Table 7

Funds Internally Generated

A.Cash Inflows (N1 + Dap.) B. Cash Outflow (Div + CAPX) % Internally
1995E(1) 1995E(1) 1998E[1] 1995E(1) Generated
Company (TickerADR) Net Income Deprec. Dividends CAPX {A/B)
Nenth Americs
Amentach (AIT) $1,848 $2.235 $1.056 $2.3%0 120%
Bedl Atantc (BEL) $1,670 $2.775 $1.207 $2.500 120%
BelSouth (BLS) 2221 $3.460 $1.370 $3.200 124%
NYNEX (NYN) $1.352 $2.720 $994 $2,700 110%
Pacific Teesis (PAC) $1.169 $1.78¢% $924 $1,900 105%
$8C Communications (S8C) $1.85%0 $2,191 5951 $2,200 128%
US wast (USW) $1.358 $2,099 $975 $2.450 101%
RBOC Avernge 1195%
GTE (GTE) $22395 $3523 $1.801 $4,100 100%
Almt (AT) $341 3369 $182 $550 97%
Rochester Tel (RTC) $104 $132 58 $100 146%
So. New Englang Tel (SNG) 3178 37 $112 $230 150%
Lincoin Telecom (LTEC) $38 $33 s17 28 169%
Citzens Utiies (CZNACZNB) $182 $142 0 $200 152%
AT&T (N $5,562 $3658 52,088 $4,140 148%
MC1 Communicatons (MCIC) $1,042 $1.327 335 $2.700 87%
Speint (FON) $1.044 $1.493 5349 $1.918 112%
ALC Communicatons (ALC) $76 s Q $32 303%
LC! internavonei (LC!) $41 $38 $0 75 108%
LOOS Communscatons (LDOS) $18y $153 $Q $100 NM
Bel Canada Ent {BCE) $696 $1.793 $593 $1.897 100%
Aversge - North Americs 12r%
Eusooe *
British Telecom (BTY) $2.8340 $3.439 $2.038 $3.919 105%
Cable & Wirsiass (CAP) $969 $839 $354 $2038 76%
Telecom ilake (SSITF) $1.209 $6.010 $398 $4.908 136%
STET (STFEM) $1.027 $8.425 $413 $5,399 128%
TeieDenrmark (TLD) 3316 $581 $254 $403 167%
KPN (KINPF) $1.229 52071 $597 $1.813 137%
Telefonice de Expena (TEF) $928 $3.408 $442 $3.640 106%
Bazeq (israel) $134 $701 $49 5586 132%
Avenags - Europe 123%
Latin Americs
Telatonos de Chle (CTC) $27% 3163 5109 $387 93%
ENTEL (Chite) 599 $28 $61 585 100%
Telsfonos de Mexco (TMX) 33313 §1.221 $678 $2,500 143%
Tela!. da Argentne (TFOBFXTAR) $469 $485 s188 $1,045 75%
Telecom Argentina 53857 $360 5113 8977 56%
Atantic Tela-Net (ATNI) $14 $18 $2 $25 113%
Telotras (TBRAY) $571 $2.050 sat $4,000 B84%
Teiesp (BRZTF) $400 $578 575 $1.600 58%
Average - Latin America ”w%
AslaPagific
Nippon Teieg. & Teieph. $749 $18.988 $780 $21.975 74%
Tolokom Matwysia (MYTEF} 5828 $505 $117 51,560 58%
Hongkong Telecom (HKT) $1.31¢ 247 78 $517 124%
Phifopina Long Dist (PHI $188 $158 $18 $828 55%
Singapors Telecom (SNGTF) $1,069 $283 $312 $443 177%
PT incsoset (TT) $196 21 $43 3120 134%
TelacomAsia (Thadand) $121 $78 $0 $483 43%
Thas Telephone & Telecom. $34 $39 S0 $364 6%
VSNL (india) $38 $32 $3 581 78%
Telacom New Zastand (NZT} $431 $320 $335 $288 121%
DACOM (Korea} (OCMKF) 39 $50 $7 $189 3%
Average - Asia/Pacific 5%
Aversge - AsisiPacific wio NTT %
Aversge 113%
CapWid 110%
Cap Wid wio NTT 118%
Cap Wtd wio NTT & Sing Tel 115%

[1] = Merrill Lynch estimates except for LDDS, BCE, Bezeq, CTC, ENTEL, Telefonica Argentina, Telecom Argentina, ATNI, NTT, and VSNL which are consensus
estimates or intefim results annualized and TelecomAsia and ThaiTel which are company forecasts.
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Table 8

