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January 9, 1995

Ex Parte

Mr. William F. Caton

Acting Secretary

Federal Communications Commission
1919 M Street, N.W. - Room 222
Washington, D.C. 20554

Re: CC Docket No 94-1

Dear Mr. Caton:

Friday, January 6, Mr. Frank Gumper, Mr. Gordon Evans, Ms. Susanne Guyer and I, representing
the NYNEX Telephone Companies (NTCs), met with Ms. Kathleen Wallman, Chief-Common
Carrier Bureau, and members of her staff, John Morabito, and Joanne Wall, regarding the item
captioned above. Due to the late hour at which the meeting ended on Friday, an ex parte filing
notice could not be made until today.

The attached material served as the basis for the presentation and the ensuing discussion. Any
questions on this matter should be directed to me at either the address or the telephone number
shown above.

Sincerely,
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cc: K. Wallman
J. Morabito
J. Wall
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PRICE CAP REVIEW
SHARING

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

e 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

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

e Commission should adopt a 5 year "Rolling
Average" TFP with a 2 year lag.
- Captures changes in industry
productivity

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

e Retain a CPD 0f 0.5%

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



NYNEX
PRICE CAP REVIEW

PRICING FLEXIBILITY

e Expanded pricing flexibility 1s needed to
meet competition and satisfy customers

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

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

e Allow variations in local switching rates by
Zone



NYNEX
PRICE CAP REVIEW

EXOGENOUS COST ADJUSTMENTS

e 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 of the 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. If the 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
LECs 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
feasible for firms not yet embroiled in a highly competitive market. This is so because,
as competition 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 LF A, 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 LEC. 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 1 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 1 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 mulitiple 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 problem 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 sas 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:

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

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

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

e 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?

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

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

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

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

e Have LECs and CLEC:s 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.
[t 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)

129194 Aggregate 1995 1995
US ADR Value/1995E  1934E[1] 1994E 1995E[1) 199SE Pra). PICF*: PIE:
Company (Ticker/ADR} Rating*™  or Ord Sh Pr  EBITDA[Z] P/E& PICF*8& P/E& P/ICF& 5-YrGr&  Growth Growth
North America
Amentech (AIT) B-3-37 $40 688 54 138 58 122 55 6% 092 203
Belt Allantic (BEL) A/ 8-2-2-7 $5025 52 142 52 132 50 6% 086 228
BelSouth (BLSV/ 8337 $53.13 45 129 50 119 47 6% 081 206
NYNEX (NYN)p/ 3337 $1713 48 126 40 ARE:} 33 6% 064 193
Pacific Telesis (PACVD/ 8337 $28.88 43 105 42 103 41 3% 164 413
58C Communicabtons (SBC)A/ 8227 54075 60 147 65 134 6.1 9% 069 152
S West (USW) 8227 $3525 47 127 49 122 48 6% 082 210
RBOC Average 50 130 5.1 121 49 6% 0.91 2.29
GTE (GTE) 8327 $30.88 50 131 54 124 52 8% 085 154
Alrel (AT)/ 8317 $27 88 64 171 82 155 79 1% 0.7 144
Rochester Tel (RTC)/# 8327 $21.13 48 153 63 AL R 59 10% 0.58 141
So New England Tel (SNG) 8-327 $33.00 42 19 44 1720 43 6% 077 2.18
uincoin Telecom (LTEC Vanp/ B-¥z.7 $15.25 51 116 72 127 69 8% 0.87 159
Citizens Utilities (CZNA CZNBWY/ 2328 $12.88 91 187 92 163 88 8% 108 204
AT&T (M) 4.2.2.7 $48 88 75 154 84 138 78 12% 065 115
MCI Communications {MCIC Wp/g/ 8327 $19 23 43 133 60 128 56 12% 0.47 107
Spont (FON) AV c227 $29 88 42 "7 45 07 42 13% 032 0.82
ALC Cormmurucations (ALC) 329 $28 00 77 168 132 142 112 18% 062 079
LCl Internatonal (LCi)} /oAy o219 $21 50 83 219 13 179 99 20% 049 030
LDOS Communications (L DDS Wiy IIVW $1838 58 175 NA 139 NA NA NA NA
Bel Canaaa Ent (BCE) NA $3288 a7 146 41 128 hE] 5% 078 2.56
Average - North America 54 14.4 6.3 13.0 59 9% 0.73 1.78
Eurone
8ritsh Telecom BTY) 4.2-3-7 $53.00 50 148 62 125 56 6% 093 209
Cabie & Wreiess (CWP) c-2-1-7 $1713 48 160 77 130 65 13% 0.50 100
Telecom italia (SSITF) C-2-2-7 $2.34 30 1986 28 196 28 20% 0.13 0958
STET (STFEVA/ Cz37 $27 36 30 173 20 158 18 15% 012 105
TefeCanmark (TLDj A 8-2-1-7 $24.75 46 165 68 18 56 13% .43 091
KPN (KINPRIABY 8-2-3-7 $30.82 40 121 43 ns 49 6% 068 192
Teiefornca de Espana (TEF}/A/ 8-2-1-7 $38.25 39 154 3 121 26 13% 020 093
Bezeq (Israel) NA $175 29 116 18 95 15 15% 010 0.64
Average - Europs 19 154 43 13.2 is 11% 0.3% 1.19
Lalln America
Tetefonos ge Chile (CTC) NA $82.00 96 167 "7 150 79 15% 053 100
ENTEL (Chile) NA $10.05 71 99 76 94 73 15% 0.49 0.63
Telefonos de Mexco (TMXp/ig/ C-32-7 $51.75 49 92 67 83 62 13% Q.48 0.64
Tetef de Argentina {TFOBFXTAR Mg/ NA $53.63 64 162 81 133 73 1% 035 063
Telecom Argentina/fp/ NA $55.00 84 202 89 152 79 2% 036 0.69
Atlantic Teie-Net. (ATN1) NA $8.25 35 a7 34 72 31 15% 021 049
Teiebras (TBRAYIA/ 0-2-1-7 $49.05 6.1 318 60 257 56 0% 019 086
Telesp (BRZTF)2/ 317 $496.45 90 399 107 200 82 25% 033 0.80
Average - Latin America 6.9 193 8 14.2 6.7 19% 0.37 0.72
Aslag/Pacific
Nippon Telegr & Teleph NA $42.13 82 1754 NA 642 NA 25% NA 257
Teiekormn Malaysia (MYTEFWy/ C-337 $6.20 94 219 127 197 108 16% 068 122
Hongkong Telecom (HKT) At/ c-2-1-7 $18.38 116 181 152 156 132 15% 088 1.04
Phikppine Long Dist (PHN 3327 $5175 77 174 102 1389 81 10% 083 138
Singapore Telecom (SNGTFW/ 3437 $187 168 313 248 267 215 17% 129 160
PT indosat (I T)/bAx/ 227 $32.25 13.2 225§ 211 17 160 18% 0389 098
TetecomAs:a {Thailand) NA $2.93 262 NM 1763 813 358 NA NA NM
Thar Telephone & Telecom NA $5.90 220 NM 1209 705 s NA NA NM
VSNL (Incha) NA $31 89 207 333 240 250 190 4% 056 074
Telecom New Zealand (NZT) &327 $51.00 7o 162 91 146 84 12% 073 127
CACOM (Korea) DCMKFWy/ 0437 $135.22 210 2006 357 1737 274 15% 183 1158
Average - Asla/Pacific 148 59.7 45.0 45.7 18.2 18% 0.96 249
Average - Asla/Pacific wio NTT 158 453 450 4339 19.2 1% 0.96 248
Averags: T4 206 145 177 83 13% 083 138
Cap Wtd 70 471 103 248 77 14% 088 171
Cap Wtd w/a NTT 68 171 103 157 77 12% 068 151
Cap Wtd wio NTT & Sing Tel: 62 163 95 151 €9 1% 085 151

