL which are consensus estimates. and

TelecomAsla and ThaiTel which are company estimates
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Table 2

Equity Multiples
(as of June 28,1994)

1113(1] lIME (1] 1995E(I]

Company tTlck.rJAORl EP5 Pre CP PICP EP5 [21 PIE CF [21 PICP EP5 [21 PIE CF[21 P/CP

Ngrth Amede'

.4<nemoctl(AlTJ 27. '.9 671 6.1 303 135 710 H 3.35 12.2 7., 55

Bel Allln!lc (BEL) H. '46 925 5.4 355 142 960 52 3.80 13.2 1012 5.0
IleISoulI1 (BLS) 3~ '4.6 990 5.4 4.13 12.9 10.71 5.0 445 ,,9 "311 4.7

NYNEX(NYN) 3 '5 , '8 9.28 40 2.95 '2.6 922 40 3.20 11.6 963 39
Pacdlc T__ (PAC)

2.71 '0.7 690 42 2.75 10.5 694 42 280 10.3 704 4.1

SBC COtnmunicatlOM (SBC) 248 164 5.83 70 2n 14.7 6.26 6.5 3.OS '34 667 6.1

USWNt(1JS~ 2.n '3.0 7311 48 2.18 127 725 4.9 2.90 12.2 738 •.8

RBOCA".",go 13.7 5.3 13.0 5.1 12.1 4.'
GTE (GTE) 2.20 14.0 5.87 53 2.35 13.1 5.13 5.4 2.SO '2.4 593 52

..... (AT) 139 20.' 247 11.3 163 17.1 3311 8.2 1.80 155 355 7.9

R_T<o(RTC) 121 '7.5 3.09 6.6 1.311 15.3 3.37 6.3 I.SO 141 3.60 59

SO. New Ef'98nll Tel (SNG) 253 13.0 715 4,8 2n 11,9 7.42 4.4 2.75 '2.0 775 43

uncm T_(LTEC) '.01 151 190 8.0 1.12 '38 209 7.3 120 '2.7 220 69

OIl..... uutu (CZNA.CZNB) 0.7' '8' 135 9.5 o.n '87 1.40 9.2 079 163 '.9 8.6

I4T&T(7) 258 16.9 578 U 3.18 154 H5 8.4 3.55 13.8 623 7.8

MCI COImUlIal1Ions IMCIe) 130 '48 275 7.0 ',45 '33 3.22 6.0 1.SO '28 HI 56

SpIlnl (FON) '99 '50 5.87 5.1 2.55 11.7 8.83 4.5 2.80 107 7.17 •.2

ALC Corrmncoaons (ALe) 123 22.8 158 17.7 187 161 2.12 132 1.97 14.2 2.51 11.2

LCllntomolionol (lC/Q 034 642 172 '2.5 098 21.9 1.91 11.3 120 179 2.18 99

LOOS Cor!'mncal""" (LOOSI 085 216 085 21.8 l.OS 17.5 NA NA 1.32 139 NA NA

Bel GanadO En!. (BeE) 118 '85 76' 43 2.25 14.8 800 4.1 2.57 12.6 6.38 3.9

A..,.,..ge • North Ameri~ 11.7 7.' 14.4 8.3 12.' 5.'

~

BtitUh Telecom IBN) 429 '3.8 926 8.4 3.98 14.a 9.45 6.2 4.71 125 '058 56

Cobia & 1M..... (C'M') I 07 160 207 a.3 1.07 18.0 2.21 7.7 1.32 '3.0 265 8.5

Telecom 11II1Ie (SS/TF) 009 267 Oa2 2.a 0.12 198 0.85 2.a 0.12 196 090 2.8

STET (STFEY) 131 20.9 1311 2.1 158 17.3 13.70 2.0 173 15.a lU9 1.8

TlIoDanmo,. (Tl.D) 097 25.5 3.15 7.9 I.SO 185 3.64 6a 210 11a 4.45 5.6

KPN(KlNPF) 2~ 121 742 4.2 2,55 121 7.15 43 2.87 115 751 4.1

T_ica dot E.pono (TEFJ 2.311 16.1 10.97 3~ 246 15.4 1238 31 3.15 12.1 ".71 2.6

BozO'l(I......) 013 '34 071 2.5 0.15 11.6 0.95 1.8 O.la 9.5 121 1.5

AVlf1Ige . Europe 11.1 4.7 15.4 4.3 13.2 3.'

L.t1DAmtdCl

T_onos do 0"010 (CTC) 504 '63 747 ".0 4.91 187 7.00 11.7 545 15.0 1032 7.9

ENTEl (CI>IoI 092 '0.9 122 a.2 1.02 9.11 132 7.8 1,07 9.4 '37 73
T...,.".,. do _ (TM.'C) 5.48 9.5 7.25 7.1 5.60 112 7.74 8.7 8.25 a3 632 6.2

T_. do ArJlOn'lna (TFOBFXTAA) 2.55 21.0 5.SO 9.1 3.32 182 a80 8.1 4.04 13.3 730 7.3