Financial Summary

Total
Latest Net DebAd). Net 1995E 1995E Employees
Company (TickertADR) Last FY Data As Of Boak Cap™ PP&E CAPEX* Rev (000's)
North Americy
Ameniecn (AIT) Dec-93 Sep-94 44 6% $17.084 $2.350 $12962 651
Bell Atianbe (BEL) Dec-93 Sep-94 58.7% $16.711 $2.500 $14.375 728
BetSouth (8LS) Dec-93 Sep-94 37.9% $25031 $3.200 $17.667 943
NYNEX (NYN} Dec-93 Sep-94 54.1% $20.449 $2.700 $13.729 725
Pacific Telesis (PAC) Dec-93 Sep-94 49.6% $16.375 $1.900 $9.262 5286
58C Communxcavons (SBC) Dec-33 Sep-94 48.0% $17.574 $2.200 $12319 59.4
US West (USw) Dec-93 Sep-94 50.8% $13.495 $2.450 $11.545 81.2
RBOC Average 40.8%
GTE (GTE) Dec-93 Sep-94 57.7% $28,595 $4,100 $20.725 98
Altel (AT) Dec-93 Sep-94 52.9% $2.859 $550 $3.350 110
Rochester Tel (RTC) Dec-93 Sep-94 276% $1.007 5100 $1.100 44
So New England Tei (SNG} Dec-93 Sep-94 53.9% $2.706 $230 $1.806 9.1
Lincon Teiecom (LTEC) Dec-93 Sep-94 3.2% 5248 $25 $198 1.4
Citzens Unites (CZNA.CZNB) Dec-93 Sep-94 54.0% $2,317 $200 $1.056 NA
ATET(M Dec-93 Sep-94 57.8% $21.176 $4,140 $80.171 3087
MCI Communicatons (MCIC) Dec-93 Sep-94 0.5% $8,549 $2.700 $14.423 362
Spnnt (FON) Dec-93 Sep-94 52.0% $10.571 $1.919 $13.950 520
ALC Communicatons (ALC) Dec-93 Jun-94 436% $53 32 $671 20
LCl intarnabonal (LCiN) Dec-83 Sep-94 022% $211 $75 $571 08
L.DOS Commurscatons (LDCS) Dec-33 Jun-94 253% $358 NA $1.957 NA
Bek Canada Ent (BCE) Dec-93 Jun-94 56.2% $15.976 $1.897 $15.047 118.0
Average - North America 45.0%
Europe
8nush Telecom (8TY) Mar-94 Sep-94 32.0% $24,719 $3.919 $22.172 1400
Cabée & Wireiess (CWP) Mar-94 Sep-94 . 28.2% $7.397 $2,038 $8.811 4“3
Telecom natis (SSITF) Dec-93 Jun-34 43.3% $27.898 $4.908 $18.98% 877
STET (STFEY) Dec-93 Jun-94 59.3% $33.150 $5.399 $22.588 877
TeleDanmerk (TLD) Dec-93 Jun-94 S12.1% $2.460 $403 $3.236 169
KPN (KINPF) Dec-93 Jun-94 23.9% $10.868 $1.813 $11.018 39
Telefonca oe Espana (TEF) Dec-93 Sep-94 58.6% $23 506 $3.640 $11,897 729
. Bezeq (Israel) Dec-93 Jun-g4 89.0% $2.343 $586 $2.578 10.0
Average - Eutope 40.0%
i 1]
Teiefonos ae Chite (CTC) Dec-93 Jun-94 41.9% $2.250 $387 $1.059 80
ENTEL (Chie) Dec-93 Dec-33 29.0% $324 $65 5254 16
Telefonos o Mexco (TMX) Dec-33 Sep-94 -12.8% $11.926 $2.500 $3.849 487
Telef. de Argentra (TFOBFXTAR) Sep-94 Sep-94 16.1% $3.631 $1.045 $2.331 172
Telecom Argertna Sep-94 Jun-94 35.6% $2.940 $977 $1.664 15.1
Atantc Tete-Net (ATNI) Dec-93 Sep-94 56.0% $250 $26 $155 12
Televras (TERAY) Oec-93 Sep-94 12.4% $25.757 $4,000 $6.197 970
Telesp (SRITF) Oec-93 Sep-94 13.0% $8.543 $1,600 $2.260 4.1
Average - Latin America 23.9%
Asie/Pacilic
Nippon Teieqr & Teieph Mar-94 Sep-94 38.2% $96.769 $21.97% $67.392 2423
Teiekom Maiaysia (MYTEF) Dec-93 Jun-94 1% $3.778 $1.560 $2.067 298
Honghong Telecom (HKT) Mar-94 Sep-93 0.0% $2.284 $517 $4.005 160
Presppine Long Orst (PHI1Y Dec-93 Sep-94 39.0% $1.655 $626 §1.150 195
Singapore Teiecom (SNGTF} Mar-94 Sep-94 26.3% $1.981 $443 $2.791 10.8
PT indosat (IT) Dec-93 Sep-94 -7.9% $174 $120 $452 18
Teiecomasia { Thanana) Oec-33 Jun-93 0.1% $957 $453 $377 12
Thai Telepnone & Teiecom Dec-93 Dec-93 -3.5% $523 $364 $201 1.1
VSNL tinca) Mar-94 Mar-94 34.3% S174 581 3318 29
Teiecom New Zeaiand (NZT) Mar-94 Jun-94 41.9% $2.337 $28% $1.836 78
CACOM (Kores) (DCMKF) Dec-93 Jun-94 57.0% $281 $189 $516 NA
Aversge - Asia/Pacific 18.3%
Average - AsiaiPscific wo NTT 14.9%
Aversge 32.5%
Cap Wtd 34.8%
Cap Wtd wio NTT 14 1%
Cap Wtd wio NTT & Sing Tel 37 2%