Footnotes: Italicized companies are rated above average or higher {1] Companies with fiscal year ending on 3/31 are included with companies with fiscal year
ending 12/31 of the previous year (2] EBITDA = Earnings before interest, depreciation and amortization, and taxes. Merrill Lynch estimates, except LDDS. BCE.
Bezeq. CTC. ENTEL, Telefonica Argentina, Telecom Argentina, ATNI, NTT. and VSNL which are consensus estimates or interim finanical stmts annualized and
TelecomAsia and ThaiTel which are company forecasts [3] Home Market Data Source. Mermil Lynch analysts. NA = Not available. NM = Not meaningful
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Table 1 (Continued)

Valuation Comparisons
(as of December 9, 1994)

Home Mit
1994 1995 Mkt Cap YOY changs  YOY change
Yieid vs. P/E vs. % of Home Stock Perfomance ($US) ($US) Taico vs.
Home Mkt{l] Home Mkt{3) Market J-Month  §-Month 12-Month 12/9/84 Home Market

North America
162 291 0 5% -0.3% 315% 3.8% 3. 7% 7.5% Ameritech (AIT)
189 399 3 5% -7 6% -76% -18.0% -1T% -14.3% Belf Atlantic (BEL)
179 089 JB% -8.2% -12.0% -8.8% 37% 5.1% BelSouth (BLS)
219 087 031% -2.6% -2.3% -11 3% 37% -7.6% NYNEX (NYN)
260 o077 0 3% -10.5% -5 7% NM 3 7% NM Pecific Telesis (PAC)
1234 100 0 5% -2.1% -4 7% -6.3% ~3.7% -2.6% SBC Communications (SBC}
209 091 J 4% -130% -13.2% ~24 8% 3% -21.1% Us west (USW)
183 0.90 ERL Sl £.3% £.0% -10.9% -3T% -7.2% RBOC Average
210 c92 0 7% 0.4% -2.4% ~15.4% -37% -11.7% GTE(GTE)
119 118 01% -0.4% 5.7% -2.2% 37% 1.5% Altel (AT)
132 105 00% T A% -10 6% -10.1% -3.7% -6.4% Rochester Tel (RTC)
184 090 0 0% 0.4% -04% -9.6% -3.7% -5.9% S0. New England Tel (SNG)
118 0395 00% -1.6% 17% -22.8% 17% -19.1% Lincok Telecom (LTEC)
ND 125 01% -7.2% -9.6% -28.5% 37% -24.8% Citizens Utifities (CZNA CZNB)
093 103 17% -10.3% -12.5% -11.5% 3% -7.8% AT&T ()
009 096 03% -20.3% -21.9% -23.1% -37% -19.4% MCI Comemunications (MCIC)
115 080 02% -23.9% -24.1% -7 7% -37% -4.0% Sprint (FON)
NO ' 06 00% -22.2% -8.6% I2% 37% 6.9% AL.C Communications (ALC)
ND ) 0 0% 11.7% 36% 26.5% S17% 30.2% LCI internstional (LCID
ND 104 0 1% -22.6% 21% -16.9% -3 -13.2% LDDS Commmunications (LDDS)
199 234 3 7% -5.1% T 4% -6.4% -9.6% 3% Bel Canada Ent. (BCE)
1.61 0.94 8.0% £.3% 8.2% 4.0% 4.1% Average - North Amaerica
Euwcope

089 118 33% -37% 51% -15.7% -5.1% -10.6% British Telecom (BTY)
045 122 1% -16 0% -16.5% -25.1% -5.1% -20.0% Cable & Wirejess (CWP)
0.50 109 10 7% -15 4% -17.4% 19.7% 68.0% 13.8% Teiecom Halia (SSITF)
054 as8s 10.2% -9.2% -20.9% 20.56% §.0% 14 6% STET (STFEY)
222 07¢ 14 0% -12.0% 0.5% NA NA NA TeleDanmaerk (TLD)}
281 102 7 9% 07% 1M1 7% NA 110% NA KPN (KINPF)
060 110 10 2% -6.1% £7% 1.3% 34% -21% Teiefonica de Espana (TEF)
NA NA 25% 4 4% TA% NA NA NA Bezeq (Israet)
114 1.03 £.3% B.4% 0.2% 2™ 0.8% Average - Europe
Latin Americy
0.87 078 8 4% -7.5% -14.9% -2.5% 57.2% -59.7% Teletonas de Chile (CTC)
285 049 1 4% -15.6% -27.9% NA 57.2% NA ENTEL (Chile)
143 062 14 9% -10.0% -16.9% -13.0% -11 8% -1.2% Telefonos de Mexico (TMX)
134 100 15 4% -24.1% -268.0% -9.5% -9.T% 0.2% Telef. de Argentina (TFOBFXTAR)
0.80 114 132% 21.7% -14.7% 9.5% -3.7% 19.2% Telecom Argentina
0.84 054 NA “15.4% -2.9% -34.7% 3% -31.0% Attantic Tele-Net. (ATNI)

0.88 174 92% -5.7% 14.1% 36.3% 64.3% -28.1% Telebras (TBRAY)
177 125 S0% 7.9% 50.9% 53.2% 64 3% -11.1% Telesp (BRZTF)
132 0.86 -12.6% 4.5% 5.8% 28.0% -18.0% Averagse - Latin America
Asta/Pacific
ocas 148 14% -5.1% 0.0% 208.7% 20.7% 8.0% Nippon Telegr. & Teleph.
080 101 55% -26.6% -126% 21.7% -15.1% -5.6% Telekom Malaywa (MYTEF)
115 120 8 5% -12.5% -52% -7.5% -2.2% 14.7% Hongkong Telecom (HKT)
137 087 53% -15.9% -26.5% -20.2% -8.3% -11.9% Philppine Long Dist. (PHI)
076 164 15 1% -19.7% -19.5% -22.6% -1.3% -21.2% Singapore Telecom (SNGTF)
077 103 5 6% NA NA NA -16.6% NA PT Indosat (1T}
ND NM 4 5% 27 6% -22.5% NA -12.0% NA TelecomAsia (Thailand)
ND NM 20% NA NA NA -12.8% NA That Teiephone & Telecom
032 092 1 6% -8.0% -19.9% NA 17.1% NA VSNL (India)
115 132 23.3% 1A% 63% 16.6% 23% 14.3% Telecom New Zealand (NZT)
036 NM 0.8% -10.9% 30.9% 126.2% 25.7% 100.5% DACCM (Koren) (DCMKF)
0.84 118 -14.2% -17% 14.2% -2.1% 14.0% Average - Asla/Pacific
0.84 114 -15.3% 8.6% 11.8% 4.4% 15.0% Average - Asia/Pacific w/o NTT
A3 1C1 -9 9% T1% -4 8% -6 3% Average
T2 111 -8 9% -6 3% 03% -31% Cap Wid
129 103 -9.7% -7 7% -7 3% -6 3% Cap Wtd wio NTT
131 099 -9 2% -7 1% -6.0% -5.0% Cap Wid wio NTT & Sing Tel

