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REBUTTAL TESTIMONY
OF
MATTHEW J. BARNES
SPRINT NEXTEL CORPORATION

CASE NQ. 10-2006-0086
Please state your name.
My name is Matthew J. Barnes.
Please state your business address.

My business address is P.O. Box 360, Jefferson City, Missouri, 65102.

S B

What is your present occupation?

A. I am employed as a Utility Regulatory Auditor I for the Missouri Public
Service Commission (Commission). I accepted the position of Utility Regulatory Auditor I
in June 2003 and have since been promoted.

Q. Were you employed before you joined the Commission’s Staff (Staff)?

A. Yes, I was employed by the Missouri Department of Natural Resources
(MDNR). Prior to MDNR [ was employed by the Missouri Department Conservation and
prior to that position I was in the U.S. Navy.

Q. What is your educational background?

A. I earned a Bachelor of Science degree in Business Administration with an
emphasis in Accounting from Columbia College in December 2002. I earned a Masters in
Business Administration with an emphasis in Accounting from William Woods University in
May 2005.

Q. Have you filed testimony in other cases before this Commission?
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A. Yes. I filed Supplemental Direct Testimony in BPS Telephone Company
Case No. TC-2002-1076.

Q. Have you made recommendations in any other cases before this Commisston?

A, Yes, I have made recommendations on finance, merger and acquisition cases
before this Commission.

Q. Have you attended any schools, conferences or seminars specific to utility
finance and utility regulation?

A Yes. I attended The Rate Case Process in Missouri presented by the Staff of
the Missouri Public Service Commission in March 2005.

Q. What is the purpose of your rebuttal testimony in this case?

A. My rebuttal testimony is presented to the Commission to provide a
recommendation to the Commission concerning Sprint Nextel Corporation's Application to
spin-off their local telephone exchange operations, Spring Long Distance, Inc., and Sprint
Payphone Services, Inc. info a new company referred to in my testimony as LTD Holding

Company.

Sprint's Acquisition of Nextel and the Spin-Off of LTD Holding Company

Q. Please describe Sprint’s acquisition of Nextel.

A Sprint Corporation entered into a merger agreement on December 15, 2004
with Nextel Communications after obtaining stockholder approval from both companies.
Nextel Communications will be a wholly-owned subsidiary of Sprint with the corporation’s
new name Sprint Nextel Corporation (Sprint Nextel). The agreement called for Sprint Nextel
to use their reasonable best efforts to separate the ILEC business of Sprint by means of a tax-

free spin-off to the stockholders of Sprint Nextel.
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Business Operations of Sprint and Nextel

Q.
A

Please describe the business operations of Sprint.

According to Sprint Nextel’s 2005 Joint Proxy Statement/Prospectus

Summary Page 3:

A,

Sprint offers an extensive range of innovative communication
products and solutions, including wireless, long distance voice and
data transport, global Internet Protocol, or IP, local and
multiproduct bundles. A Fortune 100 company, Sprint is widely
recognized for developing, engineering and deploying state-of-the-
art network technologies, including the United States’ first
nationwide all-digital, fiber-optic network, an award-winning tier
one Internet backbone, and one of the largest all-digital,
nationwide wireless networks in the United States. Sprint provides
local telecommunications services in its franchise territories in 18
states...

Please explain the business operations of Nextel.

According to Sprint Nextel’s 2005 Joint Proxy Statement/Prospectus

Summary Page 3:

Nextel is a leading provider of wireless communications services
in the United States. Nextel provides a comprehensive suite of
advanced wireless services, including digital wireless mobile
telephone service, walkie-talkie features, including Nextel
Nationwide Direct Connect and Nextel International Direct
Connect, and wireless data transmission services. At March 31,
2005, Nextel provided service to about 17.0 million subscribers,
which consisted of 15.5 million subscribers of Nextel-branded
service and 1.5 million subscribers of Boost Mobile branded pre-
paid service. Nextel’s all-digital packet data network is based on
integrated Digital Enhanced Network, or iDEN technology to serve
297 of the 300 largest United States metropolitan areas where
about 262 million people live or work...

Business Operations of LTD Company

Q.
A,

Please describe the business operations of LTD Company.

