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Table 2 (I "n/lnued I

Global Telecommunications Services - Summal1' Operating Comparisons (a)

Spain :--ietheriands Denmark Hong Kong Singapore Phllippmes Thailand Malaysia USA
Economv Telef Esp KPN TdeDan HK Tel Sing Tel PLOT TA TelMaJavsia AlJ10uch

Financial, Pesetas \bn:, GUilders (m) Kroner(m) SHK(m) 5S (m) Peso(m) Baht(m) Ringgit (In) 5US(m)

Populatlun Growth 1)20( o70/e 01% ~02%' 1.5% 2.4% 17% 2.6% 1.0ge
GOP Growth (SX~lJ3) :2 28 ck" 2720/e 1.08% J92% 7.56% 1.86% 904% 8.50% I..JO%
GDP Growth lJ4E U 50/, 07% 2.4% 5.3% 7.7% 45% 83% 84% 37%
GDP/Caplla (SUS) 1'.314 21,767 27,938 16,621 17.534 830 2,037 3,180 NM
GOP/Caplla Index to US ().l XVii 92.15% 118.27% 70.36% 74.22% 352% 862% 13.46% NM
Inllatlon CPJ Growrh93 4 DO% 260% 130% 1070% 2.30% 8.00% 330% 3.70% 3.00%
Long Bond lor equlv) II J 9S1 7920/c 9.49% 8.40O/C 70.00% 1300% 1050% 6.75% 7.63'1\

Growth

Access Line GR 93 l 34 '7e :118% 1.83% 611o/c 6.50% 1677% 20000% 1527% NM
Ccll Subs GR 93 4271 f 1 3012% '5.29% 2900O/C 50.00% 85.96% NM 8.43% 39.96%
5YR Revenue Growth 440 cYe 714% 600% 13.83% 11.66% 10.20% 57.20% 14.53% 14.81%
'iYR EPS GR 490% 14.96% 25.70% 16000/, 16.00% 12.00% 7382% 19.00% 42.63%
WR CF GR 7 20C7c <J 660/0 12.30% 15270/, 1045% 10.09% 14800% 16.20% 22.73%

Telco

GDP/Acccss Line (SUS) 40.:190 42.080 46.507 :1l.0 IS 36,972 38,225 348.259 22.821 NM
GDP/Cellular Sub (SUS) 2.:1':\657 1.536.806 447.183 979.000 275.667 566.805 NM 682,222 5.819.857
NatIOnal Wlrelme Penetration 163'% 'OOWo ,9.19% 50.80% 43.99% 2.08% Ojl% 12.49% 50.7l%
'iauonal Cellular Penetrauon i) 66% \35% 5.62% 4.85 110 5.23% (UI% 0.58% 1.61 % 6.21 (;~

DIgital SWllchmg 9:1 (7,.) H6% 93% NA 100% 80% 78% NA NA NM

Regulatorv

Rebalwlclng Program Ibl 1 I 1 0 I 0 NM
Pncmg Framework IC) I I I 0 0 1 "'M
CompCtltlon (d) 2 2 2 0 2 3 0 NM

Regulatory EnVIronment Index (C) .. 4 4 2 2 4 1 NA

Efficiencv

LineslCcll Subs)/Emp1oyee i 91 61 23858 18166 186.55 167,11 7024 188.44 79.87 NA
Revenue/Line (Cell Sub) 93 6:1660 1,182.69 783.24 1,05003 1,41185 53927 53.11 605.07 94455
Cash Up Ex/Line (Cell Sub) 271 62 745.55 572.34 61420 598.10 26357 9232 231.00 655.45
RevenuelEmployee 12198 9568 142.28 19589 16192 37.88 10.01 48.33 NA
Net Inc. 93fTelco Employee 10 II 9.80 15.26 60.97 62.32 9.46 2387 12.99 NA
ROE'IJ 695% 14.81% 19.42% 51.42% 2304% 15.31% 4.30% 12.92% 1.69%
ROE'l5E H6~% \7.67% 2777% 5665% 33.54% 13.56% 20.51% 15.82% 4.98%

Financial Strength

LTDebt/Cap 4302% 30.02% 48.12% 0.00% 0.00% 35.38% 30.95% 9.69% 0.00%
Net DcbtJEqUlty 10356% 32.64% 102.79% ~8.79% ~67.84'70 63.22% 44.81% 8.44% 9.41%
Free Cash/CapEx 93 I 060/,; 3651% 108.52% ~5.47'70 120.28% ~35.13% ~87.41% ~39.59% ~761%

Debt Rating AA nJr nJr A AA+ BB~ nJr NA NA

til) Amouf/l'i III US Dolll1r.1 unlef I' IJfhen1/ue noted.
rhi J?eha!.:..JllufI,t," program I = RetJuil..i!/ctnR Illltll.JIlve.f In place: O=No rebalLJncin~ mitialJves
Ie) PnulII..,' framework .. O=Rl1le n/ return, 1=Price Cl1p.'i: 2=No {'ricing re,ffriction.f.
,<11 C'o/flre(l!UJl/ . ()=Mon0{J0!Y k uh i {)'flpetlto( H'itJlln 5 years: I=Mono{lo!v with competitor.f within 2 )orear.f: 2=One competitor: 3=2~3

('onlpel!torf: .; =Open compef/f/ofl

Ie! Regu.la/on' Enl.'lfOnmen/uL /r,:d(>,( I)"'un/avorable: 7="erYfa"orabie

[ '" MorRall St,,,zI,, Research E.wmate" F'nt Cull consensu.' eSllmutes!or TeleDun und TA

,vM = Not Me"'"fl~rul /VA ",VOl Apr/leuble nlr = Not Rafea

This memorandum IS 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 to buy or sell the securities mentioned. Morgan Stanley International and others associated with it may have positions
In and effect transacllons in securities of companies mentioned and may also perform or seek to perform investment banking services for those companies.