* Cash Flow = Net Income + Depreciation. ** Total RBOC's as % of Market 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
TelecomAsia and ThaiTel which are company estimates.
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Table 2

Equity Multiples
(as of June 28, 1994)

1993 (1] 1994E (1) 1995€ {1]
Company (Ticker/ADR) EPS PIE [ PICF* EPS [2) PIE CF{2) PP EPS[2Z) PE CF[] PiCF
Morth America
Amerttech (AIT} 274 149 6.71 6.1 303 135 710 58 335 122 741 55
Bel Avantc (BEL) 144 146 225 5.4 355 142 9.60 52 3.80 132 1012 5.0
BedSouth (BLS) 364 146 990 54 413 129 10.71 5.0 445 19 1138 47
NYNEX (NYN) ERL 18 9.28 40 295 128 [+ 40 3.20 116 9863 39
Pacific Telesis (FAC) 27 107 6.90 42 278 10.8 694 42 280 103 704 41
$8C Communications (SBC) 248 16.4 583 70 2T 14.7 6.28 6.5 305 134 867 6.1
US West (USW) 212 13.0 7.38 48 278 127 7.25 49 2.90 122 738 48
RBOC Average 13.7 53 13.0 81 121 49
GTE(GTE) 220 140 5.87 53 235 131 573 54 2.50 124 593 52
Altal (AT) 139 201 247 13 183 171 338 82 1.8Q 155 355 79
Rochestar Tel (RTC) 121 175 3.08 68 138 153 337 63 1.50 141 1.60 59
So. New England Tel (SNG) 253 130 718 48 2 119 7.42 a4 275 120 778 43
Uncon Telecom (LTEC) 101 15.4 190 30 142 138 209 73 120 127 220 5.9
Citizens Utittes (CZNA CZNB) 0.71 18.1 138 95 0.77 167 140 9.2 078 163 149 8.8
ATRT(T) 258 189 578 85 318 154 585 84 358 138 623 7.8
MCI Communicatons (MCIC) 130 148 278 70 1.45 133 k-] 6.0 1.50 128 34 56
Spaint (FON) 199 150 5.87 51 2.55 17 6.63 43 280 107 747 42
ALC Commurcations (ALC) 123 28 1.58 177 187 168 212 132 1.97 142 251 112
LC! International (L.C1) 034 642 172 125 0S8 219 199 113 120 179 218 a9
LDDS Commurscatons (LDDS) aas 286 0.8s 216 1.08 175 NA NA 132 139 NA NA
Bel Cannca Ent (BCE) 178 185 7861 43 225 146 8.00 41 2.57 128 838 39
Average - North Americs 107 7.9 144 8.3 129 59
Europe
Briish Telecom (BTY) 429 13.8 9.28 6.4 398 148 9.45 62 4T 125 1058 56
Cable & Wirsiess (CWF) 107 160 2.07 83 1.07 16.0 221 77 132 130 265 65
Teigcom itakie (SSITF) 009 267 0.82 28 0.12 196 0.85 28 0.12 196 090 28
STET (STFEY} 11 209 131 2.1 1.58 173 13.70 20 173 158 1489 18
TeleOanmark (TLO) 097 255 315 79 1.50 185 364 68 210 118 445 5.6
KPN (KINPF) 254 121 742 42 255 121 715 43 287 18 75 4
Teisfonica de Espans (TEF) 238 16.1 1097 38 248 154 1238 31 318 121 N 26
Bezeq (Isras) o113 134 an 25 0.18 116 095 18 0.18 95 121 15
Average - Eurcpe 189 47 154 4.3 132 38
Latin Americs
Telefonos de Chile (CTC) 504 163 747 11.0 a9 16.7 700 117 545 150 1032 7.9
ENTEL (Chie) 092 109 122 82 1.02 (1] 132 78 1.07 g4 137 73
Telefonos de Mexico (TMX) 5.48 95 725 71 5.60 22 7.74 87 625 83 832 62
Telof. 0o Argertina (TFOBF X TAR) 288 210 5.50 98 332 162 680 8.1 404 133 730 73
Telacom Argentna 200 275 566 97 272 202 6.18 89 163 152 696 79
ABantk: Tele-Net (ATNI) 0.80 10.3 244 34 095 a7 24 34 1.18 72 285 31
Telotras (TBRAY) 128 383 7.88 82 1.48 338 814 5.0 191 287 878 56
Telesp (BRZTF) 1312 378 4815 11.0 1244 399 84 107 24.88 200 6072 82
Average - Latin America 215 83 18.3 78 14.2 87
Asia/Pacific
Nippon Telegr. & Telepn. 0.18 2637 NA NA 024 175.4 NA NA 0.66 64.2 NA NA
Telekom Malrysia (MYTEF) 024 261 o041 152 028 219 049 127 031 197 057 109
Hongkong Telecom (HKT) 0.88 209 105 178 101 181 120 152 118 156 140 132
Philppine Long Oist (PHI) 378 138 5.38 98 298 174 508 102 3n 138 627 83
Singapore Teiscom (SNGTF) o8 ug 007 278 0.08 313 008 248 007 267 009 215
PT Indosat (T) 128 252 142 »7 137 38 153 219 1.82 177 202 160
TeircomAsia (Thaitand) 002 186 1 002 1657 NM NM 0.02 1763 005 613 0p8 358
Thai “elephone & Teiecom. N NM NM NM NM NM 005 1208 008 708 019 N5
VSNL (incim) 0.41 789 063 50.5 0.96 3133 133 240 128 250 168 190
Teiecorr New Zealand (NZT) 250 196 5.11 100 318 182 5.62 9.1 350 146 605 84
DACOM (Koree) (DCMXF) 159 850 409 334 067 2008 379 387 078 1737 493 274
Average - Asia/Pacific 75.2 3% 58.7 450 457 19.2
Average - Asi/Paciflc wic NTT 4.3 394 453 450 439 192
Average 301 132 206 145 177 83
Cap wd 66.6 103 471 10.3 248 77
Cap Wid wio NTT 21.0 10.3 17.4 103 15.7 7.7
Cap Wtd wio NTT & Sing Tel 202 9.4 16.3 95 151 69

Footnotes: [1] Comparies with fiscal year ending on 3/31 are included with companies with fiscal year ending 12/31 of the pravious year. (2] Mermill Lynch estimates
except for LDDS, BCE, Bezeq, CTC. ENTEL, Telefonica Argentina, Telecom Argentina, ATNI, NTT and VSNL, which are consensus estimates and TelecomAsia

and ThaiTel which are company estimates. {3] Total Retum = Dividend yieid + 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)

1995E % of ADR Civ. Proj.
1984 Funda Internsily Current  Withhldng Net ADR  Payout 5Yr Total
PIBV ROE Generated (4] Div. Yid Tax Rate Div. Yid Ratio Growth (2] Retumn[3)