According to Paragraph 7 of the Company’s Application:
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LTD Holding Company, a Delaware corporation, is a newly
formed subsidiary of Sprint. Upon the separation, LTD Holding
Company will realize control of Sprint Missouri, Inc., LTD Long
Distance and Sprint Payphone Services, Inc., along with Sprint’s
other ILEC operations. At that time, LTD Holding Company will
operate independently from Sprint and will have its own
management team and board of directors...Upon separation from
Sprint, L'TD Holding Company will be the largest independent
local telephone company in the United States, with 2004 annual
revenues exceeding $6 billion. Its corporate headquarters will be
in the Kansas City metropolitan area,

LTD Holding Company’s stock will be traded separately from Sprint Nextel on the New
York Stock Exchange. According to Paragraph 5 of the Company’s Application, “As of
December 31, 2004, Sprint’s ILEC operations served approximately 7.7 million access lines
in 18 states, including approximately 234,000 access lines in Missouri.” All of these access
lines will be transferred to LTD Holding Company post spin-off.

Q. Please explain the corporate structure of LTD Holding Company.

A. LTD Holding Company will be the parent of LTD Long Distance, Sprint
Missouri, Inc., LTD Management Company, other Sprint ILEC’s and Sprint Payphone

Services, Inc. Please see Schedule 1 for the post spin-off corporate structure,

Indicative Credit ratings by Standard & Poor's (S&P), Fitch, and Moody's

Q. What are S&P, Fitch, and Moody’s?

A, S&P, Fitch, and Moody’s are credit rating agencies who assign a rating to a
company’s securities (i.e. Common Stock, Preferred Stock, Short-Term Debt, and Long-
Term Debt). The assigned ratings determine whether a company can meet its obligations and
the risk of default. The highest credit rating is AAA while the lowest credit rating is C for
Moody’s and D for S&P. Any rating below Baa3 for Moody’s or BBB- for S&P is

considered junk or non-investment grade. Any rating above or at Baa3 for Moody’s or above
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or at BBB- for S&P is considered investment grade. The table below summarizes Moody’s

and S&P’s rating symbols. Fitch’s rating symbols are equivalent to S&P.

Bond Rating Grade Risk
Moody's Standard & Poor's

Aaa AAA Investment Lowest Risk

Aa AA investment Low Risk

A A Investment Low Risk
Baa BBB Investment Medium Risk

Ba, B BB.B Junk High Risk
Caa/CalC CCCiCc/C Junk Highest Risk

C D Junk In Default

http://www.investopedia.com/artictes/03/102203.asp

Q. What is the current credit rating for Sprint Nextel from S&P?

A, The current credit rating for Sprint Nextel is A-, which is above investment
grade.

Q. What is the current credit rating for Sprint Nextel from Fitch?

A, The current credit rating for Sprint Nextel from Fitch is BBB+, which is
above investment grade.

Q. What is the current credit rating for Sprint Nextel from Moody’s?

A. The current credit rating for Sprint Nextel from Moody’s is Baa2. This is
equivalent to a BBB with S&P and Fitch and is above investment grade.

Q. Please explain the Rating Evaluation Service’s (RES) potential credit rating
for LTD Holding Company provided by S&P.

A. Sprint Nextel received feedback in a letter dated May 17, 2005 from S&P that
describes the scenarios presented and the rating conclusion based on those scenarios. The

scenarios presented to S&P from Sprint Nextel are as follows:

* %
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ok

Based on the scenarios presented, S&P came to the conclusion that the corporate

credit rating may be ** ** with a ** ** and that the rating agency

was ** ** Staff is of the understanding that

even if LTD Holding Company holds only a minor amount of debt that S&P still may not

award an ** **credit rating for LTD Holding Company.

Staff disagrees with S&P’s “broad brush” approach to evaluating LTD Holding
Company’s credit quality. Just because an industry is in a declining phase of its life cycle
does not mean that the business still cannot comfortably cover its debt service obligations.
For example, I evaluated LTD Holding Company’s Pre-Tax Interest coverage ratios, which
were based on assumptions of ** ** in debt and ** ** in
annual dividend payments provided by the Applicant, and found the following:
Pre-Tax Interest Coverage is ** __ ** times for 2004 and pro forma Pre-Tax Interest

Coverage is ** ** times for 2006, 2007, 2008, 2009, and

2010 respectively. These ratios are consistent with an ** __ ** credit rating according to the
Financial Medians: Telecommunications Companies reported by S&P.  Please see
Schedule 7 for the benchmarks from S&P. Even if LTD Holding Company should continue
to experience decreased cash flow with a decline in access lines and LTD Holding Company

continues to decrease debt with the decline in access lines, then this should not cause them to

6 NP
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default on their debt. Please see Schedule 2 for S&P’s complete analysis of LTD Holding
Company.