Footnotes: “CAPEX = Capital Expenditures for last twelve months, if available, otherwise for last fiscal year.”* Net Debt = LT Debt + ST Debt - Cash.
Adj Book Cap = BV of Equity + Net Debt. *** Adj Mkt Cap = Mkt val of equity+Net debt. £ = Merriill 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 ThaiTet which
are company forecasts
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Table 9

Domestic Cellular Companies

Valuation Statistics
(as of December 9, 1994)
Per POP Trading Values

12/9/94 fO Market Pius  Enterprise Less Cellutar 1992 Value
Symbol Price Rating Shares Capital. ~ NetLTD Valye  Other Ops Value Pops  PerPop
CommNet Celtular, inc. (CELS) \q\ $2675  D-3-39 11,953 319,753 126678 446,431 0 446431 2615 $171
Cellutar Communications {COMMA) \q\ $50 00 C-3-2-9 49,380 2469000 183439 2652439 0 2652439 7,767 $342
Celiufar Comm. of PR (CCPR) \q! $3563 0-3-19 14680 533975 39397 562,372 0 562372 3,004 $187
Centennial Cellular {CYCL) \q\ $1575 D-2-19 25013 393,955 307,184 701139 0 701139 6,175 $114
Contet Cellutar (CCXLA) \q4 $24.38 RSTR 100,048 2438681 1982648 4421329 0 4421329 24,405 $181
LIN Broadcasting (LINB) \q\ $14038  C-2:29 51,890 7,284,019 2735424 10019443 520,800 9,498,643 27471 $350
AirTouch Communications (AT!) \p\ $2625  C.2-2-9 492,500 12,928,125 (1,500,000) 11,428,126 4,718,000 6,170,125 34,700 $193
Rogers Cantel (RCMIF) \piy\ $27 38 66 93,894 2570348 764,996 3335344 0 3335344 27,200 $123
United States Cellular (USM) $3063  C-2-1-9 82900 2538813 255400 2,794,214 0 2794214 23,028 121
vanguard Cellular (VCELA) \q\ $2550  C-3-29 40,020 1,020,500 283,535 1304035 0 1304035 6,058 $215
Cellular Mean $212
* Enterprise Value = Market Capital + Net Long Term Debt.  6-6 denotes a "no-opinion” rating. )
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Table 10

Domestic Cellular Companies

Projected Operating Cash Flow Multiples
(as of December 9, 1994)

12994 Enterprise Val Five Y R M
Symbol Price 1992 1993 19ME  199SE 1992 1993 19MdE 1995E 1993 1994 1995E
CommNet Cellular, inc. (CELS) $26.75 NM 17845 3964 1962 NM NM  351% 20.8% NM NM 113 094
Cellular Communications (COMMA) $5000 4028 3061 2435 1750 256% 220% 196% 153% 1.57 1.39 1.24 1.15
Cellular Comm. of Puerto Rico (CCPR) $35.63 NM NM 4048 1953 NM NM  494% 30.2% NM NM 0.82 0.65
Centennial Celiular (CYCL)* $1575 9616 3867 2827 1838 539% 349% 309% 28.3% 1.79 1.1 082 065
Contet Cellular (CCXLA) $2438 8028 4480 RSTR RSTR RSTR RSTR RSTR RSTR RSTR RSTR RSTR RSTR
LIN Broadcasting (LINB) $14038 3070 2492 1958 1621 174% 156% 13.0% 11.3% 1.76 1.59 1.51 143
AirTouch Communications (ATI) $26.25 NA 1828 1295 979 NA 256% 200% 156% NA 07 065 063
Rogers Cantel Comm. inc. {(RCMIF) $2738 3594 2355 1691 1264 334% 257% 206% 17.0% 1.08 092 082 074
United States Cellular (USM) $3063 13505 5393 3504 2112 834% 653% 453% 346% 162 092 077 061
Vanguard Cellular (VCELA) $2550 5200 2955 1886 1016 58.8% 46.1% 365% 236% 0.88 064 052 043
Mean 6259 4716 2444 1596 441% 336% 293% 212% 1.41 1.03 091 091
* OCF = Income before Interest and Taxes « Depreciaton and Amortization. CYCL estimates refiect May FY.
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Symbol

CommNet Cellular, Inc. (CELS)
Cellular Communications {COMMA)
Cellutar Comm. of Puerto Rico (CCPR)
Centennial Cellular (CYCL)®

Contel Celiular {CCXLA)

LIN Broadcasting (LINB)

AirTouch Communications (ATI)
Rogers Cantel Comm. Inc. (RCMIF)
United States Cellular (USM)
Vanguard Cellular (VCELA)

Mean

* Cash Flow (CF) = Net income + Depreciation and Amortizabon CYCL estimates reflect May FY.