North America
28 18 7% 120% 4T% 0.0% 4T% 63 4% 6% 7.2% Amentech (AIT)
s 23.6% 120% 55% 0.0% 55% T1.7% 6% 8.0% Bedl Allantc (BEL)
19 12.8% 124% 52% 00% 52% 668% 6% 6.7% BelSouth (BLS)
18 15.5% 110% 6.4% 0.0% 8.4% 80.0% % 39% NYNEX (NYN}
24 2% 105% T5% 0.0% 7.5% 79.3% I% 3.0% Pacific Telesis (FAC)
30 18 5% 128% 39% 0.0% 3.9% 57.0% 9% 9.9% $8C Communicatons (SBC)
24 18.4% 101% 6.1% 0.0% 6.1% T70% 6% 8.6% US West (USW)
25 18.5% 115% $.6% 5.6% 71.8% % 8.3% RBOC Average
29 20.8% 100% 6 1% 0.0% 6.1% 80.0% 8% 14.1% GTE (GTE)
32 16.2% 97% 34% 0.0% 4% 58.9% 11% 11.4% Allted (AT}
290 11.4% 146% I8% 0.0% 38% 58.7% 10% 6.8% Rochester Tei (RTC)
23 18 0% 150% 53% 0 0% 53% 63.5% % 10.3% So. New Engtand Tel (SNG)
27 17.6% 169% J4% 0.0% 1.4% 46.4% 8% B.4% Lincon Telecom (LTEC)
22 121% 152% 0.0% 0.0% 0.0% 0.0% 8% 8.0% Cltizens Utities (CZNA.CZNB)
46 242% 148% 27% 0.0% 2.7% 41.5% 12% 14.7% AT&T (M
18 10.1% 87% 03% 0.0% 0.3% 14% 12% 12.3% MCI Communications (MCIC)
24 158% 112% 33% 00% 3.3% 18.2% 13% 18.3% Sprint (FON)
138 610% 303% 0.0% 0.0% 0.0% 00% 18% 18.0% ALC Comymunicatons (ALC)
ar 13 6% 106% 0.0% 0 0% 0.0% 00% 20% 200% LCl Inteynational (LCH)
14 6 5% NM 0.0% 0.0% 0.0% 00% NA NA LDDS Communicatons (LDDS)
14 77% 100% 58% 15.0% 50%  108.2% 5% 10.0% Bed Canada Ent (BCE)
35 10.8% 12T% 1.9% 3.8% 53.0% " 11.3% Average - North America
Europe

20 15.3% 108% 5 5% 15.0% 47% 732% % 14.7% B8rysh Telecom (BTY)
23 15 1% 76% 28% 15.0% 2.4% 43 ™% 13% 15.4% Cabie & Wireless (CWP)
16 §0% 136% 2.1% 15.0% 1.0% 582% 20% 21.8% Telecom itsiia (SSITF)
21 10.4% 128% 2.2% 15.0% 1.9% 455% 15% 16.9% STET (STFEY)
18 68% 167% 19% 15.0% 33% 63.2% 13% 16.3% TaleDenmark (TLD)
20 16.2% 137% 4 2% 0.0% 4.2% 50.9% 6% 10.2% KPN (KINPF)
1 7.0% 106% IT% 25.0% 2.8% 60.1% 13% 15.8% Telefonica de Espens (TEF)
44 331% 132% 38% 0.0% 3.8% 513% 15% 18.8% Bezeq (Israei)
22 13.7% 123% 1.4% 3.1% 55.4% 13% 18.2% Average - Europe
hatlo America.
30 18 2% 93% 26% 235% 2.0% 42.6% 15% 17.0% Teiefonos de Chile (CTC)
s 31.8% 100% 6.5% 0.0% 5.5% 71.4% 15% 21.5% ENTEL (Chile)
21 21.8% 143% 2.5% 0.0% 2.5% 23.9% 13% 15.5% Telefonos de Mexico (TMX)
22 10.3% 5% 3.0% 0.0% 30% 62.7% 21% 24.0% Telel. de Argentina (TFOBFXTAR)
28 10.2% 66% 2.1% 0.0% 21% 57.3% 2% 20.1% Telecom Argentina
o9 8.9% 113% 2.4% 0.0% 2.4% 25.0% 5% 16.9% Atlantic Teie-Net (ATNN)

o7 2.0% 64% 0.6% 15.0% 0.5% 21.1% 30% 30.5% Telsbras (TBRAY)
12 31% 58% 0.9% NM 0.9% 3556% 25% 2B5.9% Telesp (BRZTF)
2.0 13.3% 9% 26% 6% 42.5% 19% 21.9% Average - Latin America
Asiy/Pacific
ER] 1.2% 74% 0.6% 0.0% 06%  156.3% 25% 25.6% Nippon Telegr. & Telepn.
38 14.5% 68% 0.9% 15.0% 0.8% 24.6% 16% 16.9% Telekom Malaysia (MYTEF)
89 42.4% 124% 3.6% 0.0% 36% 75.2% 15% 18.6% Hongkong Telecom (MKT)
19 13.6% 5% 0.5% 15.0% 04% T1% 10% 10.4% Phifppine Long Dist (PHI)
102 29.2% \TT% 0.9% 00% 0.9% 31.7% 17% 17.6% Singapore Telecom (SNGTF)
"7 415% 134% 12% 15.0% 10% 30.1% 18% 19.0% PT Indosat (IT)
80 43% A3% Q0% 10.0% 0.0% 0.0% NA NA TelecomAsia {Thailand)
51 NM 26% 0.0% 10.0% 0.0% Q0% NA NA Thai Telephone & Teiecom.
124 NM 78% 03% 0.0% 0.3% 100% 34% 34.3% VSNL {India}
44 24 3% 121% 5.6% 15.0% 4T7% 86.4% 12% 16.2% Telecom New Zealand (NZT)
75 8 8% 3% 0.4% 0.0% 04% 15.6% 15% 15.4% OACOM (Kores) (DCMKF)
T 20.0% 85% 1.3% 1.2% 41.6% 18% 19.3% Average - Asis/Pacific
T4 22.3% 88% 1.3% 1.2% 30.1% 7% 18.8% Average - Asia/Pacific wio NTT
37 17 1% 113% 3.0% 2.8% 47 9% 13.3% 15.6% Average
34 14 9% 110% 0% 28% T22% 14.1% 16.5% CapwWad
35 18.1% 118% 3.5% 3.4% 52.8% 11.6% 14.4% Cap Wed wio NTT
3 17 5% 115% 37% I5%  5319% 114% 143% Cap Wtd wio NTT & Sing Tel
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Table 3

Aggregate Value Multiples
(as of December 9, 1994)

12/9/94 Pricein Mkt Val
US ADR Sha Per  Shs Outat Local Local of Equity Net Debt™

Campany {TickersADR) orOrd ShPr  ADR™ (mil)[3) Currency Currency {US3B) (USSB)
North America
Amentech (AIT) $40.38 1 550 uss 40.88 28 65
Be# Avante (BEL) $50.25 1 437 uss 50.25 20 90
BedSoutn (BLS) $53.13 1 498 uss 5313 26.4 86
NYNEX (NYN) $37.13 1 21 uss 713 186 101
Pacific Telems (PAC) $28.83 1 a2 uss 28.88 122 5.1
SBC Communications (SBC) $40.75 1 602 uss 4075 24.5 69
US West (UsW) $35.25 1 456 uss 3525 16.1 70

RBOC Aversge
GTE (GTE) $30.88 1 538 uss 3038 296 13.8
Altel (AT) s27.88 1 189 uss 27.88 53 18
Rochester Tel (RTC) $21.13 1 ] uss 2143 15 03
So. New Englerg Tal (SNG) $33.00 1 84 uss 33.00 21 1.0
Lincoin Telecom (LTEC) $15.25 1 a2 uss 15.25 0.5 (0.0}
Citizans Usstes (CZNA.CZNB) $12.88 1 190 uss 1288 24 13
ATRT (M 54808 1 1,567 uss 4888 766 229
MC) Commusicasons (MCIC) $19.23 1 690 uss 19.23 133 (0.0)
Spent (FON} $20.88 1 49 uss 29.88 104 48
ALC Comurscations (ALC) $28.00 1 g uss 28.00 1.4 0.1
LC intarnadonal (LCH) $21.50 1 9 uss 21.50 0.8 0.1
LDOS Communcatons (LDDS) $18.38 1 129 uss 18.38 24 05
Bel Canace Ert (BCE) 53288 1 309 Cang 4537 102 9.1