Based on the scenarios presented to S&P, Sprint Nextel concluded that the Company
would seek other indicative credit ratings from Fitch Ratings (Fitch) and Moody’s Investors
Service (Moody’s). Sprint Nextel revised the scenarios after reviewing S&P’s feedback
letter. Sprint Nextel concluded that the new scenario presented to Fitch and Moody’s

would be ** ** billion debt with annual dividend payments of ** wE

*%

ko

Q. Please explain what you meant in you last statement.
A. On August 4, 2005, approximately three months after the RES letter was sent
to Sprint, S&P released a research report titled Research Update: Sprint Corp Ratings

Remain on Credit Watch Positive, With Those of Nextel, Pending Merger Close. In that

report S&P said the following:

The Credit Watch implications on the debt of Sprint’s local
telephone division were revised to negative from developing. This
action is based on industry-wide business-risk concerns about
rising cable telephony and wireless competition that will make it
difficult for this unit to obtain an investment grade rating as a
standalone entity, regardless of the resulting capitalization. The
Credit Watch on debt of the local division had been revised to
developing on May 13, 2005, reflecting uncertainty about the
potential ratings for the unit following its expected spin off from
the merged Sprint-Nextel.

Have you contacted the analyst at S&P to discuss the indicative credit rating?
A. Yes, I contacted the analyst Eric Geil at S&P on October 19, 2005 to discuss
the indicative credit rating and asked him if an investment grade credit rating (BBB-) is out

of the question. He indicated to me that a BBB- credit rating is not out of the question and

7 NP
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that S&P would evaluate the entity’s creditworthiness closer to the spin-off. He also
indicated that S&P had since released another research report on October 7, 2005. The report
indicated the following:

The ratings on the debt of Sprint’s local telephone division are on
Credit Watch with negative implications, reflecting the potential
that the proposed standalone local company could be rated below
investment grade. The spun-off company will have estimated debt
to EBITDA of roughly 2.5x, excluding any adjustments for
operating leases or unfunded pension and OPEBs, and will pay
$300 million in annual dividends. Despite the local company’s
relatively moderate propoesed capital structure and good free cash
flow characteristics, we are concemned about industry-wide
business risk from rising cable telephony and wireless substitution,
which could eventually weaken the financial profile. We expect
that any final rating determinations will be made near the time of
the spin-off, although we do intend to provide further clarity on the
probable outcome as appropriate in the months preceding the spin-
off.

Please see Schedule 3 for the complete research report on Sprint Nextel.

Q. What do you conclude about the three reports provided by S&P?

A. After reviewing the RES letter and the August 4, 2005 research report, it
appears that S&P’s credit rating on LTD Holding Company may be below investment grade.
After reviewing the latest October 7, 2005 research report, S&P now appears to be uncertain
as to whether it will rate LTD Holding Company below investment grade. Therefore, I
cannot give the Commission assurance that S&P would rate LTD Holding Company below
investment grade nor can I give the Commission assurance that S&P would rate LTD
Holding Company investment grade.

Q. Has Staff traditionally relied on S&P’s credit analysis?

A, Yes, Staff has been subscribing to S&P’s services for some time. Staff does

not subscribe to Fitch or Moody’s credit analysis services.
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Q. Please explain the indicative credit rating for LTD Holding Company from
Fitch.

A. Fitch’s indicative credit rating of BBB-, which is investment grade, is based
on total debt of ** ** and ** ** annual dividend. Fitch has

many of the same concerns as S&P. Specifically, Fitch states:

* ok

*%

Please see Schedule 4 for Fitch’s complete Rating Assessment.

Q. Please explain the indicative credit rating assigned to LTD Holding Company

by Moody’s.

A, Moody’s Investors Service’s (Moody’s) indicative credit rating of
** ___ ** (The equivalent of Fitch’s ** ____  ** rating, which is investment grade) is
based on total debt of ** ** and ** ** annual dividend.

Moody’s concerns are much the same as S&P and Fitch. Specifically, Moody’s states:

* ¥
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%k

Moody’s goes on to say:

Sk

¥

Please see Schedule 5 for Moody’s complete indicative credit rating for LTD Holding
Company.

Q. Does it appear to you that all three credit rating agencies have the same
concerns about LTD Holding Company?

A, Yes. However, S&P was presented with different scenarios than the other two
credit rating agencies and issued LTD Holding Company an indicative credit rating below

investment grade.

Pro Forma Capital Structure

Q. Please explain the pro forma capital structure of LTD Holding Company.
A, The pro forma capital structure of LTD Holding Company as of June 1, 2006
is ** ** debt and ** ** equity.