T_~ 200 27.5 5.68 97 2n 202 a.16 U 3.63 15.2 696 79

AIllnl<:T_<ATNlj O.eo 10.3 2.44 3.4 O.iS 8.7 2.41 3.4 1.15 7.2 2.65 3,1

T_. (TBRAY) 1.28 3ll.3 7.aa 82 1.45 33.a a.14 8.0 1.91 25.7 6.7a 5,6

ToINp (IlRZTF) '3.12 37a 4515 11.0 12.44 39.11 48.41 '0.7 24.88 20.0 60.72 82

.-."....91. ·l..tfn America 21.5 1.3 11.3 7.' 14.2 8.7

~

NIppon TeIeV & T..... 018 283.7 NA NA 0.24 175.4 NA NA 0.68 6<1.2 NA NA

T_ MoIOyOIo (MYTEF] 024 26.1 041 15.2 028 2U 0..- 12.7 0.31 19.7 057 10.9

HOtl9/lOtl9 Telecom (HKT) 088 209 105 17.8 1.01 18.1 121 15.2 1.1a 15.8 140 13.2

PNIppIne L""'l Dill (Pl-II) 375 138 5311 9.8 2.98 17.4 5.08 10.2 3n '39 627 83

Slngapore T_<SNGTFI OOS 3411 0.07 27.8 0.08 31.3 008 24.a 0.07 26.7 0.09 21.5

PTIfldt»a/ ~/T) I ~8 252 142 227 137 23.5 153 21.1 1.62 17.7 202 \6.0

Teif'<:omAso0 (ThoiIon<l) 002 '881 002 185.7 HM NM 0.02 17a.3 0.05 81,3 008 35.8

fhol 'of",*""",& T_. Nil NM Nil NM NM NM 0.05 120,11 008 705 019 315

VSNL ll"lCll) 041 789 0.83 SO.5 0.ge 33.3 1.33 24.0 12a 250 188 190

Te/ecorT, New Zeolond (NlT] 260 198 5. " 100 3.15 16.2 5.62 9.1 3,SO '.8 605 84

OACOM (Kcr..) IDCMKF) 159 65.0 409 33.1 087 2008 3.79 35.7 078 1737 493 27.4

A....,..g•. ""alPaciflc 75.2 3'.1 51.1 45.0 45.7 19.2

"" .... ,.9. - AailJPlciflc wlo NTT 54.3 31.' 45.3 45.0 43.9 19.2

A"'''9- 30' '32 ~O 6 145 177 63

CopMd 666 103 471 10.3 2.8 77

Cap WId wto NTT 210 10.3 17 t '03 157 77

Cap wtd Yldo NTT & Sing r.1 202 9.4 163 9.5 \51 69

Footnotes: [1] Compantes With fiscal year ending on 3/31 are InCluded With companies With fiscal year ending 12/31 of the previous year. (2] Merrill Lynch estimates
exce~ for LDDS, BCE, Bezeq, CTC, ENTEL, Telefonica Argentina, Telecom Argentina, ATNI, NTI and VSNl, which are consensus estimates and TelecomAsia
and ThaiTel which are company estimates. (3] Total Retum =Dividend yield + 5-year growth. [4] See Table 7 NM =Not meaningful. ·Cash Flow =Net Income +
Depreciation
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Table 2 (Continued)

Equity MUltiples
(as of December 9. 1994)

'99~E'/,of ADR Div. Prol·

19N Fundi lnt.rn.ny Currant Withhldn 9 NolADR Payout ~Yr Totll
prBV ROE Gene'..'.d (4] Diy, Yld Tax Rite Diy. Yld Ratio Growth ['Z] Rotum[3]

Nqa"Aintric.
28 '6 ]Oll. '20·~ 47% 00% 47% 634'4 6% 7.2% Amenle<:h (A1T)

35 236% 120',4 55% 00% 5.5% 77.7'. 6% 8.0"4 Bell AVanllC (BEL)
19 12.8% 124"4 52% 00"4 5.2"A. 668% 6% 5.7% IleISouII1 (BLS)

1 8 '55'" 110% 54% 0.0"4 5.4% 800"4 6% 8.9% NYNEX(NYN)

24 22.2% 1~'4 75% 0.0% 7.5% 793% 3% 9.0% Poafto TeleSIS (PAC)

30 185% 128'4 39% 00% 3.9% 570% 9% 99% SSC CommunICatIOn. (SBC)
24 115.4'4 101"4 61% 00% 6'% 770% 6% 8.6% US~.t(US~

2.5 11.5110 115110 5.SIIo 5.1110 71.1110 I'lIo 1.3110 RBOC Average

29 20.8% 100% 6'% 00% 61% 8000A. 8% '4.1% GTE (GTE)
32 \62"A. 97'4 3.% 00% 3.4'.4 sa.9% ,,% 11.4% AIIeI(AT)

20 " 4% '46% 38% 0.0% 3.8% sa.7% 10% 6.8% Rod1uter Tel (RTC)

23 '80% '50% 53% 00% 53% 63.5'4 6% 10.3% So. Now England Tel (SNG)

27 17.6% '69'4 34'4 00% 3.4% 464% 8% 8.4'4 Unooi1 Telecom (LTEC)

22 '2.1% \52% 00% 0.0% O.O"A. 00% 8% 8.0"4 allons UtiI1lO$ICZNA.CZNBI

46 242"4 ,4!% 27% 00% 2.7·'" 415% '2% 14.7% ATI.T(7J
15 101'4 87% 03% 00% 0.3% 34% '2% 12.3% Mel ColmU"4oaaons (MCIC)

24 158% 112% 33% 00% 33% 392% 13% 183% SpMt(FOW)

139 610% 303% 00% 00% 0.0% 00% 18% 180% ALC CommumcatlOn. (ALC)

87 '36'.4 '06% 00% 00% 0.0% 00% 20% 20.0% LCI In_aDonaI (tCII)

'4 65% NM 00% 00% 0.0% 00% NA NA LDDS ColmU"4oa'ons (LDDS)

14 77'4 '00% 58'4 15.0% 5.0% '082% 5% '00% Bel canada Enl (BCE)

3.5 lUIIo ~21~ 3.1110 3.1% 53.0'4 "' 11.3% Averag_. North America

~
20 153'4 '05'4 55'4 15.0'4 47% 732% 6% 147% BtiWh T_ (8TY)

23 1~ 1'.4 76'4 28% '5.0% 2.4% 437% '3% 15.4% Cable & WI-.. (CI'W)
, 6 60% '36% 2.1% 15.0% 18% 55.2% 20% 21.8% Telecom 'iliA (SSITF)

21 '04% '28% 2.2% '5.0% 19% 455% '5% 16.9% STIT (STFEY)
, 8 68·A. '67% 39% 15.0% 33% 632% '3% '63% TMDenmar1< (TlD)

20 '62% 137'4 42% 0.0% 42% 509% 6% '02% KPN(KINPF)

11 70% 106"A0 37% 250% 2.8% 60'% '3% '5.8% TMlomca tie ESplna (TEF).. 33"4 132% 38% 00% 38% 513% 15% '8.8% Bezaq (Israel)

2.2 13.7110 '23110 3.5% 3.1% 55.'110 13110 11.2% Aveng... Europe

Latin Amtdc.