Averuge - North Amaerica
Europe
Britiah Telecom BTY) $59.00 10 €23 GBP 376 36.7 8.6
Cabie & Wirelass (CWP) $17.13 3 729 GBP .64 125 2.1
Telecom liake (SSITF) $2.34 1 8204 Mim 332000 19.2 92
STET (STFEY) $27.38 10 673 Mira 445000 18.4 127
TeleDanmarx (TLD) 32475 05 262 DKK 308.74 65 (0.4)
KPN (KINPF) $30.82 1 460 NG 54.40 142 23
Telefonice oe Espens (TEF) $3825 3 m Pa 1.681.47 120 138
Bazeq {israei} $1.78 1 732 NIS 524 13 23

Average - Europs
Latin America
Telefoncs de Chile {CTC) $82.00 17 51 Chps 191978 41 10
ENTEL (Chite) $10.08 1 2] ChiPs 4,000 (1] 0.1
Telefonos de Mexico (TMX) $51.78 20 530 MexPy 892 274 (1.5)
Telel. de Arpansna (TFOBEY TAR) $53.63 10 118 ANgPs 536 63 08
Telecom Argertna $58.00 10 ] ArgPs 5.50 54 114
Allanfic Teio-Net (ATNI) $3.28 1 12 uss 825 0.1 0.1
Telatvas (TBRAY) $49.05 1000 299 ussy) 0.05 147 28
Telesp (BRITF) $496.45 1000 16 uss{1} 0.50 80 10

Average - Latin America
Asla/Pacific
Nippon Telegr. & Teleph. $42.13 0.005 3125 Yen 843,000 131.6 264
Telekom Mslyma (MYTEF} $8.20 1 1.996 Ringgit 15.90 124 03
Hongkang Telecom (HXT) 51838 10 1.115 HKS 14.20 205 (02)
Phillppine Long Dist. (PHI) $51.7% 1 62 PraPs  1.239.41 32 11
Singepare Teiecom (SNGTF) $1.87 1 15,249 275 286 (0.5
PT Indosel (4T) $32.25 10 104 Rupish  7,600.00 33 {0.0)
TelocomAsia (Thasanag) $2.93 1 2.2 Baht 7350 65 00
Thel Tetsphone & Telecom $5.90 1 500 Ban 148.00 29 0.0
VSNL (Ina) $31.39 1 L] Rupee  1,000.00 27 0.1
Telocom New Zesiana (NZT) $51.00 18 18 NZS 5.04 60 10
DACOM (Kores) {DCMKF $138.22 1 1?2 Won 107.500 18 03

Average - AsiaPacific
Average - Asia/Pacific wio NTT

Footnotes: [1] Telebras and Telesp are analyzed 1n $US dollars only. (2] US Average. [3] EBITDA = Eamnings before interest, depreciation and amortization, and
taxes. (4] Telesp has no ADR, it is traded in 1,000 shares units in Brazil. Market statistics are for preferred share units. {5] if stock is traded as a ADR, 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 potentiat phone fines both at home and at work. NA = Not avaifable. NM = Not meaningful. ** If shares are not traded as ADRs in the U.S.,
the default 1s 1. £ = Merrill Lynch estimated 1994 Revenues except for LDDS, BCE, Bezeq, CTC, ENTEL, Telefonica Argentina, Telecom Argentina, ATNI, NTT, and
VSNL which are consensus forecasts or intenm results annualized and TelecomAsia and ThaiTel which are company forecasts. **Net Debt=LT Debt + ST Debt -
Cash. **** POPs = population (i.e. aggregate value per person).
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Tabie 3 (Continued)

Aggregate Value Multiples
(as of December 9, 1994)

Aggregats Value

Ag Val (Eq an » multiple of:
*Nat Debt) 1995E 1995E Access Net
(US38) Rev EBITDA[J) Lines PQPs™ PPAE

North America

290 2 54 $1604 NA 1.7 Amentech (AIT)
310 22 52 $1629 NA 19 Bell Atientic (BEL)
50 20 45 $1,750 NA 14 BelSouth (BLS)
257 19 48 $1.561 NAa 13 NYNEX (NYN)
73 19 43 $1.174 NA 11 Pacific Tetesis (PAC)
a4 25 6.0 $2,309 NA 18 S$BC Communications (S8C)
230 20 47 51,624 NA 17 US West (USW)
21 5.0 $1,684 $1,091 (2] 15 RBOC Average

a4 21 50 $1928 Na 15 GTE (GTE)
L 2.1 54 $4.353 NA 25 Alet (AT)
'8 17 48 $1977 Na 18 Rochester Tel (RTC)
32 7 42 $1.588 NA 12 So. New Engiana Tel (SNG)
53 25 51 $2,052 NA 20 Lincoin Telacom (LTEC)
38 36 91 NM NA 16 Cltizens Utiftes (CZNA CZNB)
995 12 75 NM NM 47 ATET (M)
112 09 43 NM NM 15 MC! Communications (MCIC}
152 1 4z NM NM 14 Sprint (FON)
(R} 17 ? NM NM 215 ALC Communications (ALC)
c9 16 83 NM NW 43 LCl international (LCIf)
29 15 58 NM NM 82 LDODS Commurycatons (LDDS)
‘92 13 37 $2,035 A YARS 12 Bed Canada Ent (BCE)
1.8 5.4 $1,961 . $1,080 34 Averagse - North America

Europe

453 20 50 $1,679 $789 18 Brilish Teiecom (8TY)
146 17 48 NM $255 20 Cable & Wirsless (CWF)
PR 15 30 $1,169 $496 10 Telscom llalia (SSITF)
311 1.4 30 $1.280 $543 0.9 STET(STFEY)
61 1 46 $1974 $1.172 25 TeleDanmerk (TLD)
‘65 15 40 $2,128 $1.085 15 KPN (KINPF)
256 22 38 $1.758 5654 11 Teisforca ge Espans (TEF)
38 14 29 $1723 $658 15 Bazeq (Israei)
1.7 39 $1,673 s707 1.5 Average - Europe

Latin Americe

51 49 96 $3,502 $412 23 Tetefonos de Chile (CTC)
10 41 71 NM $83 32 ENTEL (Chite)
260 26 49 $3.175 $303 22 Telefonos de Mexico (TMX)
59 10 54 $2.796 $439 19 Telef. do Argentina (TFOBFXTAR)
65 39 8.4 $3,059 $392 22 Telecom Argentna
02 16 35 $2,202 $302 10 Afantic Tele-Net. (ATNI)
‘T4 28 61 $1515 5116 a7 Talebras (TBRAY)
90 40 90 $2.249 $280 11 Telesp (BRZTF)
34 89 52,843 $294 18 Average - Latin America
Asig/Pacitic