129194
Price

$26.75
$50.00
$35.63
$15.75
$24.38
$140.38
$26.25
$27.38
$30.63
$25.50

Table 11

Domestic Cellular Companies
Projected Net Cash Flow Multiples

(as of December 9, 1994)

Pri tal Cash Flow™

1992 1993
M NM
67.33 4046
NM NM
NM 2952
11876  73.76
3924 3634
NA 5357
NM 15545
4857  85.04
NM  98.21
6348  67.52

17.60
34.02
45.18
23.14
RSTR
25.73
31.20
16.04
N7
49.67

30.41

2489
2485
16.42
16.71
RSTR
21.59
23.07
10.49
1991
17.01

18.89

§-Year Total CF Growth Rate
19ME 1995 1992 1

NM
33.5%
NM
NM
RSTR
19.3%
NA
NM
37.0%
NM

38.8%

1993

NM
337%

NM
32.9%
RSTR
20.6%
28.7%
93.0%
61.3%
78.4%

48.2%

1994€
20.4%
33.4%
48.5%
33.4%
RSTR
15.2%
248%
256%
37.3%
51.8%

33.1%

1995E
35.2%
30.2%
25.0%
31.3%
RSTR
13.5%
205%
18.4%
29.3%
25.8%

25.5%

Total CF/5-Year Growth Rate

1992 1993  19M4E  19935E
NM NM 0.86 0.71
2.01 1.20 1.02 0.82
NM NM 0.93 0.66
NM 090 0.69 0.53
RSTR RSTR RSTR RSTR
203 1.76 1.70 1.60
NA 1.87 1.26 1.13
NM 167 0.63 0.57
1.31 1.39 0.84 0.68
NM 1.25 0.96 0.66
178 1.38 0.95 0.79
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Figure 1

Aggregate Value as a Multiple of EBITDA*
(as of December 9 1994)
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Figure 2
Aggregate Value as a Multiple of Revenue
(as of December 9, 1994)
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Figure 3

1995E P/CF* vs. Projected Growth
(as of December 9, 1994)
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Figure 4
1995E P/E vs. Projected Growth
(as of December 9, 1994)
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Figure 5

P/E: Telco vs. Home Market
(as of December 9, 1994)
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Figure 6

Market Cap as a Percent of Home Market Capitalization
(as of December 9 1994)
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Figure 7

Year-over-Year Performance: Telco vs. Home Market
(as of December 9, 1994)
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Figure 8
Net Debt to Total Capitalization*
{as of December 9, 1994)
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*Net Debt = Long-term debt + short-term debt - cash. Total Cap. = Book value of equity + net debt.
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Figure 9
Dividend Payout*
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Total Return*
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* Total Return = 5-year Growth + Dividend Yield.
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Figure 11

Aggregate Value per Access Line*
(as of December 9, 1994)
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Figure 12
Revenue per Access Line
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Figure 13
EBITDA* per Access Line
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Figure 15

Revenue per Employee
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Figure 16

Access Lines per Employee
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Figure 17

Capital Expenditure per Line Addition ($US)

$13,000 - o I U ——
$12,000
$11,000
$10,000
$9,000
$8,000
$7,000
$6,000
$5,000
$4,000
$3,000
$2,000
$1,000
$0

2210 1

!

‘,a
i

ALLTEL [y
Lincoin f
Spant
BCE

BT
Tel talia
STET
TeleDan |8
KPN (A
Tetef-Esp
Bezeq
Teimex f"‘
Telefonica-Arg “{
Telecom-Arg §
ATNI [S
Telebras [kl
Telesp
NTT &% ,l
Tel Malaysia §
HKTel §
PHI
SingTel :
TelAsia
ThaiTel

Figure 18

Percent of Expenditures Internally Financed*
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Line Penetration
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Figure 21
Network Digitalization
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Global Telecom Investment Strategy:
Finding Methods to the Madness

¢ More choices and greater complexity are
creating a need for more sophisticated tools in
evaluating investments in telephone companies.

o To meet that need, Morgan Stanley's Global
Telecom team has begun an effort to compare
and contrast telecom investment opportunities
around the world through an extensive and
rigorous study of statistical correlations.

e In this report, we scratch the surface by
exploring the range of valuation determinants
and reaching some conclusions about which are
most important. These include price-earnings,
yield, price-to-book, and cash earnings.

Global Telecom Team: e  Our favorite names for consideration in a giobal
Stephanie Comfort (United States) (303) 740-6695 telecomn portfolio that screen well according to
Michael Armitage (Europe) (071) 425-6615 various valuation measures include Korea
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Global Telecom Investment Strategy:

Finding Methods to the Madness

Summary and Investment Conclusion

Investung globally m the rapidly changing telecom services
sector has become more of a puzzle, with few clear-cut
solutions. Still, investors have grown more comtortable
with the notion ot global telecom mvesting in order to
satsty a range of imvesiment cnitertd, even as the need
grows for more sophisticated tools n evaluating
investments in telephone compames

This need, in our opinion. 15 bemng driven by the following:

Greater Choice Interest in telecom opportunities around
the world 1s growing as investors increasingly seek to
diversity outside thetr domestic markets. The current wave
of telephone company privatizations 1s accelerating this
process., increasing the vistble supply of attractive equities.
In 1994 alone, TeleDanmark, KPN (Netherlands), Pakistan
Telecom, and Indosat (Indonesiay have been privatized.
We expeet o welcome OTT: ¢Greeced and VSNIL (India)
betore the vear 1s ouat.

Greater Complexity ("hanges in technology and
competitive forces are creating a more difticult and
unicertain environment for telephone company investment.
Throughout the world — not just in the U'S. and UK., but
also in Burope, Central and South Amenca. and most of the
acific Rim region — investors are being torced to predict

winners and losers against a constandy evolving telecom
backdrop.