8 MORGAN STANLEY

Table 2 (conlinued)

Global Telecommunications Services - Summary Operating Comparisons (a)

New Zealand Korea Japan Mexico Mexico Brazil Argentina Argentina Chile
Economy NZ Tel Korea Mob NIT Telmex lusacell Telebras Telefonica Telecom CTC

FinanClaJs $NZ(m) Won(m) Yen (bn) N Pesos (m) N Pesos (m) $US (m) Arg. Peso (m) Arg. Peso (m) Ch. Peso (m)

PopulatIon Growth 09% 10% 0.4% 2.0% 20% 2.1% 1.3% 1.3% 1.6%
GOP Growth 188-93) 2.90% ~ 00% 1.50% 3.10% 3.10% 0.30% 2.58% 2.58% 5.68%
GOP Growth 94E 29% 66% 0.7% 2.4% 2.4% 2.8% 3.8% 3.8% 4.5%
GOP/Capita ($US) 12.747 '.104 30,788 3.837 3.837 2,54l 7.747 7,747 2,923
GOP/Capita Index to US 5396% 3007% 130.33% 16.24% 1624% 10.76% 32.80% 32.80% 12.37%
InflatIon cpr Growth '9:1 130% 480% 0.90% 980% 9.80% 210400% 10.60% 10.60% 12.70%
Long Bond (or eqUlv 1 923% 12.50% 4.41% 13.77% 13 77% 18.80% 16.00% 16.00% /8.80%

Growth

Access Line GR 93 3.85% '-1M 2.69% 12.84% NM 785% 10.20% 12.24% 18.46%
Cdl Subs GR 93 4J51% 7152% 21.39% 34.02% 1090% NA 97.80% 97.80% 69.00%
5YR Revenue Growth 017% 6657% 1.80% 15.07% 51.67% 18.09% 23.60% 22.21% 13.90%
~YR EPS GR 1027% 4500% -4.92% 15.00% 57.88% 12.00% 2400% 19.00% 19.00%
WR CEGR 181% 60.46% 0.28% 1538% 43.17% 15.79% 36.34% 25.48% [7.15%

Telco (a)

GOP/Access Lme ($US) 26.748 NM 67.078 46,018 NM 41.\20 63,542 63,542 28.111
GOP/Cellular Sub ($US) 104.937 663.735 3,742.502 876.750 876.750 13.534.000 5.777,778 5,777.778 NA
:'-IationaJ Wirelme Penetration 4631% NM 45.90% 8.34% NM 6.18% 6.60% 5.60% 10.40%
National Cellular PenetratIOn 296% () 87% 1.61% 0.44% 0.44% 016% 0.34% 0.34% 0.58%
Digital SWitching 93 (%) 96% NM 100% 65% NM 24% 38% 54% 100%

Regulatory

Rebalancmg Program (b) 1 J J I 1 I 1 I
Pricing Framework (c) I 2 0 0 0 0 1 I 1
Compeution (d) 3 4 2 2 3 0 I 1 2

Regulatory EnVIronment Index (e) 5 7 3 3 4 I 3 3 4

Efficiency

Lmes(Cell Subs)/Employee 172.09 238.16 236.48 121.01 NA 11021 \22.30 \20.12 159.68
Revenue/Line (Cel! Sub) 93 880.93 1.12345 1.129.86 1.03914 221.73 624.06 810.09 794.43 599.14
Cash Op ExlLine (Cell Sub) 400.15 55448 581.71 391.64 \636.54 232.\2 443.71 464.68 286.64
RevenuelEmployee 151.59 267.56 267.19 125.75 NA 68.78 99.07 95.43 95.67
Net Inc. 93rrelco Employee 3442 48.60 1.73 42.03 NA 1426 16.61 12.55 23.27
ROE 93 23.59% 31.04% 0.92% 25.55% 1.70% 7.12% 11.55% 10.40% 18.28%
ROE 95E NA 38.23% NA 30.15% 4.70% 3.60% 18.11% 15.50% 21.18%

Financial Strength

LTDebt/Cap 34.62% 000% 42.31% 12.82% NA 6.46% 6.53% 24.92% 40.80%
Net DebtlEquity 76.13% 000% 73.86% 18.06% 14.21% 14.82% 9.52% 36.40% 79.99%
Free CashiCapEx 93 4425% 57.76% -22485% 22.86% NA 144.63% -46.55% -56.81% -42.00%
DehtRallng Aa+ NA NA BBB NA nlr BB- BB- BBB+

,Ill) AmounIs In US Dol/an. unless OIherwlst "ored

:bJ RebalunCln!! p",!!ram: I =Reba[unClnI? rnlClU/lve.' In place; O=No rebalancing initiative...
I c.1 Prlern!! Jramework: O=Rate of return. I =Prlce cap..; 2=No pricing re.flTlctio/1.f.
rd) C{)mreriti()fZ O=Monopoly wllh compelllor wllhrn 5 year.f; J=Monopo!y with competitor.f within 2 yean; 2=One competilOr; 3=2-3

compel'lOn. 4 - Open compelll/(Jn.
(el Re!!u{alOry EIlvIr,mmenrallnde.x: O=unfa~orab{e. 7= very fa~orable.

E = Morgall Stan{e~ Research Estlr1wu.. Fin' Cull Conunsus e.<timate.. for NTJ. NZ Tel. and lu.face/l.
NM = N"r Me(ln/Ilg.fu[ iliA = Nor Appl,wble rIIr = Not Rated

This memorandum is based on infonnation 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 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 compames mentioned and may also perform or seek 10 perform investment banking services for those companies.
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I

Table .1

Global Telecommunications Services - Summary Valuation Comparisons (a)

USA MultmatlOnal Canada UK UK UK Italy Italy
RHC+GTE Millicom BCE BT C&W Vodafone Tel. [talia STET

Liquiditv

Fmn Mkt Cap I $USm) Ig I ,650 1,060 11,118 .16,422 14,754 7.767 24,479 18.888
Company Mkt. Cap ($USm) I HO,07~ 1.032 10,728 33,823 J2,938 8,828 22.835 15.883
Public Float as % of Mkt Cap 100% 6\% lOO% 96% 100% 100% 39% 39%
Public Float/Local Mark~t Cap 716% 003% 6,64% 4,61% 1.95% 102% 10,99% 848%