158 Q 23 82 $2.665 $1.217 16 Nippon Telegr. & Teleph.
127 61 94 $4.847 3673 34 Talekom Malaysia (MYTEF)
2013 51 16 $6.602 $3 486 89 Hongkong Telecom (HKT}
43 a7 77 $2,872 566 26 Prifppine Long Dist. (PHI)
280 100 168 $22.378 59 990 14.1 Singapore Telecom (SNGTF)
33 73 132 NM S18 19.4 PT Indosat (1T)
65 173 6.2 $3.255 5138 58 Telecomasia (Thailand)
23 146 22.0 $2.929 $338 56 Thai Telephone & Telecom.
28 89 207 NM $3 162 VSNL (India}
70 38 70 $4.363 $2.037 30 Telecom New Zealand (NZT)
13 37 210 NM NM 68 DACOM (Korea) {OCMKF)
75 149 48,252 $1,803 8.0 Avarage - Asia/Pacific
81 158 36,764 31,8681 87 Average - Asin/Pacific wio NTT
34 74 $3.023 $990 38 Average
28 70 $3.391 $1.411 30 Cap wid
i 29 68 $3.600 $1.449 33 Cap Wtd wio NTT
L 25 52 $2.309 890 2.7 Cap Wid wio NTT & Sing Tel
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Table 4

Operating Statistics
1995E 199SE Operating Statistics as s ge of Revenues
Revenues Cash Op Net Capitsl
Company (TickerfADR) (US$mi)  Expenses  EBITDA[1] EBMT[7]  income Exp Depreciation
North Americs
Amentech (AIT) $12962 59% “1% 24% 14% 18% 17%
Be# Avantc (BEL) $14.375 59% % % 12% 17% 19%
BelSouth (BLS) $17.687 56% % 24% 13% 18% 20%
NYNEX (NYN} $13.729 61% 9% 19% 10% 20% 20%
Pacific Telasis (PAC) $9.262 56% 44% 24% 13% 21% 19%
$8C Commumications (SBC) $12.219 58% 2% 25% 15% 18% 18%
US west Usw) $11.545 5% 43% 2% 12% 1% 18%
RBOC Average 5% % 23% 13% 19% 19%
GTE (GTE) $20.725 58% 2% 25% 12% 20% 1%
ARl (AT) $3.350 67% 3% 22% 10% 16% 1%
Rochester Tei (RTC) $1.100 65% 5% 3% 9% 9% 12%
S0. New Englend Tel (SNG) $1.808 59% 41% 3% 10% 13% 19%
Lincoin Telecom (LTEC) $198 52% 8% 3% 19% 13% 17%
Citizens Uthiles (CZNA.CZNB) $1,056 81% 9% 5% 15% 19% 13%
ATRT (M $80,171 3% 17% 12% % 5% 5%
MC! Commusicatons (MCIC) $14423 75% 2% 12% ™ 19% %
3print (FON) $13.950 T4% 6% 18% ™ 14% 1% N
ALC Comrmunscations (ALC) $471 8% 2% 19% 11% 5% %
LCI International (LCIf) $571 81% 19% 12% ™% 13% %
LOOS Communications (LDDS) $1.967 T4% 26% 18% 2% 5% 5%
Bel Caneds Ert (BCE) $15.047 66% 34% 23% 5% 13% 2%
Avsrage - North Americs 88% % 20% 10% 15% 14%
Eurooe
8ntish Telecom (BTY) §2.172 9% ~41% 25% 13% 18% 16%
Cabie & Wireless (CWP) $3.811 66% 34% 25% 1% 2% 10%
Tetecom ftake (SSITF) 318,985 50% S0% 18% % 1% %
STET (STFEY) $22.588 53% ™% 18% 5% 24% 28%
TeleDenmark (TLD) $3.238 5% 1% 23% 16% 2% 18%
KPN (KINPF) 511,016 3% I™ 18% 11% 16% 19%
Tedstonica de Espane (TEF) $11.897 5% 55% 26% % 31% 28%
Bazeq (Iwrae) $2,578 51% 9% 2% 5% 23% 2%
Average - Europe 8% 44% % ” 2% 2%
tatin Americs
Telefonos de Chiie (CTC) 31059 9% 51% 3% 26% IT% 17%
ENTEL (Chile) $254 2% 58% A% g% 2% 1%
Telefonos de Mexico (TMX) $9.849 46% 4% 42% 34% 25% 12%
Telef. de Argentina {TFOBF XTAR) $2.331 s4% 45% % 2% 45% 20%
Telacom Argerine $1.664 54% 46% 25% 211% 9% 2%
Asantic Teis-Net (ATNY) §158 55% 45% 33% % 1T% 12%
Telatvas (TBRAY) 55,197 54% 5% 13% % 55% 33%
Telesp (BRZTF) $2.260 56% 44% 19% 18% T1% 25%
Averagse - Latin America 1% A% 3% 2% 43% 19%
AsinPacific
Nippon Telegr. & Teleph. $67.392 ™™ 8% % 1% 3% 24%
Telakom Malaysia (MYTEF) $2.087 EL Y 5% 1% 0% 75% 24%
Hongkong Telecom (HKT) $4,0058 6% “% 3% 3% 13% 6%
Philppine Long Dist. (PH1) $1.150 52% % 5% 17% 54% 14%
Singapore Telecom (SNGTF) 2.7 0% 0% 50% 8% 16% 9%
PT Indosat (1T} $452 4% 56% 51% 4% % 5%
TelacomAsia { Thadend) E=14] % 5% 6% 2% 123% 20%
Thai Telaphone & Telecom. $201 34% 6% % 2™ 181% 20%
VSNL (indis) $318 5% 3% 33% 12% 25% 10%
Telecom New Zeaiand (NZT) $1,838 5% 5% ™% 23% 16% 17%
DACOM (Kores) (DCMIGF) $516 2% 18% % % k3a 10%
Average - Asia/Pacific S0% 50% %% 24% 4% 14%
Average - Asla/Pucific wo NTT 4% 5% 38% 26% 5% 13%
Average 57% 2% 6% 16% 0% 16%
Cap Whd 62% 8% 21% 12% 25% 17%
Cap Wid wio NTT 53% 41% 25% 15% 23% 16%
Cag Wid wio NTT & Slng Tet 50% 40% 24% 14% 24% 16%

Eootnates: (1] EBITDA = Eaming before interest, depreciation and amortization, and taxes. [2] EBIT = Eamnings before interest and taxes. NA = Not available.
NM = Not meaningful. E = Memil Lynch estimates except for LDDS, BCE, Bezeq, CTC, ENTEL, Telefonica Argentina, Telecom Argentina, ATNI, NTT, and VSNL
which are consensus estimates or interim results annualized and TelecomAsia and ThaiTel which are company forecasts.
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Table §

Construction Statistics

Cap. [nvestment as a Muitiple of Access Lines (1]