At the core of our initial attempts to compare and contrast
telecom investment opportunities around the world is an
extensive and rigorous study of statistical correlations.
Such an analysis cannot solely be relied upon for the
answers to our international puzzle, but it can lend
considerable insight into which valuation measures are
important. From this perspective, it is then our job to draw
some conclusions from our observations, so here goes:

¢ Telecom companies at different stages of growth
appear to require different valuation perspectives. In
considering investing in emerging/growth telephone
companies, we have found that price-eanings to earnings
growth best captures the appropriate valuation. By
contrast, investing in more mature, monopoly-based
telephone companies around the world, dividend yield to
earmings per share growth is, in our view, the most effective
benchmark, with price-to-book value versus return on
equity a very good alternative measure. To our slight
surprise, given our tondness for it as a measure of value,
the relationship between the price-to-cash earnings multiple
and cash-earnings growth 1s not a well-defined one.

¢ Investors, using traditional valuation benchmarks,
have become most efficient in valuing the U.S. telephone

This memorandum 1s based on information available to the public. No representation 1s made that it 1s accurate or complete. This memorandum 15 not an otfer
to buy or sell or a solicitation of an otter 1o buy or sell the securities mentioned. Morgan Stanley International and others associated with it may have posiions
in and effect transactions in securities of companies mentioned and may also perform or seek to perform investment banking services tor those compuanies.
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companies. We believe this is attnbutable to several
tactors. including investors’ ability to more accurately
predict earnings and the fact that the U.S telcos are more
mature. well-followed companies  Valuation of telephone
companies across borders should become more efficient as
investors become more familiar with investing globally.

e There are items difficult to incorporate in a
regression. These include country risk, regulatory risk,
and market specitic behavior. among others. which will
likely prevent us from getting as close as we d like 1o "true”

valuation techniques. The most we can hope to do at this
stage is provide a consistent analytical framework. In
subsequent reports, we hope to explore ways to more
specifically address regulatory environment, country risk,
and long-term earnings growth prospects in our analysis.

We intend for this to be the beginning of a concerted, long-
term etfort to bring order to investment thinking in the
telecom industry. To that end, we welcome investor input
and feedback in the development of a richer product.

This memorandum 15 based on information available to the public. No representation is made that it is accurate or complete. This memorandum is not an offer
to buy or sell or a solicitation of an offer 10 buy or sell the securities mentioned. Morgan Stanley [nternational and others associated with it may have positions
1n and effect transactions in securities of companies mentioned and may also perform or seek to perform investment banking services for those companies.
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Table )