Valuation

Local share pnce (pic) (b) NM NM 48,13 3.65 3.99 196 4475,00 4835.00
Local share pnce (p/cl (a) NM 23,00 35.84 5.76 6.31 309 2,88 3. [9
ADRJUS share pnee (pic) ~U7 23,00 36,13 58.50 1913 3113 NM NM
Shares per ADRJADS "iYSE NASDAQ NYSE 10 3 10 NM NM

Finn YalJAcc Lme ISub) 1.808 18 35.69226 1,980.21 1.36733 NA 7,78409 785.49 526,86
Pnce/Book (NAY) 271 10,99 1.53 l.74 2,65 846 148 0,91

EPS 9\ ($US» 278 0,77 2,8J 0.42 0.38 0.12 0.07 0,13
EPS 94E ($US) 103 039 2.38 038 0.38 0,13 ++ ++

EPS 95E ($US) ) 1.1 0,21 269 0.44 0.43 0,[6 ++ ++

PIE 9\ 1427 29,87 1292 12.80 15,66 24,10 3580 22,29
PIE 94E 11 52 5897 1525 14,07 15.71 22.77 ++ ++

PIE 9'E ! 2.64 109.52 1352 1219 13.76 18.19 ++ ++

Re[allve PIE 93 () 84 l.76 0.44 0.73 089 1.37 061 0.38
RelatIve PIE 94E () 92 401 0.90 091 102 148 ++ ++
Relallve PIE 95E I 01 8.76 106 091 103 1.36 ++ ++

PICE 93 S 51 26.14 410 576 8,52 18,17 3,76 2,29
PICE 94E 5.25 35,92 NA 601 82\ 16.59 ++ ++

P/CE95E ~ 95 38.7[ NA 565 7,34 14.37 ++ ++

RelatIve PICE 93 056 2,67 041 0.58 0,86 184 0.48 0,29

RelatIve PICE 94E 058 3,99 NA 0.69 094 1.91 ++ ++

DIVIdend Yield 546'7c 0,00% 6\2% 5,74% 2.59% 1.79% 1.89% 2,20%
Relallve YIeld 20 0,0 2.4 16 6.7 0.5 U 1.6

Ad] Total Return (c) 446% 22.47% 2.19% 3,77% 9.52% 12,71% ++ ++

lu) Amount,\' in US dollar.<, unleu otherwl.fe noted
(b) I" loml currency
Ic) Ad/usted Total Return: Fiee-vear est/maced EPS growrh pluJ currenr diVIdend yIeld iLLI local long bond rare

E = Mor,;an Stanlev Research Ewmates FlfJt Call conJenJUs eJrirrwle for BCE.
,Iv'M =NOI Meamngful ,vA = ,vot Applicable
t + Estimate, fi" rhls companv have been removed from considerarion in rhis reporr becau.fe under applicable law Morf;an Stanley & Co. Incorporated may

be (reeluded from Isswn,; .fUch Informatlo" wah respeCl to rhis company at rhlS rime.

ThiS memorandum IS based on Infonnatlon avaliable to the public. No representation is made that It IS accurate or complete. This memorandum IS not an offer
[0 bUy or sell or asOllCltallOn of an offer to buy or sell the secunries mentIoned. Morgan Stanley InternatIOnal and others associated with it may have pOSitions
In Jnd effect transactions rn secu/ltles of companies mentioned and may also perfonn or seek to perfonn Investment banking services for those companIes.



10 MORGAN STANLEY

T~ble1 (continued)

Global Telecommunications Services - Summary Valuation Comparisons (0)

SpalO C'etherlands Denmark Hong Kong Singapore Philippines Thailand Malaysia USA
Teter. Esp KPN TeleDan HKTel Sing Tel PLOT TA TelMalaysla Airtouch

LiqUidity

Flml Mkr Cap (SUSm) II Sl6 12,242 3,120 22.658 13,032 3.330 8.011 13.311 10,281
Company Mkt Cap (SUSml 12.066 12.856 3,207 22,658 12,255 2,794 8,979 14,938 14,652
PubliC Float as ,; Mkt Cap 68'7e 11)'7e 49'k 28% 11% 33% 10% 8% 100%
Pubilc FInal/Local Market Cap 969'lc ~ 691:4· 5.55% 2.97% 706% 5.27% 1.23% 085% 0.41%

Valuation

Local share pme (pic) (h) 17401)() "2 ..1) 133.00 1570 3.32 146000 102.00 20.20 29.75
LDcal share pnce (pic) (a) 1358 \1) 25 54.87 203 224 5605 410 7.87 29.75
AORIUS share pnee (pic) .\1) 7" '-'M 2700 20.00 NM 58.25 NM NM 29.75
Shares per ADRJADS ';\1 0" 10 NM I NM NM NM

Fmn ValIAce Lme (Subl 89071) 1.90420 1,52130 7,38869 26.476.93 2.63524 28,41292 6,568.00 12,21855
Pnee/Book I '-1/1 V I 1 16 ;92 2.41 11.20 20.66 226 9.00 4.83 3.83

EPS93,SLS)1 072 cOl 363 0.09 0.04 330 0.02 0.23 0.09
EPS 94E (SUS 080 2 25 283 0.10 0.05 3.79 0.05 0.24 0.23
EPS 95E (SUS I) 88 , ~ I 360 011 0.06 388 010 0.24 0.36

I'/E 'H 1686 11 ..4 IHlJ 2317 50.38 1599 21370 33.11 370.45
PIE 94£ 1522 11'19 1730 2055 42.73 13.91 88.35 3061 129.35
PIE 95£ 11 8 I q 94 1362 1782 36.73 13.59 39.98 3061 82.64

RelatIve PIE 9i 101 () 81 066 1.42 2.05 0.72 971 135 2179
Relatl ve PIE 94E I In () 8.\ 0.94 171 I 86 0.61 .\37 126 8.80
Relative PIE 9,E I 02 OW 085 176 192 0.76 2.37 149 66l

PICE 91 142 461 416 19.40 3901 1107 17307 2140 61.24
PICE 94E 1 17 .\ 46 3.58 17.06 3403 9.46 6783 1659 47.94
P/CE95E 2.94 .. 04 3.19 1478 2951 8.75 3128 14.19 37.31

Relative PICE 93 053 063 045 lJ7 2.64 NA NA NA 6.25
Relative PICE 94E 054 068 0.43 NA :-lA NA NA NA 533