30 '82% 93% 2.6% 23.5% 2.0% 42.6'4 15% 17.0% ToIefonos de 0'iIe (CTC)

35 318'4 100% 65% 0.0% 8.5% 714% 15% 21.5% ENTEI. (0'iIe)

2' 21.8% 143'% 2.5% 00% 2.5% ZIg,. '3% 15.5% ToIefonos de Mula> (TMX)

2.2 '03% 75% 3.0% 0.0% 30% 62.7% 21% 2'0% Tolef. de .....gentlNI (TFOBFXTAA)

28 102% 66% 2.'% 0.0'4 2.1% 57.3% 22% 24.'% T_AfgenlIna

09 89% "3% 24% 00% 2.4% 25.0'4 15% 16.9% Allanflc Tele-Nal (ATNt)

07 2.0% 64% 0.6% 15.0% 0.5% 21''4 30% 30.5% TeJebta'(TBRAY)

12 31% 58% Og,. NIwI 09% 35.6% 25% 25g,. TeIeSl> (BRZTF)

2.0 13.3110 WI. 2.11% 2.1'lIo 42.5% 11% 21.1% Av....g... Llljn America

~

3' '2% 74% 0.6% 0.0% 0.6% 156.3% 25% 256'4 NIppon TeIeg:. & TeIeIlIt
H 145% 68% 09% '5.0% 08% 24.n '6'4 18.9% T_ lwlaiayS1allwlYTEF)

89 424% 124% )6% 00% 36% '52% '5% '8.6% Hong"otI9T_ (HKT)
, 9 '36% 55% 05% 150·A. 04% 71% 10% 10.4% Phippine Long Dirt (PHI)

'02 29.2"A. '77% 09% 00% 0.9% }17% 17% 17.6% Slngapore Teleo_ ISNGTF)

11 7 4! 5% t3o&" 12% 150'4 10% 30.1% 18% '9.0% PTlndoIa'rITJ

80 43% 43% 00% 10.0% 0.0'4 00'4 NA NA Teie<:clmASIo (Thailand)

5 , NM 26'4 OO"A. 100'4 00% 00% NA NA ThaI Telephone & Telecom

124 NM 78% 03% 0.0'4 03% '00% 34% 34.3% VSNL (India,

44 243'" 121'4 5.6·A. 1~_0% 47% 864% 12% 16.2% Teiealm Now Zealand INZTI

75 88% J1% 04% 0.0% 04% l5.6% 15% 15.4% DACOM lKo<eaIIDCMKF)

70 20.0'/, 85110 '3% 1.2110 41.1'lIo 11% 11.3% Av.,.g. - AsiaiP,cific

H 22.3% 16% 1.3'110 1.2% 30.1'110 17% ".1% Aftrag•• AaJalP-eifie wJo NTT

)7 171·... 113'4 3.0% 2.8% 479% 13.3% 15,6'4 Average

H 149% 110% 30'4 2.8'''' 72.2% 141% 16,5'" Cap Wtd

35 '8."4 "8'4 35% 3.4% 528% 1'.S'" 14.4% Cap Wtd w/o NTT

], , 7 S'A. 115% 37% 35% 539% 114% 143'.4 Cap Wtd wlo NTT & Sing Tol
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Table 3

Aggregate Value Multiples
(as of December 9.1994)

12J9194 Prlc.in MktVII

USAOR She Per She Outat Locil Locil 01 Equity NetOebt-

COmpII"Y ITick.rl.AORl or Ord sn Pr AOR- (milliS] Currency Current:y (USSB) (USSBl

Nann Amtrjc.

Amente<:n (AlT) ~.88 5~ USS 40.88 22.5 6.5

8e1 A/IInlJC 1BEl.J S50.25 437 USS ~.25 220 90

IleISou9l (BLS) $53.13 .t96 USS 53.13 26.4 &6

NYNEX (NYNI 537.13 421 USS 37.13 156 10.1

_T_s(PAC) S2a88 424 USS 28.88 122 5.1

SBC CommunJeltIlOno (SBC) ~75 502 USS 40.75 24.5 6.9

us Witll (US""? m28 4545 USS 35.25 16.1 70

RIOC A"'."g.
GTE (GTE) S30.M 8SS USS 3O.M 29.6 13.8

AIlII (AT) $17.88 lag US$ 27.SS 5.3 ,a

R_TeI(RTCj S2'.13 73 USS 2U3 '5 0.3

So New EngllnllTel (SNGI 533.00 54 USS 33.00 21 1.0

l.lnc<*1 T_ILTEC) SI5.28 32 USS 15.28 0.5 (OO)

0InnI UtItn ICZNA.CZNB) S1288 190 USS 12.SS 2.4 1.3

ATIT (f) S4.88 1.567 USS 4888 TU 22.9

MCl C<ltmU"iCallOnl (MClC) S19.23 690 USS 19.23 13.3 (0.0)

Sptlnl (FO"" S2988 3411 USS 29.SS 10.4 48

ALe C<ltmU"iCatOllO I-'L.C) S2B00 39 USS 28.00
"

0.1

LClIn/II"'''''''''' (lCI~ S21~ 39 USS 2'~ 0.8 0.1

LOOS Cormu1catono ILOOS) 518.36 129 USS 18.36 2.4 0.6

Bel CInI<lI Ere. (BeE) 532.88 30ll cans 45.37 10.2 91

A~9."HOft" Atnwiea

iIIilIIm
/JI1IIIh r""""""'IBT'\'J S5ll.oo 10 623 GBP 3.76 36.7 8.8

cabll &~ (C'M') 517.13 3 729 GaP 3.64 12.5 2.1

T"""""""_(SSJrr) 52.34 I 8.20-4 Itl.irI 3.820.00 19.2 9.2

STET (S TFEY) $27.38 10 873 I1Ura 4.460.00 18.4 12.7T__ (TtDI

$14.75 0.5 262 lJI(K 3Oll.74 65 (04)

KPN(KlNPF) 530.82 I 460 NLG 54.40 142 2.3

T_lea c» E.peno (7EF) S362S 3 313 PlII I.Ml.47 12.0 13.8

Beloqi_l SUS 1 732 NIS 5.24 13 2.3

A.....9. -europe

lIUn6mtdc•

Telet_ III CI"iIIICTCl S62.oo 17 51 CliPs 1.919.78 4.1 10

ENTEL (Oilel S10.05 I 113 CI'IPs 4.000 0.9 0.1

Telet_ de Mexico (TlAXl sal.15 20 S30 - 8.92 27.4 (IS)

ToIeI. 1lI~ITF08FXTAR) saU3 10 118 NrJPs 538 6.3 0.6

T_~ $55.00 10 98 NrJPs 5.~ 5.4 U

_ T...... (ATNI) S62S I 12 USS 8.2!S 0.1 0.1

TM.bt.. (TBR.A"" $-411.05 1000 29ll USSl'1 0.05 14.7 28

r...p (BRZTF) _.45 1000 16 USSIll O.~ 60 10

A~... l.tln ArMna.