Global Telecom Services — Summary Data

Price on

10/3/94 Eamings Per Share!®  P/E Ratio Relative P/E S Year ROE Mkt Cap Price/
Raung Company  Analvst (USS) Yid 1993 1994E 1995E  1994E 1995E 1994E 199SE Growth 1993 (USSM) Book
Local Telephone
HOLD Ameritech SC S41.00 47% $274 3290 S$308 1414 1331 090 092 60% [9.0% $21671 271
BUY Bell Atlantic SC 5418 5.1 340 35S 385 1532 1412 098 098 8.0 18.0 22,729 2.68
HOLD BellSouth SC 5778 48 372 411 441 1405 1310 089 089 6.0 137 27561 198
BUY NYNEX SC 38.88 6.1 313 293 328 1327 1196 085 0383 5.0 153 16219 19!
BUY Pacific Tel SC 1275 6.7 271 260 27 1260 1213 080 084 S0 183 12987 255
HOLD SW Bell SC 4350 36 239 267 29C 1629 1500 1.04 1.04 8.0 189 24804 2316
BUY US West SC 1963 54 272 255 29¢ 1355 1367 087 088 70 194 17351 263
NR Alliel NA 28.00 3.1 1.39 1.60 180 17.50 15.56 112 1.08 10.0 16.8 5042 1322
NR Cinc Bell NA 19 00 42 074 1.08 122 1759 1557 1.12 1.08 12.0 9.0 1,208 2.30
NR GTE Corp NA 2900 28 220 234 252 1239 1151 079 080 80 21.7 29366 305
NR Roch Tel NA 2275 8.3 1.19 1.36 154 1673 1477 1.07 1.02 10.0 11.9 1,684 2.15
NR SNE Tel NA 12.88 54252 267 284 1231 1158 079  0.80 6.0 18.8 2,165 247
BUY MFS Comm SC 3500 0.0 -052 200 -246 NM NM NM NM NM NM 2,170 NM
Long Distance
NR AT&T NA 5463 24% 315 3.25 360 1681 1548 1.07 1.05 10.0% 308% $72,724 467
BUY MCI Comm SC 2400 2 :30 1.39 L6 1727 1500 1.10 1.04 150 155 14411 306
BUY Sprint SC 18 88 2.6 199 248 290 1568 1341 1.00 093 15.0 17.5 13218 3.37
BUY ALC Comm SC 32 88 1.07 1.58 191 2081 1721 1.33 1.19 200 836 1,288 21.40
Wireless
BUY Nextel SC 2100 0.0% 052 -0.73  -1.34 2877 -1567 -1.84 -1.08 NM NM  $1957 NM
HOLD Alrtouch CF 28.00 0.0 009 023 035 NM NM 777 538 NM  1.7% 14238 424
Canada
NR BCE NA 584 61% 2381 238 269 1506 1332 090 1.06 5S0% 11.0% $10,728 153
United Kingdom
HOLD British Tel PM 576 37% 042 038 044 1516 1309 091 091 66% 140% $33,823 1.74
BUY Cable Wils PM 631 26 038 038 043 1661 14.67 1.02 1.03 15.5 17.6 12938 265
HOLD Vodaphone PM 309 1.8 0142 013 016 2377 1931 1.46 1.36 19.5 37.8 8,828 8.46
Europe
BUY Telefonica MA 1358 35% 072 080 088 1698 1543 1.03 102 95% 7.0% $12,066 I.16
++ STET MA 285 23 0.14 ++ 4 ++ ++ ++ ++ ++ 50 14,350 0389
4 Tel Italia MA 2.60 2.1 0.09 +4 ++ ++ +4 ++ ++ ++ 6.0 20613 158
BUY KPN MA 30.25 37 201 225 271 1344 1116 084 0380 149 14.8 12865 192
BUY Millicom MA 28.00 00 077 044 023 6364 8485 405 589 258 595 1,264 3.03
NR TeleDanmark NA 54 87 35 363 283 160 1939 1524 094 085 257 19.4 3207 24}
Latin America
BUY Telmex RA 110 1S% 027 030 035 1033 886 064 066 150% 255% $33281 3.02
BUY Com de Chile RA 1.00 30 026 028 032 1429 1250 069 0.66 19.0 18.2 332t 2717
BUY Telef Arg RA 6.88 1.9 026 033 040 2117 1733 1.25 1.11 24.0 1.5 7875 244
BUY Telecom Arg RA 6.58 1.7 020 026 032 2531 2056 1.95 1.58 19.0 10.4 6,477 3.36
BUY Telebras RA 46.75 04 281 210 1432226 1494 1.67 1.72 12.0 7.1 15016 0.80
NR lusacell NA 2.94 0.0 001 0.00 094 NM 7350 6928 579 578 1.7 2,789 478
Far East
HOLD Hongkong JH 203 33% 009 010 011 2030 1845 1.71 1.76 160% S1.4% $22,658 11.20
BUY Korea Mobile JH 596.34 0.1 17.18 2743 4259 2174 14.00 1.07 082 450 310 3278 9.30
NR Tel New Zeal NA 3.17 33 013 014 016 2264 1981 1.42 1.51 10.3 235 5,575 6.01
NR NTT NA 9015 0.4 100.38 NA NA NM NM 091 NA 49 09 134815 3.05
HOLD Philippine LD JH 56.05 04 330 379 188 1479 1445 0.61 0.76 12.0 153 2794 226
HOLD Telecom Asia JH 110 00 002 005 010 8200 4100 437 237 738 43 8979 9.00
SELL Sing Tel JH 224 04 004 005 006 4430 37.33 1.86 1.92 160 23.0 32255 20.66
BUY Telekom Malaysia JH 787 051 023 024 024 3061 306! 1.26 1.49 190 129 14938 4383

SC=Stephunie Comfort: CE=Colette Fleming, PM=Paul Marsch; MA=Michael Armitage, RA=Rizwan Ali; JH=Jun Hong.
NA=Not Apphicable: NM=Not Meaningful NR = Not Rated a=In US Dollars

E = Murgan Stanley Research Estmates except for non-rated companies, which are First Call consensus estimates

++ Evtimates for this company have been removed from consideranion in this report because under applicable law Morgan Stanfey & Co. Incorporated may
be precluded from 1ssuing such information wirth respect to this company at this time

This memorandum is based on information available to the public. No representation is made that it is accurate or complete. This memorandum s not an offer
to buy or sell or a solicitation of an offer to buy or sell the securities mentioned. Morgan Stanley International and others associated with it may have positions
in and effect transactions in securities of companies mentioned and may also perform or seek to perform investment banking services for those companies.
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Investment Recommendations

After scanning our universe of telecom stocks through a Telebras The bellwether stock in Brazil, Telebras,
variety of screens, we have uncovered a handful of according to Rizwan Ali, should benefit most from the
companies whose stocks consistently present themselves as election of the free-market-oriented Fernando Henrique
attractive investment opportunities, in our view. Cardoso to the presidency. Apart from the general

optimism associated with an economically responsible
government, the company is expected to benefit from the
following: tariff restructuring that was approved two years
ago but never implemented; more access to cheaper
international capital; possibly faster economic growth in
the country, and a much higher probability of eventual
privatization in the next three to four years. Leaving aside
all the benefits the company can derive from better tariff
regulation and economic stability in the country, the low
levels of line penetration and demand for value-added
services by Brazilian commercial users should help the
company achieve earnings growth of 19-20% annually in
the next five years.

Korea Mobile Telecom Strong prospects for growth
make this Jun Hong's favorite pick in Asia. Competition
has begun in the paging sector, but a second cellular
network is not expected to be launched until 1996. With
annual EPS growth expected to be in the 50-60% range
over the next few years, we continue to recommend
purchase of the shares, which are trading at 13 times our
995 earnings estimate.

Telekom Malaysia Though competition s forming, Jun
Hong believes that the ameliorating factor for Telekom
Malaysia 1s that the regulatory framework has yet to be
fleshed out. Such fundamental issues as interconnection,
access charges, and equal access need to be finalized. Until
then, each of the service providers will rely largely on its
own infrastructure, making Telekom Malaysia the best
positioned, in our view. Moreover, today's valuation at a
modest | 5% premium to Malaysia's 1995E market multiple
offers investors an attractive entry point for a company we
believe will post a five-year compound earnings growth rate
in the mid-teens. This compares with market earnings
growth perhaps in the low teens.