DI vldend Yield 3.51% 172% 3.50% 3.25% 0.38% 043% 0.00% 0.51% 0.00%
Rdatlve Yield 09 I I 2.1 1.2 03 II 0.0 0.4 0.0

Adl Total Return (a) 2.22'k 1077% 19.71% 10.85% -53.62% -0.57% 63.32% 12.76% 35.00%

!l1JAmounts Ifl U.S. dollur.fi. unless olhenn f;e noted
(h/ If! /oc(Ji curren(v

i, ! Ad,"sred Tllwl Rerum: F,ve-vear eSllmated EPS growrh plus current dividend yield ks.£ lowllonil bond rate

I: = Morgan Stanley Research E.mmares F,nf C,Il cllnsen.ws esrimaresfor TeleDan and TA
,\,'.1 = Not Meunlngf,,1 NA '= Not Applicable

This memorandum is based on information aval1able 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 to buy or sell the securitIes mentioned, Morgan Stanley International and others associated with it may have positions
10 and effect transactions in securities of companIes mentioned and may also perform or seek to perform investment banking services for those companies.

.J



MORGAN STANLEY
II

r Table 1 (CiinrInued)

Global Telecommunications Senices - Summary Valuation Comparisons (aJ

"e'.\ Zealand Korea Japan MeXIco MexIco Brazil Argentma Argentina Chile
\;2 Tel Korea Mob NTT Telmex Iusacell Telebras Telefonica Telecom CTC

Liquiditv

Firm \1kr Cap ISUSml 'A 17 1,872 137,700 14,199 2,789 I 1,458 7,404 5,463 3,819
Company Mkr Cap ($USm) ~j7' 1,278 134,815 13,281 2,789 15,106 7,875 6,477 3,321
Public Float as I"~, Mkr Cap ,>0'7c 57% 30% 67% JO% 42% 40% 40% 44%
Public RoaliLocal Market Cap 166:ir,; 124% 2.53% 1977% 024% 913% 10.45% 771% 6.27%

Valuation

Local share pnce (pic) (b) 'i 25 478000.00 888000,00 1054 1000 5300 6.68 658 16S000
Local share pnce (pic) (a) 1 17 ';9634 9015.05 10 2.94 61.63 6.88 6.58 400
ADRJUS share pnce (pic) 497' NM NM 6~.00 30,00 6025 7013 1463 88.25
Shares per ADRJADS 16 NM NM 20 10 I I I 17

Firm Val/Acc Lme (Sub) ',088.S0 7,02723 2.454.85 4,527 .41 21,09167 1.63l.38 3.56061 3,79617 2,86739
Pnce/Book INAY) 601 9.30 305 ".02 4,78 9,08 2,94 3.36 2,77

EPS 93 (SUS)) 01' \7.18 100,38 11.27 001 197 0.255 0,20 0,26
EPS 94E ($US) II 14 27.43 NA 11.30 0,00 2, II 0.325 0,26 0,28
EPS 95E (SUS) o 1b 42,59 NA ')35 004 3.13 0.397 0.32 032

PIE '13 23.09 3444 8610 12.41 45504 15.97 2620 3301 1578
PIE Y4E :071) 21.58 80.46 10.35 1115.42 35,62 18.35 28,73 12,91
PIE'lSE 1901 13,89 NA S.42 74.07 27.76 13.05 18,64 1109

Relative PIE 93 I 48 165 088 )7[ 25,85 0,63 l.32 166 070
Relative PIE 94E I 42 107 0.91 064 69,28 167 1.25 195 069
Relative PIE 95E I SI 0.82 NA 0.66 5.79 172 1 II 1.58 066

PICE 93 i21Y 21,59 6,00 9.38 44,88 2.90 12,22 12,11 954
PICE 94E NA 8.97 NA 804 46.76 2.49 893 1065 8.29
P/CE95E \jA ';.58 NA 6.62 2433 5,68 671 797 718

Relative PICE 93 N>\ NA 0,5 I NA NA NA NA NA NA
Relative PICE 94E \j>\ NA NA NA NA NA NA NA NA

D,vidend Yield 328% 011% 0,04% 147% 0,00% 0,00% 189% 1.74% 3,05%
Relative Yield NA NA NA NA NA NA NA NA NA

Adl Total Return (c) .l 329c 3261% -9,29% 270% 44,11% -6.80% 989% 4,74% 3,25%

r,0 AmoUflrs 111 U.S. dollurs, unieu other.... lle nored

rb.lln lowl currencv
Ie! '\Jjusred Totul Return: fn e· \ eur el'lImured EPS growth plus current divrdend vield kll[oca[[ong bond rute

[ Morgun Stunlev Reseurch [mmutt" flr,t Cull consensus esr,mates lor NIT ,md {usual/.

,VA = Not Appllcuble NM= Not Meunrngful

This memorandum is based on informallon 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 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 menlloned and may also perform or seek to perform investment banking services for those companies,



12 MORGAN STANLEY

Valuation Approach: Statistical Analysis as a Comparative Tool

In this our first cut at a comparative analysl\ of telephone

companies around the world. we have purposefully chosen

to be les\ conclusIve and more exploratory In our approach.

Specifically. we suspected it would be interestIng to

consIder a range of operating data and see what correlated

best to current valuatIons. Moreover. we expected it would

help us to IdentIty attractive Investment opportunities.

Narrowing Down the Valuation Benchmarks

We deCIded to stick with relatIvely traditIOnal valuation

benchmarks as the independent variables lor our

regressIons Specifically, we focused on prIce-earnings

ratios .. price-to-cash earnings ratios. prIce-to-book values,

and diVIdend yield

We then narrowed our focus to four baSIC analyses using

these valuation benchmarks:

Dividend Yield vs. EPS Growth [n thiS comparison, we

used current dividend yields and projected live-year

estimated earnings per share growth. We expected to see

an inverse relationship relati ve to growth rates (mature

telephone companies, with lower growth rates. offer

investors hIgher dividend yields). [n addItion, we would

not be surprised if the more mature telephone companies

would have a stronger correlation to valuatIon based on

) leld

Price-Earnings>'s. Earnings Growth Investors often are

willing to pay a higher earnIngs multiple tor higher

estimated earnings growth. In thIS analySIS, we focus on

)994E PiEs of the companies and five-year estimated

earnIngs growth rates

/'ricc-to-( 'ash Eanllngs V.I'. Cash Eurtllngs Growth This

analySIS IS similar to the previous one. However, we use

PrIcc-to-1994E cash earnings Instead of price-earnings.