Q. Please explain how these ratios were determined?

m NP
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A. Houlihan Lokey Howard & Zukin Financial Advisors (Houlihan) submitted a
report to Sprint Nextel entitled an “Analysis of LTD Holding Company”. According to

Houlihan’s website: htip://www hlhz.com:

Houlihan Lokey Howard & Zukin, an international investment
bank, provides a wide range of services, including mergers and
acquisitions, financing, financial opinions and advisory services,
and financial restructuring. In 2004, Houlihan Lokey ranked as the
No. 1 M&A advisor for U.S. transactions under $500 million and
the No. 5 advisor for all U.S. announced transactions, according to
Thomson Financial. The firm has been the No. 1 provider of M&A
faimess opinions for five consecutive years and has one of the
largest worldwide financial restructuring practices of any
investment bank. Established in 1970, the firm has over 700
employees in 10 offices in the United States and Europe. We
annually serve more than 1,000 clients ranging from closely held
companies to Global 500 corporations.

Beginning on page 64 of the report, capital tests were performed to determine the
reasonableness of the capital structure. The first capital test performed by Houlihan was the
Balance Sheet Test. This was used to determine the equity balance. According to Houlihan

the enterprise value (EV), or market value of LTD Holding Company’s assets would be in

the range of ** *¥ to ** **_ Of this market value,
approximately ** ** will be supported by debt. The rest would be supported
by equity of approximately ** ** to *¥ * Itis

very important to emphasize that the equity estimation is contingent upon an
accurate estimate of the market value. Assuming this, the equity ratio would approximately
be** __ **percentto** ___ ** percent.

Q. You mentioned previously that Sprint Nextel determined LTD Holding
Company’s long term debt to be ** ** Do you believe that Sprint Nextel is

“saddling” LTD Holding Company with unnecessary debt burden?

u NP
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Al I do not believe that Sprint Nextel is “saddling” LTD Holding Company with
an unnecessary debt burden, I believe Sprint Nextel determined LTD Holding Company’s
long-term debt of ** ** to be the most appropriate amount of debt that would
optimize the capital structure of LTD Holding Company to balance the interest of
shareholders and ratepayers.

Q. Please explain why a company would utilize an optimal capital structure?

A. A company would utilize an optimal capital structure to maximize the value of
the company’s stock by issuing a mixture of debt and equity to keep their actual capital
structure within a reasonable target. According to the college finance text book

Fundamentals of Financial Management':

...¢ach firm has an optimal capital structure, defined as that mix of
debt, preferred, and common equity that causes its stock price to be
maximized. Therefore, a value-maximizing firm will establish a
target (optimal) capital structure and then raise new capital in a
manner that will keep the actual capital structure on target over
time.

Another source that describes the use of an optimal capital structure is the book written by

Roger A. Morin, Regulatory Finance Utilities’ Cost of Capital®:

At zero debt ratio the cost of capital is coincident with the cost of
equity. With each successive substitution of low-cost debt for
high-cost equity, the average cost of capital declines as the weight
of low-cost debt in the average increases. A low point is reached
where the cost advantage of debt is exactly offset by the increased
cost of equity. This is the optimal capital structure point. Beyond
that point, the cost disadvantage of equity outweighs the cost
advantage of debt, and the weighted cost of capital rises
accordingly.

! Eugene F., Brigham and Joel F. Houston, Fundamentals of Financial Management, (Fort Wotth: The Dryden
Press, 1998), 362.

* Roger A. Morin Regulatory Finance Utilities® Cost of Capital, (Public Utilities Reports, Inc., 1994), 415.

: NP
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The Board of Directors of Sprint Nextel has a fiduciary responsibility to shareholders to
make sure that the value of LTD Holding Company’s stock is maximized. In order to do
this, the new management of LTD Holding Company should strive to achieve the lowest cost
of capital for its capital needs. This is done by targeting a capital structure that is, at least in

the opinion of its management, optimal. Therefore Sprint Nextel believes that a mixture of

debt **  ** apd equity ** _ ** would be optimal for LTD Holding
Company.

Q. Do you believe that this mixture of debt ** ___ ** and equity
**¥ ™ isareasonable pro forma capital structure for LTD Holding Company?

A. I believe that the pro forma capital structure is reasonable due to the fact that

two out of three rating agencies have issued investment grade indicative credit ratings and the
pro forma capital structure’s ** ** equity ratio is above the average equity ratio of

the group of comparable companies in the Houlihan report.

Financial Ratios

Q. Please provide any financial ratios from the Houlihan report that you believe
provide insight on LTD Holding Company’s potential credit quality.