MCI Communications Strong core business growth,
opportunities in related telecom service areas, financial
flexibility with over $3.5 billion in cash (from British
Telecom), and an attractive valuation make MCI one of
Stephanie Comfort's top stock picks. The U.S. long
distance industry, while competitive, continues to post
strong and improving growth. In addition, the company's
valuable name brand and proven distribution channels
position it for strategic partnerships in the wireless and
local access businesses. Already, MCI has announced
several benefits of its NetworkMCI investments, including
MCI Metro, NetworkMCI business, and a set of cable
network alliances. Stephanie believes this is only the
beginning of a series of important strategic steps by MCI to
position itself as “more than just a long distance company."
In addition, the company has a broad head start in the
rapidly growing international long distance markets, with
British Telecom in the U.K. and Europe, Stentor in
Canada, and Bannaci in Mexico. This foothold should
expand over time. Stephanie's price target of $35
represents a multiple of 22 on her 1995 EPS estimate of
$1.60.

Telecom de Argentina According to Rizwan Ali,
Telecom de Argentina has made tremendous strides in
improving efficiencies through technological advances over
the past 12 months. The company has been focusing on
replacement of its outdated switches with newer digital
switches that allow it to attain a higher level of
digitalization in the network and in turn reduce operating
costs, offer more value-added services. and improve
transmission quality. The company has now decided to
increase the pace of its line expansion in order to take
advantage of the high [ine-installation charges currently in
place. We believe that with higher line growth and cost
controls, Telecom's earnings should be able to increase at
an average annual rate of 20% over the next five years. We
do not believe this prospect is reflected in the current
valuation,

US West Stephanie Comfort believes US West is the most
forward-looking of the Bell regional holding companies in

J

This memorandum 1s based on information available to the public. No representation is made that it is accurate or compiete. This memorandum is not an offer
10 buy or sell or a solicitation of an offer to buy or seil the secunties mentioned. Morgan Stanley International and others associated with it may have positions
in and effect transactions in securities of companies mentioned and may also perform or seek to perform investment banking services for those companies.
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positioning itself to flounish in the changing U.S. telecom
environment. In her view, the price of its shares do not
reflect the company's attractive long-term growth prospects.
Management has taken several landmark strategic steps
over the past 18 months, including a partnership with Time
Warner Entertainment, expansion of TeleWest (its joint
U.K. cable effort with Tele-Communications, Inc.), the
purchase of two Atlanta cable television properties,
aggressive process re-engineening, and work force
reductions within its core telephone operations. The shares
currently trade at 13 times our 1994 estimate and 12.9
times 1995 estimates, at the low end of the Bell RHC
group. Stephanie's 12-month price target of $50 is based
on a valuation that she believes more accurately reflects the
company's long-term growth prospects — something we
belicve 1s better captured in our stauistical framework than
in current P/E multiples and yield.

Cable & Wireless In the U K., Paul Marsch’s favorite
stock is Cable & Wireless. Categorizing this company for
the purposes of statistical regression analyses is difficult.
Cable & Wireless' 57.54% holding in Hongkong Telecom
would suggest including it 1n the emerging/growth basket.
However, Cable & Wireless also has businesses in the UK.,
the U.S., and Europe, which mught justifiably be classified
as mature markets. Our single-factor regression analysis
presents a mixed conclusion on the company's valuation,

but Cable & Wireless fares better on the muiti-variate
approach, where about 20% upside s indicated relative to
group peers. Even so, our buy recommendation (see "Cable
& Wireless: Wholesome Parts and Rump Stakes,"
September 1994) reflects what we see as the undervaluation
of Cable & Wireless' non-Hongkong Telecom assets, which
are currently valued at £520 million, or 24p per share. We
forecast these assets could generate earnings per share of 9p
in ¥1995, indicating a P/E of 2.7 — clearly not a telephone
company rating'

KPN Michael Armitage considers KPN to have clear
attractions for the global telecom investor: it operates from
one of the lowest cost and price bases in European
telecommunications (and in European Posts); it enjoys a
stable and predictable regulatory and competitive
environment; it has positioned itself through alliances
(notably in Unisource) to exploit international market
opportunities; it has one of the highest caliber management
teams in the business, and it employs extremely
conservative accounting. In short, Michael believes KPN,
offering very attractive growth potential and modest
valuation, has to be viewed as the premier
telecommunications stock in the region. His 12-month
price target is DFI 65 per share, implying a potential total
return of 25% from current levels.

A Comparative Look At Global Telecoms

Global investing requires the ability to compare and
contrast companies using a meaningful set of valuation and
operating data. With this in mind, we have compiled data
focusing on benchmarks that provide some insight when
comparing the operating results, growth rates, efficiencies,
and country backdrops of the various companies in our
survey.

Our database of telephone companies currently includes 31
companies in 19 countries. We have divided the data into
two separate tables — one that focuses on comparative
country and operating data and a second that strictly

compares valuation. Tables 2 and 3 provide a summary of
the analysis.