~

~Teielr.&T_ $-42.13 0.005 3.12!S Yon 843.000 131.5 26.4

T-., Mlllyooa (MYT'EF) SIl.2O I 1.9llll RfrW1 15.90 12.4 0.3

Hongkeng r_ (HKT) S18.36 10 U15 HKS 1420 20.5 (021

F'tiI\lI*lO Long Dist IPHI) sa1.15 1 62 PhIPs 1.239.41 3.2 II

~ TeleCOmlSNG1'F) 51.81 I 1~.249 SIngS 2.15 26.6 (0.61

PT Inc1OJ.' (lIT) S32.2!S 10 104 Rtciah 7,600.00 3.3 (0.0)

TllIeC<>rMM (TheJIIMl 52.113 1 2.223 e.t'II 13~ 6~ 0.0

TheI TefoI>ilOne &T-. sa.lID 1 500 e.t'II 146.00 2.9 (0.0)

VSNl (Inlh) 53U9 1 M R_ 1.000.00 2.1 01

TeleCOmNtlWZ...... ,NlT) sa1.00 16 116 NZS 5.04 6.0 1.0

DACOIA IKor.. IIDCMKF\ 5135.22 I 12 Won 107.500 15 0.3

A"flIfag•• AajaIPactfic:

AVWlg... Aa'a/Pacific wlo NTT

EQQt1lQ1e:i' 11 J Telebras and Telesp are analyzed In SUS dollars only. (2] US Average. [3J EBITOA =Earnings before interest. depreciation and amottization, and
taxes. [4J Telesp has no ADR. it IS traded In 1,000 shares units in Brazil. Market statistics are for preferrBd share units. (5) If stock is traded as a AOR. shares
outstanding = the number of ADR eqUivalent shares outstanding. [6] LT Addr POP Is a figure that considers the employment characteristics of the population to
determine the number of potential phone hnes both at home and at wor1l. NA = Not available. NM =Not meaningful. "If shares are not traded as AORs in the U.S..
the default IS 1 E =Merrill Lynch estimated 1994 Revenues except for LOOS. BCE. Bezeq, CTC, ENTEL, Telefonica Argentina. Telecom Argentina. ATNI, NTI, and
V5NL which are consensus forecasts or Intenm results annualiled Bnd TelecomAsia and ThaiTel which are company forecasts. -Net Debt=LT Debt + 5T Oebt­
Cash •••• POPs =population (Ie aggregate value per pe~).
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•



Table 3 (Continued)

Aggregate Value Multiples
(as of December 9, 1994)

Aggregatl V,luI

Ag V.l (EQ ... multiple of:

.. Net OebO 1995E ,995E Ace... N••

IUS'B) Roy EBITDA[J] Lin•• POPs- PP&E

North Am.rjca

290 22 54 $1,604 NA U Amentech (AJT)
}10 22 52 $1.629 NA 19 BeN Allen"" (BEL)

~O 20 '.5 51.750 NA 1.4 BeISouth (BLS)

2~ 7 19 48 $1.561 NA 1.3 NYNEX(NYN)
') 3 19 43 $1.171 NA 11 Pacific T....... (pAC)

}14 25 60 $2.309 NA 18 SBC Commun;Calion. (SBC)

230 20 47 $1.624 NA 17 US we'/IUSI'.1

2.1 5.0 SI,_ SI,091 (2) 1.5 RBOC Av,r'g.
4]4 21 50 51.928 NA 15 GTE (GTE).,. 2.1 64 54.353 NA 2.5 ~a1IAT)

'8 1 7 48 $1.977 NA 18 Rochester Tal (RTC)

J 2 17 42 $1.588 NA 1.2 So. New England Tal (SNG)

05 25 51 $2.052 NA 2.0 Uncoil Ta!e<:om (LTEG)

38 J6 9 ~ NM NA 16 OtlZens uun.. (CZNA,CZNB)

995 12 75 NM NlA 47 AT&T (T)

'J 2 09 43 NM NlA 1.5 lACI CorrfTU'jcsUons (MCIC)

'52 11 '.2 NM NM 14 Sprint (FON)

11 '7 7 7 NM NlA 215 ALC Commun/c,lion. (ALC)

~9 '6 8} NM NlA 43 LCfln!emalion.1 (lCIQ

: 9 15 58 NM NlA 82 LDDS Corm'U'Ocslons (LDDS)

'92 1 ) 3 ) $2.035 $71' 12 Bet C'OId. En!. (BCE)

1.8 5.4 SI,981 11,060 :\.4 Av.nge .. North America

ElIw!
'53 2.0 50 $1,679 $789 18 Bnlish TeleCOm (BTY)

146 17 48 NM 1255 2.0 Cable &~.. (CloW)

18 • 15 30 51.169 $496 10 TelOCom fralia (SSITF)
}1 , 14 30 $1.280 $543 09 STET (STFEY)
6 , ',9 46 $1.974 51.172 25 TeleDanma", (TlD)

165 15 40 $2,128 $1.085 15 KPN(KfNPF)

256 22 39 $1.758 5654 II TeIefonlCa <Ie E.pan. (rEF)

38 14 29 $1.723 5658 15 Bazoq (Israal)

17 39 SI,873 $101 1.5 AWr1Igl .. Europe

baUn Arntrlsl
5 , 49 96 $3.502 5412 2.3 Talefonos de C!'ile (CTC)
, 0 41 7 I NM $33 3.2 ENTEL(CNIe)

260 2.6 49 $3.175 $303 2.2 Talefonos de Mnco (TMX)

69 30 64 52.796 5439 19 Taler. de Algen1lOl (TFOBFXTAR)

65 J9 8.4 53,059 $392 2.2 TaIeccm Algen1lnll

02 , 6 J 5 $2.202 $302 '.0 AI.nuc Tale-Net. (ATNI)

'., .( 28 6 I 51515 1118 07 r_.(TBRAY)

90 40 90 52.249 1280 1.1 TaleS!> (BRZTF)

3.4 6.1 S2,B.-3 $291 1.1 Averag... latin Amerlc:a

~

lSI! 0 23 82 $2.66S $U77 16 NlpIlOn TaIe<T. & Te1ep1t

12) 61 94 $4.847 5673 34 T_ Mallysi'IMYTEF)

203 51 116 16.602 13486 8.9 Honqkong r.lOCom (HI<T)

<3 37 77 52.972 S66 2.6 PNIPI"OI Long Din (PHI)

2~ 0 100 16 B 522.378 S9990 1.41 Slngapore T"""'om (SNGTF)

J3 73 132 NM 518 19.4 PT 1I1doJat ("T)

6 5 173 26.2 $3.255 5138 68 T.....omAsi. (Tha,IIncl)

29 146 22.0 52.929 5338 56 ThaI Teiel>hOM & T"""'om.