A. The following three ratios provide insight on LTD Holding Company’s credit
quality:  Total Debt/EBITDA (Earnings Before Interest Taxes Depreciation and
Amortization), Dividend Payout ratio, and Pre-Tax Interest Coverage ratio. Total
Debt/EBITDA determines a company’s ability to pay their debt. If the ratio is high that
means there are fewer earnings available to the company to pay their debt obligations. The
Dividend Payout ratio determines a company’s percentage of earnings paid out in dividends.

The higher the ratio the iess cash that is available for the company to reinvest. The Pre-Tax

s NP
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Interest Coverage ratio determines a company’s ability to pay the interest on their debt. The
higher the ratio the more cash that is available to the company to pay the interest payments
on their debt obligations.

The pro forma Total Debt/EBITDA ratio for LTD Holding Company is

>k ** times for 2006, 2007, 2008, 2009, and 2010

respectively. The pro forma Dividend Payout ratio for LTD Holding Company is **

** for 2006, 2007, 2008, 2009, and 2010 respectively.

The pro forma Pre-Tax Interest Coverage ratio for LTD Holding Company is **

** times for 2006, 2007, 2008, 2009, and 2010 respectively. I attached

as Schedule 6 the entire Capital Tests performed by Houlihan that show these and other
credit statistics that I have not mentioned.

Q. Do you have any of your own conclusions from the above financial ratios?

A, Yes. 1compared the above ratios to the comparable companies that Houlihan
compared LTD Holding Company to in the Houlihan report. Those companies are Citizens
Communications, CenturyTel Inc.,, Valor Communications Group, Fairpoint
Communications, Iowa Telecommunications, and Commonwealth Telephone Enterprises.
These companies are Regional Local Exchange Companies and are considered by Houlihan
to be comparable to LTD Holding Company.

The average Total Debt/EBITDA for 2004 for the comparable companies was
determined by Houlihan to be ** _ _ ** times. LTD Holding Company’s Total
Debt/EBITDA ratio was determined by Houlihan to be ** _ _  ** times for 2004, this is
below the average of the comparable companies. The average pro forma Dividend

Payout ratio for 2005 for the comparable companies was determined by Houlihan to be

g NP
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** __ * LTD Holding Company’s pro forma Dividend Payout ratio for 2005 was
determined by Houlihan to be ** __ ** which is well below the average of the
comparable companies. The average Pre-Tax Interest Coverage ratio for 2004 for the
comparable companies was determined by Houlihan to be ** ___ ** times. LTD Holding
Company’s 2004 Pre-Tax Interest Coverage ratio was determined to be ** __ ** times, this
is well above the comparable companies’ average.

The last ratio that I believe is important to consider is the Total Debt/Total Capital
ratio as this ratio is important to arrive at an appropriate capital structure. The average Total
Debt/Total Capital ratio for 2004 for the comparable companies was determined by Houlihan
tobe * ___ ** LTD Holding Company’s Total Debt/Total Capital ratio was
determined by Houlihan to be ** ___ _ ** for 2004, which is below the comparable
companies’ average.

Q. Did you compare Houlihan’s ratios to any other benchmarks?

A. Yes, I compared Houlihan’s ratios to S&P’s RatingsDirect Financial Medians:

Telecommunications Companies and determined the following:

Houlihan’s LTD Holding S&P Financial S&P Financial
Comparable Company Medians: Medians:
Companies Telecommunications Telecommunications
A Companies BBB Companies
Pre-Tax *%  **times *E ¥ 3.5-5.5 times 2.3-4.0 times
Interest (2004 Average) | times (2004)
Coverage
Total ** *k ** *ok 40%-52% 50%-62%
Debt/Total | (2004 Average (2004)
Capital

Financial Analysis also utilizes minimum standards to apply to Competitive Local
Exchange Company (CLEC) filings when the company applies for a CLEC Application.

One of the standards a CLEC must meet is Total Debt/Total Capital cannot be greater
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than 62% and Pre-Tax Interest must be at least 2.3 times. These two ratios are consistent
with BBB companies in Schedule 7. Please see Schedule 7 for the benchmarks.

Q. Schedule 7 is dated June 16, 1999. Is there a more recent report available to
Staff?

A. Yes, but since major telephone cases are rare for the Staff of Financial
Analysis the department does not subscribe to the telephone sector of RatingsDirect. I
contacted S&P and asked for a courtesy copy of the most recent credit statistics on
telecommunication companies and was informed that the department would have to expand
our access to RatingsDirect (which would cost more than what PSC currently pays) or we
could request an electronic copy of the report from S&P’s research department. I contacted
the research department and asked how much it would cost for the electronic credit statistic
report and was informed that it would cost $400 for a PDF file. I felt this was too expensive
since Staff of the Financial Analysis department rarely works on major telephone cases;

therefore I relied on Schedule 7 to compare benchmarks.