We expect that cash earnings multiples are more

Ippropriale when comparIng telephone companies around

the world with dIfferent accounting methods. especially in

the treatment of depreClatIon. CJ.sh earnings should

['(concile ,ome of these ulfferences

Price-to-Book vs. Return Oil Equltv This comparison

attempts to focus on what the market IS WIlling to pay for a

company's equity (price-to-book) versus the return a

company IS able to earn on its equity. We have used

current pnce-to-book multip[es and 1993 reported return on

equity as the data for this analysis.

Defining the Company Groupings

We first looked at our telecom coverage universe as one

large group. Therefore, each of the four comparative ratios

described above was done for the entire group of

companies. Our first observation was that we were getting

relatively low levels of correlation when we included our

coverage universe of companies. For instance, the r

squared, or predictive, factor ranged from a lawaI' 25% for

price-to-hook vs. ROE to a high of 53% in the regression

of price-earnings vs. EPS growth.

We expected that there might be some added value in

dividing the companies into defined groups. Intuitively, we

recognized that we could consider and analyze our coverage

universe of telecom stocks in two separate groupings:

emerging/growth telephone companies and mature

telephone companies. Our delineation is based on the

following:

Within the emerging/growth telecom basket we have placed

telephone companies operating in an emerging market as

well as companIes in emerging growth industries,

• Emerging growth sectors for the purpose of this report

include wireless, cellular, and paging. These represent

industries that are typically posting revenue growth in

excess of 25% annually.

• According to the IFe, all markets in developing

countries are considered to be emerging. Economies are

divided by the World Bank according to GDP per capita,

with developing countries posting GDP per capita of $8,355

or less

)

I

This memorandum IS based on mfonnatlon 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 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 perfonn or seek to perfonn invescment banking services for those companies.
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The mature telephone compam' basket mcludes telephone

companIes in "high Income markets' as defined by the

World Bank, specifically those countnes WIth annual GDP

per capita In excess of S8.355

In addition. we have provIded a I()cused look at the US.
rt'iepholle companies (Bell re~lOnal holdIng companies,

1l1dependel1t telephone companies. and long distance

carriers) by breaking them out Into their own regressions.

Table 4 outlines the groupIngs used throughout our

analySIS.

We should emphasize that any delmealJon criteria we

emplov will have exceptions. as some companies may fit

more than one group or not neatly t'it into a specific

category. For instance. we believe that Hongkong Telecom

and to some extent 5i ngapore Tclecom can be grouped in

both emerging/growth telecom and mature telecom. For

1he purposes of these analyses. we have considered them in

both baskets.

.\I!UTl r-'. CUmrUllV re,nnr(s lind tvforl,'un S(unlev e,(tmales

• Correlations improve for the group of emerging/growth

companies when we consider price-to-cash earnings versus

cash earnings growth and price-earnings versus earnings

per ,hare growth. Given the importance of growth to these

earl v-stage companies. which include wireless operators

and companies in countries with low telephone penetration

rates, we believe that the markets will continue to focus on

these valuation benchmarks, and we would expect that over

time the correlations will improve.

• The u.s. telephone companies demonstrate. on average,

the most consistently strong correlations to all the valuation

benchmarks. indicating a more efficient and homogenous

approach by investors in valuing these companies. In

particular, the U.S. telcos screened well using dividend

yield to EPS growth as well as PIE to EPS growth. The

least effective benchmark for valuation of the U.S. teleo

sunset is cash earnings multiples vs. cash earnings growth,

which illustrates that U.S. investors are still not

comfortable with cash flow valuations of these companies

and. despite the changing competitive landscape. still view

these names on a yield and PIE basis .

• In addition. the valuation of mature telephone

companies works well on price-to-book versus ROE.

The r-squared of 87o/c was the highest of all the regressions

run. Intuitively, we would expect that the strong

correlation reflects the highly regulated nature of the

mature telephone companies' business and thus the

importance of ROE as a measure of favorable regulatory

status and/or higher levels of productivity.

• The relationship between projected EPS growth and

dividend yields is most pronounced in the mature telephone

companies with a confidence factor of 81.5%. By contrast,

emerging/growth telephone companies. with an r-squared

of 22 2%. do not produce relationships that are as

meaningful with this benchmark.

US Telcos

Amentech
Bell Atlantic

BellSouth
NYNEX

PaCIfic Tel
SW Bell
US West

Alltel
Cinc Bell

South NE Tel
Roch Tet

GTE
AT&T

MCI
Spnnt
ALC

Mature

Telebras Bell RHCs
eTC GTE

Telme, Bmlsh Tel
Tekl Mg Cable&Wlreless

Telecom Mg Tdefonlca
PLOT KPN

TelecornAsla Tde Danmark
Tel MalaySia BCE

lusacel1 NTT
Vodaphooe 'iZ Telecom

Korea 1\loblie S,n!!.a!)(}re Tel
Mliilcom HK Telecom

S,n!!.<.Irwe Tel
HK Tflecom

EmergiGrov.th

RHC =Bell rel!.wnal Iw/dtrll!. ,omean"

ALL

Group

Tabte 4

Global Telephone Companies
By Regression Grouping

Some General Observations

Table 5 proVIdes a summary of the regression results,

WhICh, in tact. do indicate that by dIVIding the companies

mto subgroups we can gam deeper Insight into appropriate

valuation benchmarks. how the markets are approaching

worldwide telephone companIes, and finally some

interesting opportunIties represented hy outliers in the

graphs. We would summarize our ohservations as follows:

Table 5

Regression Analysis Summary Table

EmergJ us
Group Growth Mature Telco

Div Yield EPS Growth 37 5'1c 22.20/0 81.5% 79%
PIE: EPS Growth 53 47 8.6 79
PICE Cash Earn Growth 38 43 15 56
Pnce/BookROE 25 18 87 62

Fl r.;ures repre.fient r-squared \.:alues resu{rt"ng from the reRresx,-ofi arll1l'l,'ses.