28 89 207 NM 53 162 VSNL (Indi.'
, 0 3B 70 $4.363 $2.037 30 T_New Zealand INZT)

19 37 210 NM NM 6B DACOM (Korea) IOCMKF)

7.5 '49 S8,252 11,103 1.0 Av.,ag•• Aei8lPac:ific

81 15.8 11,164 $1,881 1.7 Aft'.g. ~ AaiaiPaciflc wlo tiTT

J4 74 S3.023 S990 38 Aw.rag.

25 70 53.391 SHIll 30 CapWld

29 68 $3600 51,449 33 Cap Wtd wlo NTT

25 62 $2.309 5890 2.7 C.p WId wlo NTT & Sing Tol
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Table 4

Operating Statistics

Company (TickertAORl

Horth AmtrjCl

_IAlT>

Bel AllenllC (BEL)

BeISoulh (BLS)

NYNEX(NYN)

P1lciftcT_tPAC)

sse CommulNCalXln, (SBC)

US~I(lJSW)

RBOCA..,.V'
GTE (GTE)

_(AT)

Roctws1IIr" T", (RTC)

So. Now fr90nd ToljSNG)

l.Jne'*' T-ILTEC)

CltIz.. UII1I"ICZNA.CZNBl

ATUro
Mel CaImarlcaIonl (MClCl

SPtlnI(FON)

ALC CormLna_ (ALC)
LC/ln__' (LCm

LOOS CormuicolonllLDOS)

Bol e-da En\. (BCE)

A".rag.... North An-riea

WluII
8I1IJ4hT_(IlTY)

Coble , -... (C'M')

Toloalm IbIIi (SS/TF)

S rET (STFEY]

ToleDonm'll! (ltD)
KPN(KJNPF)

T_1cO de ~pe". (TEFJ

Bezeq(J....)

Aftf'IIge-Eurof,"t

l.tf0M!tdc.

T...'..... do CI11e (CTC)

ENTEL (CI11eI
ToletcnoI do MOldco (TMX)

Tolef. dO.e.rvonana (TFoeF)(TAR)

T_Arver*­
_T_(ATNII

T_.(T8RA\?
T"'.p (BRZTF)

AWirage .. latin Amet1C11

~

N\pIIcn ToloV. & T0I0Cltt
T_MoIrjUjMYTEF)
'*""J!lDn9 T_ (HK7}

PtiII>Plno Long DIslIPH1)

Slngapcr. T_(SNGTF)

PT Indo..t (//7)

TolecomAsIo(~I

TItoo Telophane & Tolecom.

VSNL(IncII)

r_N..Z-.,(NZT)

DACOM jKet•• ) (DCMKfI

Average .. MlalPlc:lf1c

Av....g. - Ae'alPleffic WiG IIITT

A...-nge

CopWld

Cap Wtd ""0 NTT

c..p WId INfo NTT &. .sIng T.'

IUS$mill

S12.962

$1'.375

S17.687

S13.729

$ll.262

$12.319

511.S45

S20.n5

53.3S0

51.100

$1.1lO8

5198

$1.~

'*'.171

$1'.'23
$13.9~

5471

5571

$1.~7

51S.047

S22.1n
54.811

$18.~

S22.SBa
53.23ll

$11.016

51'.8117

52.'78

Sl.O!l9

$~

$ll.841l

$2.331

$1.1164
$155

54.1117

sueo

$67.392

$2.0e7

$.4.005

5'.1~

52.791
5452
53n
S201

5318

$1.836

5518

1t15E Operating Statl.tica aa a Percent.ge of Re"enue.

C..ItOp N.. Capital

E.x.penl" EBITDA[11 EBIT(7I Income E.wp D.pr~i.tion

59'16 41" 24" 14" 18% 17....

5~ 41 .... 22"4 12'1lo 11'4 1~

SW 44.... 24'140 13"4 '8'140 20%

61'140 39% 1~ HI" 20'140 20%

SW 44'140 24% 13" 21.... ,~

sa% 42'1lo ~% 15" 18'140 18%

51'4 43'140 2,,, 12'1lo 21'140 18%

5&'4 42'1. 23% 13% 19"4 19%

sa% 42'1lo ~% 12'1lo 20'140 17%

6N 33% 22"4 10% 16% 11%

65" 35" 23" 9'140 9'140 12'140

59'16 41" 23" 10% 13" 19'140

52" 48'140 31% 1~ 13"4 11'4

61" ~ ~" 16% 1~ 13%

83% 11'4 12" 1'4 5" 5%

78" 22"4 12" 1'4 1~ ~

74" 28'4 15% 1'4 ,," 11%

78" 22"4 1~ 1'" 5" 3%

81" 1~ '2" 1'4 '3% 7'4

74% 26% 18% 8% 5.... a%- 34% 23% 5% 13% 12%.... :loll' 20% 10% 15% 14%

59'16 ',,% ~% 13% '8% 16%- 34" 25" 11% 23% '0%

SO% SO% 18'140 6% 26% 32'4

53'llo ,1'4 18'140 5% 2'" 28"

59'16 ,,% 23% 16% 12" 18%

~ 31'4 16'140 11% 18" 19'140

45% 55'140 26% 8" 31'140 29%

51" 4~ 22"4 S'llo 23% 27%

5&'4 ...% 22'1. K 22'1. 22'1.