Our intention is to expand the database to include a broader
span of companies and countries. In addition, we hope to
refine our interpretation of the comparative data so that it
best portrays the similarities and differences in the
operating results, growth prospects, and the implications
for the valuations of the companies.

This memorandum 1s based on information available to the public. No representation 1s made that it is accurate or complete. This memorandum is not an otfer
to buy or sell or a solicitation of an offer to buy or sell the securities mentioned. Morgan Stanley International and others associated with it may have posttions
i and effect transactions in securities of companies mentioned and may also perform or seek to perform investment banking services for those companies.
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Table 2
Global Telecommunications Services — Summary Operating Comparisons @

USA Multinat. Canada UK UK UK fraly Italy
Economy RHC+GTE Millicom BCE BT C&W Vodafone Tele ltalia STET
Financials in SUS(milliony  SUS(million) $Can. (m) Pounds (m) Pounds (m) Pounds (m) Lira (bn) Lira (bn)
Population Growth 1.0% 1.0% 1.3% (.2% 02% 0.2% 0.1% -0.1%
GDP Growth (88-93) 1 30% 1.30% 0.76% 032% 0.32% 0.32% 1.52% 1.52%
GDP Growth 94E 37% 37% 33% 8% 28% 28% 0.7% 07%
GDP/Capita (SUS) 23,623 NM 21,130 18.550 18.550 18,550 22,381 22,381
GDP/Capita Index to US 130 0% NM 89.45% 78 32% 78.52% 78.52% 94.74% 94.74%
Inflation: CPl Growth 93 5 00% 3.00% 1.80% I 60% 1.60% 1.60% 4.20% 4.20%
Long Bond or equiv) T63% 7.63% 8.93% 8 57% 8.57% 8.57% 10.83% 10.83%
Growth
Access Line GR 93 287% NM 2.52% 213% NM NM 1.93% 1.93%
Cell Subs GR 93 51.54% 92.00% 27.96% 54 86% NA 39.93% 54.15% 54.15%
SYR Revenue Growth 3INT% 71.99% 327% 141% 18.09% 18.32% ++ ++
SYR EPS GR 6.63% 30.10% 5.00% 6 60% 15.50% 19.50% ++ ++
3YR CE GR 620% -16.86% | 92% -032% 17.99% 13.99% ++ ++
Telco
GDP/Access Line (SUS) 16.568 NM 61,769 40,156 NM NM 50,605 50.605
GDP/Cellular Sub (8US) 720.396 NM 1,388,266 1,049.804 NA 911.201 1,059,511 1.059.511
National Wirehne Penetration S0 73% NM 3421% 45.23% NM NM 42.29% 42.29%
National Cellular Penetration 621% NM 4.80% 1.90% 3.90% 3.90% 2.11% 211%
Digital Switching 93 (%) 100% NM 100% 5% NM NM 57% 57%
Regulatory
Rebalancing Program (b 1 1 1 1 1 1 ++ ++
Pricing Framework (€ | 2 0 1 1 2 ++ 4
Competition ( 3 2 4 3 3 4 ++ ++
Regulatory Environment Index e) h 5 S 5 5 7 ++ ++
Efficiency
Lines{Cell. Subs)Employee 26699 27.51 80.19 7077 NA 376.64 274.75 177.46
Revenue/Line (Cell. Sub) 93 795 29 1.622.92 635.16 762.13 NA 1,075.62 645.34 717.22
Cash Op Ex/Line (Cell. Sub) 473 32 1184.79 1074.92 472.28 NA 542.12 355.26 383.99
Revenue/Employee 21234 44 .64 126.91 130.15 168.74 405.13 177.31 127.28
Net Inc. 93/Telco Employee 2427 31.28 16.77 17.91 21.22 124.30 7.50 471
ROE 93 18 05% 59.52% 11.03% 14.00% 17.64% 37.88% 6.07% 5.00%
ROE 95F 18 76% 6.69% NA 14 88% 15.30% 34.52% ++ ++
Financial Strength
LTDebuCap 44 08% 11.62% 45.99% 20.21% 24 87% 0.27% 48.90% 52.97%
Net Debt/Equity 100 15% 90.34% 133.43% 9.41% 12.75% -1591% 104, 11% 112.63%
Free Cash/CapEx 93 550% 61.76% -15.55% 312.40% -12.93% 55.09% NM 10.41%
Debt Rating BBB+AAA NA A+ AAA NA NA AA AA

fa)  Amounts in US Dollars, unless otherwise noted.

th)  Rebuluncing program: | =Rebalancing initiatives in place; 0=No rebalancing inutiatives.

el Pricing framework: O=Rate of return, ! =FPrice caps; 2=No pricing restrictions.

(d) Competinon = O=Monopoly with compenttor within 5 years: 1=Monopoly with competitors within 2 years: 2=0One competitor; 3=2-3
competitors: 4=0pen compenition

re)  Revulatory Enveranmenial Index: O=untavorable, 7=very fuvorable

E = Maorgan Stanlev Research Estimates  First Call consensus estimate for BCE.
NM = Nor Meaningful NA = Not Applicable

«+ Estmates for this compuny have been remaoved from consideration tn this report because under applicable law Morgan Stanley & Co. Incorporated may
be prei uded from Issuing such informasion with respect to this company at this time
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