Debt Issuances and Interest Rates

Q. Please describe LTD Holding Company’s issuance of new bank debt.

A. Approximately 60 days prior to the spin-off of LTD Holding Company, Sprint
Nextel will issue ** ** in new bank notes with 3 to 5 years maturity that will
bear an interest rate of ** ___ ** The interest rate is a floating rate that is subject to
change before the spin-off. The cash proceeds from the issuance of ** **in
new bank notes will be distributed to Sprint Nextel.

Q. Please describe LTD Holding Company’s issuance of new notes to Sprint

Nextel.
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A. LTD Holding Company will issue new notes to Sprint in the amount of
** ** with a maturity of 7 to 30 years. Sprint Nextel will record these notes
as an Asset in their books. There will not be any distribution of cash to Sprint Nextel from
LTD Holding Company associated with these notes, The interest rate on these notes is stated

by Sprint Nextel to be ** **  Sprint Nextiel will have the option to sell these new

notes to a third party if they desire.

Q. Will the interest rate of ** ** be a market rate?
A, It is difficult to determine at this time if the ** ** {nterest rate will be a
market rate at the time of issuance of ** ** debt. Staff has not received any

analysis from Sprint Nextel that establishes how the Company determined to charge the
** _ _ *¥interest rate to the debt.

Q. Do you believe that the interest rate on these new notes may be a conflict of
interest between LTD Holding Company and Sprint Nextel?

A. I concluded that the interest rate on these new notes may be a conflict of
interest between LTD Holding Company and Sprint Nextel because it is negotiating the
terms of the debt that will be issued to LTD Holding Company. If the cost of this debt is
higher than what LTD Holding Company could have received if it had negotiated with
creditors on its own, then this would be a detriment to LTD Holding Company and a benefit
to Sprint Nextel. Since it is difficult to determine what the market interest rates will be at the
time of issuance, I cannot render an opinion to the Commission if the ** ___ ** interest
rate is a market rate for LTD Holding Company.

Q. Have yon discussed this conflict of interest with Sprint Nextel?

A. Yes. Staff has discussed these concerns with Sprint Nextel.
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Q. For the Commission to approve this transaction, does Staff have any
conditions?

A. Yes. The purpose of these conditions is to ensure that the stock of Sprint
Missouri, Inc. is transferred to a financially viable entity that will provide the capital needed
to provide safe and adequate service upon reasonable terms and conditions. These conditions
are also designed to minimize the risk that Sprint Missouri, Inc. stock will be transferred to
an entity that is not financially capable of providing the capital needed so Sprint Missouri,
Inc. can provide safe and adequate operations. Thus, Staff recommends the Commission
place the following conditions to an approval of Sprint’s Application:

1. That nothing in the Commission’s order shall be considered a finding by the
Commission of the value of this transaction for rate making purposes, and that the
Commission reserves the right to consider the rate making treatment to be afforded these
financing transactions and their results in cost of capital, in any later proceeding.

2. That LTD Holding Company file with the Commission all final terms and
conditions on this financing that is going to be held by Sprint Nextel including, but not
limited to the following: the aggregate principal amount to be sold or bormrowed, price
information, estimated expenses, loan or indenture agreement concerning each issuance.

3. That LTD Holding Company file with the Commission any credit rating agency
reports concerning issuances by LTD Holding Company associated with this transaction.

4. LTD Holding Company shall be allowed to redeem the ** **
notes at their outstanding face value.

5. If two out of the three credit rating agencies do not assign an investment grade

corporate credit rating to LTD Holding Company at the time of the spin-off, then LTD

. NP



Rebuttal Testimony
Matthew J. Barnes

Holding Company shall take all reasonable and necessary actions to obtain an investment
grade corporate credit rating within 90 days after the spin-off. This shall include, but is not
limited to adjusting the debt leverage and/or the dividend payout ratio as required by two out
of the three credit rating agencies.

Q. Does this conclude your prepared rebuttal testimony?

A, Yes, it does.
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BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI

In the Matter of the Application of Sprint Nextel )
Corporation for Approval of the Transfer of Control ) Case No. 10-2006-0086
of Sprint Missouri, Inc. Sprint Long Distance, Inc. )
and Sprint Payphone Services, Inc. from Sprint )
Nextel Corporation to LTD Holding Company )

AFFIDAVIT OF MATTHEW J. BARNES

STATE OF MISSOURI
sS.