S/'urCL Compun)' reports and Aforgan Stan/e.v eslImates

•
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Tables 6 and 7 focus more specifically on the results of the

various regressions. In Table 6 we summarize those

companies that were positioned far enough from the

Table 6

Summary of Stocks That Screen Undervalued
On Various Regression Approaches

MORGAN STANLEY

regression line to be identified as potentially undervalued

when compared with their global peers. Table 7 lists those

companies that screen as fairly valued to overvalued.

Table 7

Summary of Stocks That Screen Fairly or Over
VaJued on Vanous Regression Approaches

Group
Emergl
Gro"'th Mature US Teleos Group

Emergl
Growth Mature US Telcos

DIVidend YIeld Dividend held:
EPS Growth BCE HK Tel TelefEsp Sprint EPS Growrh Telebras Telebras New Z Tel AT&T

Bell RHCs eTC BCE GTE PLOT PLOT eable&W'less MCI
TelefEsp Korea Mob KPN US West Millieom Millieom NIT SWBell

TeleDanmark NYNEX Sing Tel Sing Tel Amenteeh
KPN Pacific Tel Tel Malaysia

Pnce-Eammgs: Price-Earnings
EPS Growth Korea Mob Korea Mob KPN Pacific Tel EPS Growrh Sing Tel Sing Tel New ZTel AT&T

Telmex eTC TeleDanmark NYNEX Telebras Telebras Telltalia Alltel
TeleOanmark Vodaphone Sprint Tel Malaysia Millieom NIT SWBell

Telef Arg PLDT SouthernNE Millieom Tel Asia
Telmex US West Tel Asia

GTE

Korea Mob TeleDanmark
Telef Arg
Tele Arg Ieler Esp
Telmex
Telebras

Nole: Companies in boldface appear in three or more categones.

Pnce/CE:
Cash Earntngs
Growth

Pnce-to-Book:
ROE

Korea Mob
Telef Arg

Tel Arg
Telebras

BCE
TelefEsp

Telmex
KPN
BCE

TeleOanmark
PLOT

Telmex
eTC

PLOT

BT
KPN

TelefEsp

Cinc Bell
NYNEX

Southern NE
MCI

Sprint

GTE
Pacific Tel

USW
Southern NE

NYNEX

Price/e£. Ca.rh
Earnlnlis Growth

Price-to-Book'
ROE

lusacell
Sing Tel
Tel Asia

Tel Asia
Telebras

Vodaphone
lusacell

lusaeell Cable&W'less
Sing Tel British Tel
Tel Asia Bell RHCs

NIT

Sing Tel New Z Tel
NIT

Roc Tel
Ameritech

SWBell

Sprint
Alltel
MCI

Cinc Bell
AT&T

,Yllre Cornpumes In boldjace upreur In rhree IIr more cutegones.

This memorandum is based on tnformalJon available to the public. No representation is made that il is accurate or complete. This memorandum is 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
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Making Some Sense of the Data
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While Tables 5-7 summarize the results of our regressions,

the following discussion provides a more detailed analysis

of the various ratios studied. The format is a description of

the regression results for the enUre group followed by a

look at the same analysis for eJch of the subgroupmgs, i.e.,

emerging/growth and mature telcos In addition. we have

proVIded a commentary on the C S I<.:lephone companies.

Dividend Yield vs. EPS Growth

GLohaL Telecom Group When we plot the entire group of

telephone companies. we find. not surpnsingly. that the

relationship is an inverse one. indicatIng that the higher the

growth rate projected for a company. the lower the dividend

yield. The r-squared of :n5(j( Implies that the relationship

docs not have a great deal of predictive power when we

look at the entire group of companies (Figure I).

In tenns of the remaining outliers. it appears as though

TeleDanmark, KPN, Hongkong Telecom, CTC, and the

Bell regional holding company group, in particular, are

offering yields that are attractive in relation to their growth

rates. With earnings growth rates that are similar to those

companies listed above, Cable and Wireless, Telecom
Argentina, Vodafone, and Telmex are offering lower

yields. Conversely, according to the analysis, Singapore
Telecom, Telebras, Telekom Malaysia, and PLDT, for

instance. have lower yields than their growth rates may

suggest is necessary.

Figure I

Global Telecom Group - Dividend Yield vs. EPS Growth
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When we divide the compames Into emerging/growth and

mature baskets. we find that yield plays a dramatically

different role as a valuation benchmark

Emerging/GrOllth Telephone Figure 2 suggests that yield

IS not a significant valuatIon benchmark for this set of

companies Clearly, these emergIng/growth telecoms are at

sueh early growth stages that Investors are not focusing on

MORGAN STANLEY

dividend yield as a meaningful valuation benchmark. ~

Interestingly, Hongkong Telecom and CTC stand out as

dramatically undervalued compared to their

emerging/growth peers. As we noted earlier, both these

compames have operating characteristics that may resemble

more of a hybrid of a mature telephone company and the

emerging/growth telecoms.

Figure 2

Emerging/Growth Telecoms - Dividend Yield vs. EPS Growth
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Mature Telephone By contrast, we found a high

correlation (the confidence factor reached 81.5%) between

divIdend yield and projected earnmgs growth for the

mature telephone companIes. We removed TeleDanmark
trom the regression smce it appeared to be a significant

(luther. offering a high yield and hIgh growth rate. If we

Include TeJeDanmark. our r-squared declines to 63%.

Figure 3

Mature Telecoms - Dividend Yield vs. Growth

7 (}()<{

~CE
I'(IW;{' --+"

MORGAN STANLEY

Figure 3 illustrates that the companies are grouped closely

around the regression line. Apparently, investors are

accustomed to valuing the mature, monopoly providers of

telephone service on a yield basis. The names divide

neatly, with the Bell RHCs, British Telecom, and KPN all

shghtly undervalued on a yield basis. Cable and Wireless,
Telefonica Espana, and New Zealand Telecom may be

slightly overvalued.
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US Telephone Companies Looking at Figure 4. we get a

better sense of how U.S. telephone stocks are being valued.