4ft 51" 33'140 26% 31'4 17%

42" SW 41'4 39'4 28'4 11%- s." 42% 34" ~" 12'4

~" - 27% 20% 45'llo 20%

~" 48'140 ~" 21" ~ 22'Ilo

SS'llo 45" 33'llo ~ 11'4 12'4

~" 46% 13" ~ 65% 33"

S8'llo 44% 1~ 18" 71% 25%

51'11 4l1'11 30% 22'1. 43'11 1l1'11

72" 28" 5% '" 33'llo 24"

3S'llo 6S'llo "% 30% 75" 24'140

SW 44" 37" 33'llo 13"4 6%

52" 48'140 35" 11'4 s." 14"

40% 6O'llo SO% 36" 16% 9'140

44" S8'llo 51" 44% 21'4 S%

34'140 - 46" 32" '23" 20'140

34" - ,7% 27% 181" 20%

6N 43% 33'llo 12'1lo 25" 10%

'5" 55'140 37% 23" '6% 17"

82" 18'140 8" 2'Ilo 31'4 10%

50% 50% 35% 24'11 S4% 14'4

4ft 52'1. 3'''' 28% 57'4 13'"

57% '3% 26% \6% 30'140 '6%

62"4 38% 2'-.4 '2"4 2S% 17%

5~ 41% 2S% 15% 23% 16-.4

6O'llo '0% 2'% ,.% 24% 16%

footnotes' [1] EBIIDA =Eaming before interest. depreciation and amortization. and taxes. [2] EBIT =Earnings before interest and taxes. NA =Not available.
NM = Not meaningful. E = Memll Lynch estimates except for LDDS. BCE. Bezeq. CTC. ENTEL. Telefonica Argentina. TelecOm Argentina. ATNI. NTI. and VSNL
which are oonsensus estimates or interim results annualiZed and TelecomAsia and ThaiTel which are company forecasts.
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,

~Qr1h America

Amenlecn I AI T1

5efl AUantJc (BEL;

Be\SOU1t1IBLS)

NYNEX (NYN)
PI!IOflC TeleSIS [PAC}

sac CommunJCa/.lOfls (SBC)

us \.oY&.JI(US\o\?

Raoc Ayer_g_

GTE (GTE',

AJlel (AT'I

ROd'Iestt'r feliRTCi

So New EogIlr<l Tel,SNG)

UncOl"l Telecom (l TEe)

CItIZens vt.lIes (UAACINal
Ar&r(T)

MCJ CcnTMLflcaDOtlS I MClC}

SpMl (FON)

ALe Corrm.ncatlOl"'ll (ALe)

LeI Jn~matJollal (let£)

WOS C"""""co'ons iLDOS)

Bel Cal"l6O& Ent ~ BCE)

AY.f_g. _ Nonn America

W2R!
BntJSh T~om (BN')

Cacwe &. 'A'lf!!IeH (CWPJ
TeleCOm lral. IS SITF)

STET (S rFE:Y]

rt!ittDtlnm.nt rnD)
KPN (KJNPF)

TeHtA:l'",:. C1e Eso-ne (TEF)

Be.z eQ (Israen

A ....r.g•• Euro~

Latin Amtrjcl

hzielonos oe Chle fGTC)

ENTEL ICI'olej

TeJeIonos de M~,.co (TUX)

Tete! de Argenone ,TF09F~TAR)

T~om Argertene

Alantc Te&.Net (ATNI)

rMMS (TBRA YJ
r.lesp (BRITF)

A.... ,..g•. Latin A.merlc.

~

Nippon TetleQ" So T~.

T_om ......Y". (MYTEF)

HO"'J.ong r~"",om (HKn

PI1oIIlll<'" L""l Cost (PHI)

$Ingapor~ r etecom (SNGT~)

PT fndOJ"l {fiD

Teec.orrAsla IThelblndl

ThaiT~ & Teiecom

VSNl (Indsl

Telecom New Zealand (NIT)

OACO... IKor•• IIDCUKF)

Ayer_g_ • AaiaJPaciflc

A""er.q•• AaiaIP'eific. w/o NIT

Table 5

Construction Statistics
C.p. Inwe8tment II I MUltlp'. of Ace... line. [1]

Ace... Lin•• CAPEXI De~ N.t PP&EJ CAPEXI

(MM) Line Lin. Lin. Lin. Add

181 $,,6 $103 $863 R510

'90 $116 $128 U07 ~.383

200 $150 $147 $1.182 $3,905

16,5 $128 $141 51.131 ~,125

14.8 $128 $121 SU06 $MT.l

13.6 5125 5124 51.151 53.560

14.2 $150 5133 $897 $5,044

$131 $121 51,01' ~.157

22.5 5151 5138 51.172 53,554

16 5174 sm $1.427 51.895

09 S107 S142 $977 52.153

2,0 $" } $170 $1,364 $6.375

0,2 $'05 $139 $',034 ~,272

0,7 $154 $160 NA NA
NM NM NM NM NM
NU NM Nt.! Nt.! Nt.!
6,4 5132 $127 51.031 $2.969

NM Nt.! Nt.! NM Nt.!
Nt.! Nt.! Nt.! Nt.! NM

NM NM NM NM Nil

95 5132 5141 51,317 $6,264

5133 5142 51,101 S4.024

27,0 5145 $127 $!l18 $5,984

5,3 NM Nil NM Nil
24,3 $202 5247 $1.147 512,270

24.3 $222 ~ $1.363 $12,270

31 5131 $186 $796 S8.092

7.7 S235 5288 $1.406 $7,378

146 $250 S2J.4 $1,615 $7.852

2,1 $279 $334 51,' 16 S3.600

no. $237 U,114 5',208

1.5 5263 SIze SI,531 $2.149

NA NA NA NA NA
8,2 S306 $149 51.453 Rn5
2,5 ~25 51BS $1.475 $3.Z'':.'
2,1 ~6' 517O $1.387 52,SSt

01 S23ll 5164 R274 SU15

11.5 ~ $178 $2.240 ~779

4,0 S400 $1« $2.136 52,088

5341 5151 51,7" 52,152

59,3 $371 $270 Sl.6'2 $12,208

H S598 S194 51.U6 52.!05

31 SI69 S80 S7« $2.591

14 5438 SI09 $1.153 $1,526

13 S354 521O $1,535 $04,094

NM NU Nt.! NM NM

2,0 NM Nil Nil 51,032

,° Nt.! Nil Nlol 51,233

NU Nil Nil NU Nlol

'6 S178 S200 $1.460 54,493

Nlol NM Nt.! NM NM

$351 51n 51,337 $3,741

S347 StSl St.271 52,538

Average

CapWld

Cap WId wlo NTT

Cap Wtd W/O NTT & Sing Tel

$228 5171 5UlU 54.555

52t8 51115 51,313 56,445

$212 5160 51.219 54 780

5702 $157 51,194 5'.826

Fm1!lQ1~§ {1 ] For all RBOCs, GTE Spnnt and BCE. access line multiples are calculated using the Telco only portion of CAPEX. depreciation and PP&E,
[2] % of funds Internally generated = (Net Income.Depreciationj/(CAPEX • Dividends), NM =Not meaningful.
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North Am.riCI

Amen1e<:h IAi T]

Beu AUonlJC (BEl)

8e1Soutn (8LS]

NYNEX(NYN)
pooncTelMIs!PAC)

SSC CommuneobOnS (SSC)

us west(US\o\1

RBOC Av.rag.