N e

COUNTY OF COLE

Matthew J. Barnes, being of lawful age, on his oath states: that he has participated in
the preparation of the foregoing Rebuttal Testimony in question and answer form,
consisting of /%  pages to be presented in the above case; that the answers in the
following Rebuttal Testimony were given by him; that he has knowledge of the matters
set forth in such answers; and that such matters are true and correct to the best of his

knowledge and belief.
Mt | (i

Matthew J. B

Subscribed and sworn to before me this /S day of November, 2005.

D. SUZIE MANKIN )
Notag' Public - Notary Seal 3 M
Cotimay of o 4
e
My Commission Exp. 07/01,2008 | Notary 0
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Research: fabur (o Requis Format

Sprint Nextel Corp,
Publication dato: 67 -0c1-2005
Primary Credil Analyst: Eric Gell, New Yuik (1) 212-438-7833;
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IS3UER CREDIT RATINGS To
Sprint Moxte! Corp.

Carpocate Cradit Rating A-/Slable/Nn’ BEU-Watch PosiNR
Caralina Telaphone & Telegraph Co.,

Corpomte Credit Rating BEB~Vvatch NeniNR X
Cental Cerp, !

Corpurate Credit Rating BBB-/Watch Neg/--

Nextel Communlcations Inc.

Cotporate Cradit Rating AJstablef- BA+Wetch Pog/
Sprint Capital Carp.

Cuiporate Credit Raling AStahle/NR [as-Mateh Pos/iNR
US Unwirad Inc.

Corporate Credit R-ting BBB-/Slhia) CCC+Watch Pos/~
Central Tulaphone Co.

Corporate Crodit Hating BEB Maich Neg/NR
Nexte!l Finance Co.

Corperata Cruidit Raling A-Stablef- BB+ Warch POs/~
Sprint - Florida, Inc.

Cotporatc Creait Ratng BBR~YWatch Neg/NR

From

AFFIRMED RATINGS

Carolina Telephona & Telsgraph Co.

Sr unsecd debt

Local currancy BBA-Walch Neg
Centel Gorp.

Srunsecd debl

Lotal cufmecy ARB-AVatch Neg
Central Telephone Co,

Srsecd debt

Locut camrency BABE+/\Wafch Neg
Sprint - Florida, Inc,

Srzecd dabt

Loca currency 800 1/Watch Neg

REVISRED RATINGS To
Sprint Naxtel Corp.

Sr unsecd dabt

Local eurroncy A- 8AA-
Nexto! Communlcations ln¢.

Srunsecd debt

Local currency A 813]
Sprint Capital Corp.

Sr unsecd debit

Looal currency A- 8BB-
U3s Unwired inc.

Srsecd debt

Local curancy nbe-

From

CCCr
http:/Awvww rasingsdirect. com/Apps/RD/eontroller/Antiole?id=46796 0&type=&output Type=primt&from—  10/19/2005
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Nextel Financs Co. .- T
1 gagc dabt
Logal curroney . SR+

Businass rish profils:
Strong .
Flnancial risk profile:
|Mermediate

Dbt maturities:
20067 ST AT
2007:$1.6 b1,

2008 3.0 bit.

2009 $1.6bil,

2010. 52.9 bil.

Thare:fter: $15.4 bil.

Bank linesrLiquid assets:
Sprint has a 34 biion, 354-day unsecured revolving 1aciity with one-year ferm out option, and byo unused )
SCODUNS rAceivable securifization programs Widing $1.2 bilfien. As ot June 36, 7004, no ameunta wore |
oulatanding on these faciiles,

Nextel has 2 84 billion revoiving facility due 2009 and  $2.2 bilion sénlar secured term loan b, unescurad

follawing recaipt uf the investment grade rating. As af June 30. 2005, §1 biion In revolving credit was

outsianding, and $2.5 pilion of revolving credit capacty batked a fetier of credil for the FCC spectrum

reconfigurafion plan; the torm loah was Tully diawn.

Corporate credit rating histary:
Aug. 16, 2008 A-MNR
May 15, 200% " BBA-NR
June 14, 2002 BB 7A-3
W Major Rating Factors

Strengths:

» BO% ot revenue from last-growing wirelocs business;

» Emrancned base ol high-average revenua per unit {ARPU}, low-chum bueinses users
wily on Nexle!s pueh to Walk unarionality;

The Sprint wiralass units wlatively high ARPU and industry-leading data penctaven;
Healthy wireless specinim position:

Sprints successiyl whalesale wircleza operations help thoaden market reach: and
Strong discrationany cash fow patendal anter company integration it complete.