Access Lines CAREX/ Deprec/ Net PPAE/ CAPEX/
Company i Ticker/ADR} {MM) Line Line Line Line Add
North Americy
Amentecn (AIT) 18.4 $116 $103 $863 $2.510
Sed Auantc (BEL) 190 $t16 $128 $807 $4.383
BetSouth (BLS) 200 $150 $147 $1.182 $3.905
NYNEX (NYN) 16.5 $128 $141 $1.134 $4.125
Pacfic Telesis (PAC) 148 $128 21 $1,106 $5,573
SBC Communxcavons (58C) 13.6 $125 $124 $1.151 $3.560
US West (USW) 14.2 $158 $133 $897 $5.044
RBOC Average $13t 3128 $1,019 $4,157
GTE(GTEY 225 $151 $138 $1.172 $3,554
Alted (AT) 16 $174 $226 $1.427 $1,895
Rochester Tel (RTCY 08 $107 $142 $977 $2,158
S0 New Engiand Tei (SNG) 20 3173 $170 $1.364 $6,375
Lincomn Teiecom (L TEC) 0.2 $105 $139 $1.034 $4.272
Ciizens Utilies (CZNA CZNS) 07 $154 3180 NA NA
ATAT (T} NM NM NM NM NM
MC! Commurycatons (MCIC) NM NM NM NM NM
Spnat (FON} 6.4 $132 $127 $1.031 $2.969
ALC Commurucatons {ALC) NM NM NM NM NM
LC! imernatonal (LCH) NM NM NM N NM
LDDS Commurycatons (LDDS} NM NM NM NM NM
Bet Cansas Ent (BCE) 93 $132 $141 $1.317 $6.264
Average - Narth America $133 $142 31,109 $4.024
Surope
Bntsh Telecom (BTY} 270 - $145 $127 $916 $5.984
Cavie & Wireless (CWP) 53 NM NM NM NM
Telecom itais (S SITF) 243 $202 $247 $1.147 $12.270
STET (STFEY) 243 sz $264 $1.363 $12.270
TeleDanmarn (TLD) kR ] $131 $188 $796 38,092
KPN (KINPF) 17 $235 $288 $1.408 $7.378
Teiefonce de Espana (TEF) 146 $250 $234 $1.615 $7.852
Bezeq (Israeii 21 $279 $334 $1.116 $3.600
Avernge - Europe $208 $237 $1,184 $8,208
Latin America
Teiafonos ge Chile (CTC) 15 $263 $126 $1.531 $2.149
ENTEL {Chie} NA NA NA NA NA
Telefonos de Mexico (TMX) 82 $306 5149 $1.458 $2,77%
Teiel ca Argenmina (TFOSF)TAR) 25 $428 $188 $1.475 K[
Telecom Argentng 21 $461 $170 $1.387 $2.561
Atantic Tele-Net. (ATNI) a1 $236 $164 $2.274 $1.915
Talebras (TBRAY) 15 $342 $178 $2240 $4.779
Telesp (BRZTF) 40 5400 S144 $2.136 $2.086
Average - Latin America $348 3159 $1.788 32,852
AgiaiPacific
Nippon Telegr & Teseph, 59.3 px1al $270 $1.532 $12.208
Telekom Malaysia (MYTEF) 26 $598 $194 $1.448 $2,805
Hongkong Teiecom (HKT) 31 $169 $80 $744 $2.591
Preippine Long Cist (PHI) 1.4 $438 $109 $1.153 $1.526
Singapore T slecom (SNGTF} 13 $354 $210 $1.585 $4.094
PT indosat M T) NM NM NM NM NM
TelecomAsia ( Thailandg) 20 NM NM NM $1,032
Thai Teleohone & Telecom. 10 NM NM NM $1,233
VSNL (inaia) NM NM NM NM NM
Telecom New Zesiand (N2T) 18 $178 $200 $1.460 $4.493
DACOM (Korea) (DCMKF) NM NM NM NM NM
Average - Aria/Pacific $351 s $1.337 83,748
Avarsge - Asia/Pacific wio NTT $347 5159 31,278 52,539
Average 5228 $i71 51304 $4,555
Cap Wtd 52438 $185 $1.313 $6.445
Cap Wid wio NTT $212 $160 $1.219 $4 780
Cap Wid wio NTT & Sing Tel $202 5157 $1,194 $4.826

Footnotes: [1] For all RBOCs. GTE. Sprint 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+Depreciation)/(CAPEX + Dividends). NM = Not meaningfut.

Telecommunications Services—Giobal Monthly Statistical Review — December 9, 1994



Table 6

Telco System Efficiency

Line Pen. va
Accege GOpP Line GDP per % Digital Acceas Lines/ Employess)
Company (Tickar/ADR) Linas (MM)  PerCapita  Penetration Capita [3] Lines Employees{2] 10,000 Lines(2)
N €
Amentech (AIT) 181 NA NA NA 66.0% zn 310
Bel Avanuc (BEL) 190 NA NA NA 65.0% 308 327
BelSouth (BLS) 200 NA NA NA 69.0% 251 398
NYNEX (NYN) 16.5 NA NA NA T20% 252 396
Pacific Telesis (PAC) 148 NA NA NA 52.0% 281 155
$8C Communxabons (SBC) 136 NA NA NA 48.0% 279 359
US Wast (USW) 142 NA NA NA 50.0% 293 341
RBOC Average 23,879 60.2% 154 83.0% 284 355
GTE(GTE) 225 NA NA NA 82.0% k3t ] 315
Alted (AT) 16 NA NA NA 91.0% 278 360
Rochester Tel (RTC) Qg NA NA NA NA 318 M7
So. New England Tel (SNG) 20 NA NA NA 56.0% 218 459
Uncoin Telecom (LTEC) 02 NA NA NA 100.0% 167 537
Citizens Utktes (CZNA CZNB) 07 NA NA NA NA
ATAT (T) NM NA NM NA NM NM NM
MC! Communications (MCIC) NM NA NM NA NM NM NM
Sprint (FON) 654 NA NM NA 96.0% 242 444
ALC Communicatons (ALC) NM HA NM NA NM NM NM
LCl Intemations! (LCIN NM NA NM NA NM NM NM
LDDS Comyrurscatons (LDDS) NM NA NM NA NM NM NM
Bed Canada Ert (BCE) 9.5 20,760 57.0% 2.75 65.0% 208 483
Averaga - Norih Americs 22,220 50.8% 264 81.7% e a2
Europe
Bntisn Telecom (BTY) 270 18,194 47.0% 258 T7.0% 193 519
Cabie & Wirpiess (CWP) 53 18,194 NA NA 100.0% NM NM
Telecom Vaba (SSITF) 243 21,184 a25%" 2.00 61.0% 278 350
STET (STFEW} 243 21,184 425% 2.00 57.0% 278 360
TeleDonmerk (T1.D) 31 27,552 59.4% 2.16 48.0% 183 £47
KPN (KINPF) 77 21221 51.0% 2.40 60.0% 243 412
Teiefonica de Espana (TEF) 146 14,666 37.2% 2.54 42.0% 200 50.1
Bezeq (Israe) 21 12612 38.2% 303 T10% 29 LRE)
Average - Europe 19,351 45.4% 23 84.5% 30 M8
Latio America
Teletonos de Chile (CTC) 15 3,030 11.8% 388 100.0% 184 s4.4
ENTEL (Chrie)} NA 3030 NM NM NM NM NM
Teiefonas de Mexico (TMX) 82 3.701 95% 258 85.0% 168 59.5
Tels!. da Argentina (TFOBF X TAR) 25 6.846 15.7% 229 52.9% 143 69.9
Telecom Argentns 2.1 6.846 12.8% 1.87 84.0% 140 713
Atantc Tels-Net (ATNI) 0.1 NA 12.7% NA 90.0% 93 107.1
Teloorns (TBRAY) 115 2519 76% 29 40% 19 B44
Telesp (BRZTF) 40 2619 12.5% 476 30.0% 168 60.4
Aversge - Latin America 4,099 11.9% 3.0% 0.62 145 724
Asia/Pacific
Nippon Telegr. & Teleph. 593 34 667 47.9% 138 50.0% 245 09
Telekom Majaysia (MYTEF) 2.6 3,066 13.9% 453 39.0% 87 1143
Hongkong Telecom (HKT) 31 16,333 52.8% i 100.0% 191 52.2
Philippine Long Onst. (PHIY 14 819 2.2% 2m NA k) 136.1
Singapore Telecom (SNGTF) 13 16321 44 6% 274 100.0% 172 580
PT Indosat (1IT) NM 800 13% 163 NM NM NM
TelecomAsa { Thaitand) 20 NA 19.4% NM NM NM NM
Thai Telepnone 4 Teiecom 10 1.398 18% 129 NM NM NM
VSNL (indis} N 313 08% 2.56 NM NM NM
Telacom New Zesiand (NZT) 18 12,161 48.7% 384 95.0% 20% 487
DACOM (Kores) (DCMXF) NM NA NM NM NM NM NM
Aversge - Ania/Pacific 9,542 1% 168 7.0% 182 750
Average - Asia/Pacific wio NTT 6,401 20.4% 82 98.3% 148 819
Average 11,605 276% 266 59.7% 215 53
Cap Wtd 21.733 44.9% 238 67.0% 233 45
Cap Wid wio NTT 17 905 44 0% 264 721% 229 43
Cap Wtd wio NTT & Sing Tel 18.014 43.9% 263 70 1% 241 47
Eootnotes: [1) For RBOCs, GTE, Sprint and BCE, access line muttiples are calculated using the Teico only portion of revenues, CAPEX, depreciation and PP&E.