The correlation between five-year estimated EPS growth

rates and dividend yield improves to provide an r-squared

of 79o/r for these stocks In addition to [Jointing out the

FIgure 4

The V.S. Telcos - Dividend Yield vs. EPS Growth
('urn-nt Di\lid~nd 'itld

,0"

R·squared Value 79%

10<;;'

0091-

100%

MORGAN STANLEY

value of using estimated earnings growth to help predict ~

appropriate yield values, we can also point to the outliers as

possible attractively valued names. For instance, it appears

that GTE, Sprint, and US West offer yields above the

necessary level suggested by their growth rates.

+,=.o._+---+---+---~"""';::-_ALC

20.0%

5-Yr Estimated EPS Growth
Source Comrany reports and MorKan Stunley eJrlfnl1{e~
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Price-Earnings vs. Earnings Growth

Global Telecom Group The correlation of price-earnings

multiples to earnings per share growth is slightly higher for

the entire group of companies than It was in the di vidend

yield versus EPS growth analysIs Our r-squared value in

I his relationship is 53'7r (Figure 5) The relationship

Indicates that the higher the earni ngs growth projected for

the company, the hIgher the pm:e-earmngs multiple the

market is willing to pay. Outliers Include the wireless

companies, such as lusacell, Airtouch, and Millicom,

which have generally much hIgher growth rates but lower

earnings per share In their growth stages, thus very high

earnings multiples, For these stocks, investors are

apparently looking beyond current year estimated earnings

in making valuation judgments.

Other outliers include TeleDanmark, CTC, and Telmex,

which have multiples that are low given their growth rates.

For CTC and Telmex, we expect that investors are

factoring in some regulatory and competitive risks and are

therefore less willing to pay a full multiple. Similarly for

TeleDanmark, much of the near-term earnings growth

appears to be emanating from cost reductions and efficiency

improvement and may be relatively short-lived.

Figure)

Global Telecom Group - Price-Earnings vs. EPS Growth

R Stjuaroo valuc=53 1;4

TA {PE='J2.EPS Gr '" 7"'~ \

~() 00

3000 ---+--

2{)OO

10(1)

(,'I4)'h

•

BT

Tefmex

5(X~

• Tclef, \nu;a. Arg
.TeleDan

'I1S f.<timated 5· V.ar EPS Gro"'h

301Xl'> 351XI'>

Korea Mohile

4IUXI,>

•

4500'>

I

Soun"e: Company reporf.'l and ~I(1rg(Jn Stanle\' (",'!([mate,f

This memorandum is 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 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.



FOCUSIng on the subgroupIngs, we can make the following

ubservations:

EmerginglGra\\rh Telecoms The confidence factor for the

regression reached 479C - In line with the group

corrclatlon of 539c and Indicating lhal thIS measure may be

more meaningful for emerging/growlh names than the

mature tclephone companlcs. Moreo\cr. this analysis IS

MORGAN STANLEY

certainIv more appropriate for these higher growth

companies than was the dividend yield analysis, Looking

at specific names, Singapore Telecom, Millicom, and

Telebras stand out as fairly overvalued, falling above the

regressIOn line in this relationship, whereas Korea

Mobile, Telmex, CTC, and Telefonica Argentina appear

undernlued relative to their growth rates.

Figure 6

Emerging/Growth Telecoms - Price-Earnings vs. EPS Growth
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/'" Mature Telephone Companzes These companies have the
lowest correlation on this valuation benchmark among the

groups The confidence factor value declines to 8.6% for

these companies. and. as Illustrated in Figure 7. the
companies are scattered aLross the graph. It appears that

much of the dlstortlOn IS Lauscd hy the European telephone

FIgure ""

Mature Telecoms - Price-Earnings vs. EPS Growth

companies, which trade at wide variances to their

respective EPS growth rates. The reason for this inside

variance. we believe. has to do with the similarly wide
range of PIE multiples for the respective local markets 
from a multiple of 59 for Italy to a mere 16 for the

Netherlands.
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us. Telephone Companies When plotting Just the U.S.

telephone companies. the predictability of valuation using

EPS growth is greater than with the broader group of

mature telephone companies. This regressIOn produces an

I-squared value of 79<7" the highest for thIs ratio. By

lookIng at Figure 8, It IS clear that mmt ot the companies

F'gure 8

The U.S. Telcos - Price-Earnings VS. EPS Growth

MORGAN STANLEY

hover around the regression line. Notable outliers include

NYNEX, GTE, and Sprint, which appear undervalued on

this benchmark, while Southwestern Bell and Rochester
Telephone appear to be adequately reflecting our estimated

EPS growth in their PIE ratio.
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(" Price-to-Cash Earnings vs. Cash Earnings Growth

Glohal Telecom Group We have also approached the

glohal telephone companIes hy comraring the relationship

of cash earnIngs multiples [0 cash earnmgs growth, Our

expectation was that cash earnings. which adjusts for

depreciation. would be a more comrarable measure of

operating results since it t:lkes aster loward

accommodating accoullling di fferencl:s.

The relationshIp for our group was not as meaningful as the

price-earnings vs. earnings growth comparison. Our r

squared for the group regressIOn was \8o/r. compared with

53', for the price-earnmgs v,. earnings growth regressions.

The correlation for the US telcrhone companies was the

,trongest of all the subgroups With ~ln r-squared of 56%.

Looking at the entire group in Figure 9. the North

American, Latin American. and European companies

consistently fell below the regre,slon IlOe. while the

majority of the Far East telephone represented premium

valuations. The most significant outliers include

Singapore Telecom, which trades at one of the highest

cash-earnings multiples but is projected to have one of the

lowest growth rates of the emerging company group.

Iusacell, Airtouch, and Millicom - wireless operators

with significant losses due to the buildouts ahead of them

-- also screened as premium values on this benchmark.

Of the names below the regression line, Telebras and

Telefonica Argentina represent two of the more

undervalued companies. Also interesting is that, on a

price-to-cash-earnings basis, Telefonica Argentina, and

Telecom Argentina are more closely valued, whereas in

the price-earnings analysis, the companies were not as

consistently valued by the market. We believe this

represents an accommodation for the differences in

depreciation accounting, which is distorted in the price

earnings analysis.