GTE (GTE)

MAll (AT)

Rochelle< Tef (IlTC)

So. N_EngIend Tel (SNG)

UrIC'*' Telecom (LTEe)

Cill.... U1Il1les 1C2NA.C2NS)

AT&T (T)

Mel Con'mnCdONl!MCICj

SpMl(FON)

ALC Con'mnCOlons (ALCj

lCllnllrlmollonll (lC/0

LDDS Ccmrt.ncelons ILDDS)

Bel CIne.. Ern. (SCE)

Av.ng. ~ North ArMrie.

Wsum
Bnli.tn TelecOm (STY)

Coble & 1\1fe.... (cwp]

Telecom I~" (SSITF)

STU(STFEY)

ToIeOInm.rl! (TtD)

KPN(KlNPF)
T_ICe de Es~ne (TEF)

Ilezoq (I""ef)

Av.rage .. Europe

Latin Amlrie,

T.',,",," de CNJe (GTG)

ENTEL (Ode)

Toiefono... MOlQCo(TMXI

Toief. do~ (TFOBFXTAR)

Telecom~

AGotIllc T_NOl (ATNI)

T_s(T'BRAY)

T_p(8RZTF)

Avenge • latin Amerh;;:.

~

NIPllO" Tetegr & TeleQh.

T_ MIlI.,..o (MYTEF)

Hol19/lonq TeloCom (HKTJ

Pl'iIpprne Long Oosl (PHI)

Singopore T_(SNGTFj

PT Indo.., ~/TJ

TelecomAslo (ThoJIand)

Tho. TeIeptlOne & TeIocom

VSNL (Indo'

Tefocorn New Z..-.:t (NZT)

DACOM (Kore.) (OCMKF)

AW'.rag_ ~ Aai.n:tacifJe

Avet8g_. A.jaJPac:iflc .10 NTT

Averag.

CopWtd

Cap Wtd w/o NTT

Cap 'Md w/o Nn & Sing Tel

Table 6

Telco System Efficiency
line Pen. ve

Ace••• GOP Lin. GOP per 'II0191tol A.ce••• Lin,", EmploywoJ

Lin.. (MMl Per Ca.pita P.n.tratlon Capito [51 Lin•• EmpIOY-(7J 10,000 Li"'"[21

'81 NA NA NA 66,0-'" 322 310

190 NA NA NA 65.0"4 306 32.7

200 NA NA NA 69.0"4 251 39a

165 NA NA NA 72.0"4 252 39.6

14a NA NA NA 52.0"4 2&1 35.5

13.6 NA NA NA 43.0"4 279 35.9

14.2 NA NA NA 50.0"4 293 ~.1

23,879 BO.2'fo 2.54 83.0'1\ ~ 35.5

22.5 NA NA NA 820"4 318 315

16 NA NA NA 910"4 278 360

0.9 NA NA NA NA 316 317

2.0 NA NA NA 56.0"4 218 459

02 NA NA NA 100.0"4 167 597

07 NA NA NA NA

NM NA NM NA NM NM NM

NM WI NM NA NM NM NM

64 NA NM NA 96.0% 242 .".
NM rIA NM NA NM NM NM

NM NA NM NA NM NM NM

NM NA NM NA NM NM NM

9.5 20,760 57.0"4 2.75 650% 205 488

22,220 5'.''11 2.84 67.7'11 27' 37.2

270 18,194 47.0% 2.!lII 770"4 193 519

5.3 18,194 NA NA 100.0"4 NM NM

243 21.184 42.5%" 2.00 610% 278 36.0

243 21,184 42.5% 2.00 57.0% 278 360

3.1 27.552 59.4% 2.18 48.0% 183 ~".7

77 21.221 510% 2.40 60.0% 243 412

146 14.666 37.2% 2.54 42.0"4 200 50.1

2.1 12.612 38.2% 303 71.0% 239 419

",351 45.4'11 2.31 84.8\10 230 ....
15 3.030 11.8% 388 1000% 184 544

NA 3,030 NM NM NM NM NM

82 3.701 9.5% 2!l11 65.0% 188 59.5

2.5 6.848 15.7'4 2.29 52.9% 143 699

2.1 6.846 12.8% \.87 84.0% 140 713

0.1 NA 13.7'4 NA 900% 93 107.1

"5 2,619 76'l6 2.lll ~.O% 119 a44

40 2,619 12.5% 478 30.0% 188 60.4

4,011 lU'A. 3.08 0.'2 148 72.4

593 34.667 47.9% 138 50.0% 245 40.9

2.6 3,06Il 13.9% 453 89.0"4 87 ,,.3

3.1 16.333 52.8% 323 100.0% 191 52.2

1.4 819 2.2% 2.73 NA 73 136.1

13 16.321 446% 2.74 100.0% ln 58.0

NM 800 1.3% U53 NM NM NM

20 NA 194% NM NM NM NM

10 1.398 18% 129 NY NM NM

NM 313 08% 2.88 NM NM NM

16 12.161 46,7% 384 960% 205 48.7

NM NA NM NM NM NM NM

9.542 23.1% 2... 11.0'1\ 112 75.0

6,401 20A\Io 2.82 91.3'11 ,.. II.'