[2) For North American companies and STET. Telco only employees are used in this calculation. [3] EBITDA = Eamings before interest, depreciation and
amortization, and taxes. (4] EBIT = Eamings before interest and taxes. {5] Ratio of line penetration x 100 to GDP per captia/1000. NM = Not meaningful.
*Cash Flow = Net Income + Depreciation. **Free Cash Flow = Cash Flow — CAPEX. E = Merrill Lynch estimates except for LDDS, BCE, Bezeq, CTC, ENTEL,

Telefonica Argentina, Telecom Argentina, ATNI. NTT. and VSNL which are consensus estimates or interim results annualized and TelecomAsia and ThaiTel which
are company forecasts e
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Table 6 (Continued)

Telco System Efficiency

1993E Operating Statistics as a Muitiple of Access Lines (1] 1993€
Cash Qp Net CF& Free Cash Revenue/
Revenues Expenses EBITOA(J) EBIT[4] Income Per Line Flow/Line™& Employes

North America
$587 $349 $238 $134 $30 5216 $100 $199 Amantech (AIT)
$631 3388 $243 $116 $59 $227 $112 $197 Beif Atantic (BEL)
$702 $385 $317 $170 $92 $276 $125 $187 BetSouth (BLS)
s722 S445 $277 $136 $74 $241 $113 $189 NYNEX (NYN)
$625 $352 $273 $152 $79 $200 $71 $178 Paciflc Telesis (PAC)
$618 $347 $272 $147 $82 $284 $159 $208 $8C Communications (58C)
$640 $353 $287 $154 $80 $237 $82 $189 US West (USW)
se4s $374 3272 3144 $78 S0 $109 3192 RBOC Average
731 $395 $336 $199 $102 $257 $106 $226 GTE (GTE)
$2.053 $1.37% 5677 $452 $209 $415 $78 $308 Altel (AT)
$1.180 $767 $413 $271 §108 5250 $143 $251 Rochester Tel (RTC)
$910 3534 $377 $207 589 $259 $143 $198 So. New England Tel {SNG)
$834 $434 $400 $261 $158 $292 $187 $140 Uncoin Telecom (LTEC)
s882 $434 5448 $288 NA S444 $290 NA Citzens Utiides (CZNA,CZNB)
NM NM NM NM NM NM NM $260 ATET(T)
NM NM NM NM NM NM NM $398 MC1 Communications {MCIC)
$710 S419 $291 $164 $82 $372 $240 $268 Sprint (FON)
NM NM NM NM NM NM NM $332 ALC Communications (ALC)

NM NM NM NM NM NM NM $676 LCl Internationsi (LCI)
NM NM NM NM NM NM NM NM L00S Communications (LOOS)
$670 $312 $358 $217 $43 $263 $131 $128 Bel Canada Ent. (BCE)
3829 3484 $335 3154 9 2689 23 3259 Average - North Americs
* Euroge

822 $486 $336 $208 $108 $219 b 1x] $158 8niish Telecom (8TY)
NM NM NM NM NM NM NM $213 Cabis & Wireless (CWP)
$780 $391 $389 $142 $50 5287 $88 $217 Telecom itate (SSITF)
$928 $496 $433 $169 $42 $294 $72 $258 STET (STFEY}
$1.048 $619 5428 $240 $167 $355 $225 $191 TeieDanmark (TLD)
$1425 5896 $530 $262 $159 $427 $192 $346 KPN (KINPF)
se1s $372 $446 $212 $64 $288 $38 $163 Teietonica de Espana (TEF)
$1.228 $627 601 $267 $64 3387 $108 5258 Bezeq (israel)
31,007 3555 3452 $214 393 $322 3113 $228 Average - Europa
hLatin America
s7T21 $387 $364 s239 5187 $318 $55 $133 Telefonos de Chile (CTC)
NM NM NM NM NM NM NM $161 ENTEL (Chile)
$1.204 $551 $653 $504 $40% $518 $212 $202 Teiefonos de Mexica (TMX)
$947 $510 5437 $252 $191 $344 {$81) $135 Telst. de Argeriina (TFOBFYTAR)
$785 3422 $363 $193 $169 $296 ($165) $110 Telecom Argentina
$1.409 $774 $635 $472 $128 $270 4 $132 Asartic Tele-Net (ATNI}

$539 $231 S248 $70 $50 $216 {$132) $64 Telebras (TBRAY}
$565 $318 $250 $106 $100 $194 (3206) $94 Telesp (BRZTF)
s881 $480 4 3262 $176 3308 (340) $128 Average - Latin America
Asiy/Pacific

$1.137 $813 324 354 s1] $282 ($83) $278 Nippon Telegr. & Teleph.
$792 $274 $518 $324 $6 $411 (8187} $69 Telekom Maisysia (MYTEF)
$1.305 $736 $564 $438 $427 $443 $2R0 $250 Hongkong Telecom (HXT)
3801 3414 s387 $278 $138 $237 ($199) $59 Philppine Long Dist (PHI)
$2.232 3904 $1.329 $1.118 855 $940 $586 $258 Singapore Telecom (SNGTF)
NM NM NM NM NM NM NM $253 PT indoset NT)
NM NM NM NM NM NM NM 5305 TetecomAsia (Thailand)

NM NM NM NM NM NM NM $179 Than Telephone & Telecom,
NM NM NM NM NM NM NM $112 VSNML (India)
$1.147 $522 $626 $426 $269 $442 $264 $236 Telecom New Zealand (NZT)
NM NM NM NM NM NM NM NM DACOM (Xorea) (DCMKF)
31.238 3611 825 448 $324 $480 sice 3200 Avsrage - Asla/Pacific
$1,255 3570 s8as $527 $388 3498 $149 3191 Avarage - Asin/Pacific wio NTT
5946 $516 431 3260 $152 $326 $33 $213 Average
$972 $559 $413 228 $142 $328 S79 $22% Cap Wed
5924 $484 $439 5279 $180 $342 $128 $213 Cap Wid wio NTT
$834 $456 $378 5221 $134 $301 $97 $210 Cap Wtd wio NTT & Sing Tel
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