Figure 9

Global Telecom Group - Price-to-Cash Earnings vs. Cash Earnings Growth
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Highlighting the subgroup regressIOns. we would make the

following observations:

EmerglnJ;/Crrm'th Telecoms For the emergmg/growth

telecoms. thc r-sq.uared value Improvcs from the group

analysIs to 439c (Figure 10) Ag"lln. the outlIers are similar

to those I n the group regression and Include Iusacell,
Airtouch, and Singapore Telecom TelecomAsia.
Inlcrestlngly enough. IS nOI dramatically ovcrvalued given

11\ proJcctcd growth rate The only wlrcless name that falls

F1~ur~ I ()

Emerging/Growth Telecoms
Price-to-Cash Earnings vs. Cash Earnings Growth

~{l (III T-

.6o.Jrlnul.:h

MORGAN STANLEY

below the regression line is Korea Mobile, which, despite

its relatively high projected growth rate, is trading at a

cash-earning multiple comparable to those of Telmex and

CTC

The Latin American telephone companies appear attractive

when compared with their peer group of emerging/growth

names. [n particular. Telefonica Argentina represents one

of the more compelling values in this framework.
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Mature Telephone Companies Switching gears to the

mature telephone companies, cash-earmngs valuations are

not as consistent and therefore only yield a correlation of

ISclc . - too low to be meaningful As illustrated in Figure

I I, British Telecom certainly appears to garner a

premium value given its lackluster projected cash-carnings

growth. Telefonica Espana appears interesting with a

projected cash earnings growth rate in excess of the Bell

RHCs but trading at a discount to the US te\cos.

f',gure II

Mature Telecoms - Price-to-Ca..'ih Earnings vs. Cash Earnings Growth
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US Telephone Companies Finally. by (iJrecttng our focus

strIctly to the U.S. telephone companies. the correlation
Improves from that of the mature telcos Our r-squared

rISes to 569< still the lowest correlation of the four ratios
tor the CS lelephone companies I Figure 12) Attractive

MORGAN STANLEY

names on this screen include NYNEX, Cincinnati Bell,
and Southern New England Telephone, all of which trade
at below-par cash-earnings multiples. Also interesting are
the discount valuations given to MCI and Sprint.

Figure 12

The C.S. Telcos - Price-to-Cash Earnings vs. Cash-Earnings Growth
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r Price-to-Book vs. Return on Equity

Glohal Telecom Group This final analysis attempts to

compare investors' valuation of a company's equity in

relation to a company's ability to carn on that equity When

we plot the entire group of companies In this comparison,

we get an r-squared value of 2s ck - not impressively

significant Not surprisingly. the outliers are the WIreless

companies, which are not under rate-of-return regulation

and have demonstrated the Jbllity to carn above-average

returns on equity (Figure 1~)

Focusing more closely on the tradillonaltelephone service

companIes operating in a regulated enVIronment, the

regresslOn indicates that CTC, for instance, appears

undervalued given its reported return on equity. However,

given the changing regulatory and competitive

environment, this stock may not be as undervalued as it

appears since the ability to sustain this high ROE is

questionable,

By contrast, Singapore Telecom appears to get a premium

valuation given its return on equity. We would not be

surprised if this reflects the market's confidence in the

stability of the regulatory environment and the

government's commitment to maintaining the current

monopoly structure.

,

Figure /3

Global Telecom Group - Price-to-Book vs. Return on Equity

Source: Comf7an.v ref10rlx and ,Horgan Stanley estimates.
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The subgroup analysis illustrates these differences even
more clearly:

Emerging/Growth Telcos For the emerging/growth tekos,

our r-squared value of 18% is even lower than the group
correlation. Outliers, illustrated in Figure 14. again include

Singapore Telecom. whIch is well above the regression
line. Many of the Latin American telephone company
names fall significantly below the regression line. Telmex,

for instance, appears to have a low price-to-book value -,

given its return on equity, which is comparable with that of

Singapore Telecom. Yet, Singapore Telecom shares

garner a higher price-to-book valuation. For Telmex, this

can partially be explained by the uncertainty about the

sustainabllity of this level of return on equity given the
prospect for further competition in Mexico's local and long
distance markets over the next few years.

Figure 14

Emerging/Growth Telecoms - Price-to-Book vs. Return on Equity
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Mature Telephone Companies The correlation improves

when we plot the mature telephone companies. As

illustrated in Figure 15, the r-squared for this group reaches

35%, better than the emerging/growth telephone companies

at IX% and even an improvement over the entire group of

companies wIth Ils r-squared 01 25';7,

To a great extent, the European and U.S. telephone

companies hover around the regressIOn line. The most

significant olltliers Include New Zealand Telecom and

NTT. Both appear overvalued on this benchmark relative

to their peers. Interestingly, they appear more fairly valued

on the group regression (Figure 13), indicating that

investors may be valuing them more as emerging/growth

telephone companies than as mature telephone companies.

In fact, if we remove both NTT and New Zealand

Telecom from the mature teleo regression, the r-squared
improves to 87% (see Figure 16), and the remaining

telephone companies plot neatly along the regression line.

FIgure t'

Mature Telecoms - Price-lo-Book vs. Return on Equity
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Figure 16

Mature Telecoms (excluding NTT and NZ Telecom) - Price-to-book vs. Return on Equity
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r U.S. Telephone Companies Finallv, when we consider the

U.S. telephone companies, the correlation improves

dramatically as well. wilh thc r squared value shooting to

620/r'. While this IS stili noL as ,trong a correlation as some

of the other valuation approaches 1m the U.S. telephone

companies, it is stronger than the other groups we plotted

uSing return on equity and prlc:e·to-hook value.

The Bell RHCs generally screened more attractively in this

graph than the long distance carriers. Moreover, of the

Bell RHCs, Pacific Telesis, US West, and Bell South
looked the most dramatically undervalued. By contrast.

MCI, Sprint, and AT&T appear to garner higher price-to.

hook values relative to their returns on equity and thus on

this henchmark are valued at a premium to the group of

U.S. telcos.

F'gure 17

The U.S. Telcos - Price-to-Book vs. Return on Equity
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