" .605 276% 2.68 69.7% 215 53

21.733 ".9% 2 3~ 670% 233 46

17 905 44 O'tl. 264 721% 229 4a

18.014 43.9% 2.63 701% 241 47

~: [1J For RBOCs, GTE, Sprint and BCE, access line multiples are calculated using the Telco only portion of revenues, CAPEX, depreciation and PP&E.
[2] For North Amencan companies and STET. Telco only employees are used in this calculation. [3J EBITOA = Eamings before interest depredation and
amortization, and taxes. [4J EBIT = Eamings before Interest and taxes. [5] Ratio of line penetration x 100 to GOP per captia/1000. NM =Not meaningful.
'Cash Flow =Net Income + Depreaatlon ""Free Cash Flow =Cash Flow - CAPEX. E =Merrill Lynch estimates except for LDOS, BCE, Bezeq, CTC, ENTEL,
Telefonlca Argentina. Telecom Argentina, ATNI. NTT. and VSNL which are consensus estimates or interim results annualiled and TelecomAsia and ThaiTel which
are company forecasts
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Table 6 (Continued)

Telco System Efficiency

19"E Operating St.ti.tlce ... MultIple of Ace••• Lin•• (ll '"5E

C••h O~ No' CP& Fr.. C..h Reyenue!

Revenu•• Expan••• EB1TOAGlJ EBIT[4] Incom. Per Lina Flow/Lin....& Employoo

5587 5349 5238 5134 580 52'6 5100 5199

563' 53M 5243 51'6 559 5227 5112 5197

5702 5385 5317 5170 592 5276 5'25 5'87
5722 5445 52n 5136 574 5241 5113 5189

5625 5352 5273 5152 579 5200 571 5178

56'8 5347 5272 5'47 $82 5284 5159 5208

5640 5353 5287 51~ 580 5237 $82 5189

5U' $374 $272 $144 S78 SUO S1Cl' S182

573' 5395 5336 5'99 5102 5257 5106 $226

52.053 51.375 56n $452 $209 54'5 $78 5305

51.180 $767 $4'3 527' 5108 5250 $143 $251

5910 5534 $377 5207 $89 5259 $143 $198

$834 5434 5400 $26' 5158 $292 $187 $140

5882 $434 $448 $288 NA $444 S290 NA

NM "'M NM NM NM NM NM 5260

NM NM NM NM NM NM NM 5398

$7\0 5419 $291 $164 $82 5372 5240 $268

NM NY NM NM NM NM NM 5332

NM NM NM NM NM NM NM 5676

NM "M NM NM NM NM NM NM

5670 $311 5358 $217 $43 5263 5'31 5128

Sl2t $484 5335 $194 581 $289 $123 $258

$822 5486 $336 5208 51~ 5219 $73 5158

NM NM NM NM NM NM NM 5213

5780 $39' $389 $142 $50 5287 S86 5217

5928 5496 $433 $169 542 5294 572 5258

$1.048 56'9 $428 5240 5167 5~5 $225 5191

51.425 5896 $530 5262 $159 $427 5192 $348

58'8 5372 5446 5212 S64 $288 $38 5'63

51.228 $627 S601 $267 $64 5387 5108 $258

$1,007 5555 5452 5214 593 $322 $113 $225

$721 ru7 $364 5239 5187 53'8 S55 5'33

NM NM r"" NM NM NM NM 5161

$1.204 ~51 $653 5504 54~ 5518 5212 5202

5947 55'0 5437 5252 5191 $344 {$81} 51~

5785 5422 5363 $193 $169 5296 15165) 5110

51,409 5n4 5635 5472 5129 5270 $34 5132

5539 5291 $248 570 550 52'6 ($132) $64

$505 $3'6 5250 5'06 5100 5194 (5206) 594

5881 54BO 5421 5282 5178 5308 (S40) $128

$1.137 5813 $324 $~ 513 5282 ($88) $278

$792 5274 $518 5324 $;~ , 5411 (5187) 569

5'.305 5736 556ll 54118 5427 $449 $2~ 5250

580' OS.1. 5387 5278 5138 $237 (5199) 559

52.232 5904 5',329 5'.118 5855 5940 $586 5258

NM "M NM NM NM NM NM 5253

NM NM NM NM NM NM NM 5305

NM NM NM NM NM NM NM 5179

NM NM "M NM NM NM NM $112

$1,U7 5522 5626 5426 5269 5«2 5264 5236

NM "M NM NM NM NM NM NM

51,238 Sf 11 $125 5448 $324 5480 510t 5200

$1,255 5570 5885 5527 5388 5488 5148 $181

5946 55'6 $431 5260 5'52 5326 $93 5213

5972 5559 $413 5228 5142 5328 579 5225

5924 5484 $439 $279 5'80 5342 5'28 5213

5834 $456 $378 $22' $13. 530' 597 5210

North Am,rjcl

Amantacil(AJT)

Sell AU.ntlc (BEL)

SeISoo'h (SLS)

NYNEX(NYN)

Pleifte Telesis (PAC)

SSC Commu",ca/iOll. (SSC)

US wa./fUSI'I1

RBCCA'.taga

GTE (GTE)

AIIeI (AT)

Rochester Tel (RTC)

SO. New En9IIIIld Tel (SNG)

Un<:1lIn Telecom (LTEe)

OUZena UUIUes (CZNA,CZNB)

ATAT (7)

Mel Cormu'ieelOl1ll (MCIC)

Spilnt (FON)

ALe Communica/iOll. (ALC)

LCI/nremational (lCIQ

LOOS Cormu'icdOl1ll (LOOS)

Bel Ca""da Enl (BCE)

A",.r.ge ~ Horth America

ElIw.t.
StiU.ft Telecom (STY)

Cobia A\',1_. (cwP)

Telecom ItlllIe (SSITF)

STET (STFEY)

TMC-nma'" (TLO)

KPN(KINPF)

T_ica de E.pana (TEFl

BezIq(I...."')

Average .. Europe

b,UnAmtdc.

ToIe!cnos de 0110 (CTC)

ENTEL (011e)

ToIe!onoe de Meldeo (TMl()

rele'. de ArgaI'lI"" (TFOBFXTAR)

Telecom Argentina

Alanlic T..NaI. (ATNI)

Te"""u (TBRA'I)

TaleII' (BRZTF)

A.veng... Latin Americ.

~

Nippon Toleg'. & Teleph.T_ Malaj'Sl' (MYTEF)

Hong;,ong Telecom (l-fK7J

Phlppine Long Dist (PHI)

Singapore Telecom (SNGTF)

PTIndosa/ rl7J
TeIe<:omAIia (Theilencl)

The. TeIepI10ne & Telecom.

VSNL (Ind.)

Telecom New Zea1end (NZT)

OACOM (Korea) (OCMKF)

Av.,.g... A.la/Pacific

Aveng... A.ia/Pacific wio NTT

Av.r.g.

C.pWtd

Cap Wtd wlo NTT

c.p Wtd w/o NTT & Sing T.l
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