Wagpknessee:

« intease wirkless industry campetition, despite consalidation;

« Potential company integration or technology migration iSEUSS,

» Fventyal slowing of wireless peneiration growth; and

+ High cagital expenditure requirements charactaricte of the wireless industry.

W Rationale

Sprint Nextet Corp. is the result of the Aug. 12, 7005, stock memer between Sprint Curp. and Nexte!
Communications inc, The rfings on Sprint Nexte! incorporate our expeslationa that

« WHRIN 3 yessr of the merger close, Sprint Nextel will spin off the local exchange business 10
shareholders #5 an Independent company with $7.25 tillion In tolat debt {including about 3700
Tritlien in existing debt) 40 generae rounhly £8.6 bilion cash for Spriat Nextel,

v Sprint Nextel could ke eaquired 1o spend up to %7 bilion cash, based un the current market
value, 0 satisty the put for the 694 of Nextel Paciners [nc. not swned by the comykany within one
yesr ot closing af the Sprint Nextel merger,;

« Sprint Nexle! may nead o purchase soma or »ll of the Sprint wircless afilates for up 1o a tolal of

§7 billion ¢ash, basad o eslimated market values, 0 resolve business exclusivity itsues afising
from the merger, and

htto://orww. ratingsdireet cora/a pps/RD/comroller/Article Hd—46 7969 & type=fwui it Type=print&irom= 104132005
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« "Cash from operations, Larh procesds from the kacal spin-oft, and existing balance-sheet cash of
Sprint Nexde! will be sufficient to fund the potentlal Pariners and Affiliales transections, as well as
capita! expendituirs and Nextel spectrum reoonfigunation expenses.

The matings on Spnnt Nextel reflect a strong husiness profile from:

+ [he Noxtel wireless buxiness' industry-leading avcroge ravenua par user (ARPU) mnl low

subscribar churn from e deaply entrenched customer base Lhat refies on the differontiated push-
toatalk Saneice

T . .

X

» The Sprint wirelesa unit's healthy AKPU, market leadership in data servicas, and grawing
wholasale busness;

« A Srong spectrum position; and

« Anintenrediate financiat risk profile from sohd liquidity and good discrefanary cash flaw
potential, despite significant neartenn investment spanding and busineee IMagrauon costs.

Tempering factora inaude:

+ Competitive wircloss industry conditions {B.g., slowing penetretion growth and pncing pressure);
and

v Potential business inteqration and netwerk tachnology migration challsnges.

The combined Sprint Nexte! fs the third-birgast nalional wireleas carior, with gbout 38.5 milllon owned
subscribers. Wireless will provide about 0% of revenue after the lacal division is spun off, with lang
digtance accounting fur The belance. The company ic mainkaining Serint's iong-distante upwrations
largely to pravide natwork support to wirelews uparations and {o eid in developing canvarged wirelose.
wiredine applications for busincss customers. The long-distance unil Hias low investment requircments
and low exposure ta (he weak consumer Segment,

Sprint NeXtel plane 1o oporate two wireless networks through at least 2010 while it migrates voice and
data traflic to @ comman network, which should minimize missteps that cunid boost churn, Nextel's
integrated Digital Enhanced Neliwork (iDEN) & critical to the scrvice quality ol s push-io-talk and
conferencing capabilitice. Other carriare have not yet mamhed Nexiel's capability. and even if they do,
tha anyenched buse of Nexted customers in construction trades, trangponation, and tha public seclor
likely will resist unraveling established user groups withoul significant cast incentives.

Sprint Nexhs revenue should continug to qrow 24 a [ow double-digit pereentana rate fur Ui noxt few
ycars, 1argefy from wireless penelralion gains, avgmaented by data-scrvicas growth. 1he EBITDA
margin after about 51 bilfion in integration expense should be In the 30% araa, Once the integration is
complete, EBITNA profitabifly could improve to the uppar 30% area, about the. same as Nextels
cuttent level. Tolal debt to EBITDA, pro torma for the kucal spin-off, the Nextel Parincrs put, and
yotentiat buyouts of all Sprint affiliates, ehould mitraily be at or beimw 3x (adjusled for operaling leazes

and existing unfunded pansiun and other post-retirement benefit obtigatons (OPEBS). We expect s
ralio o improve within Two years 19 the low-?x area.

Local iclcphone division
The ratings on the debt of Sprinf's local talophone division are on CraditWaluh with negative
implications, reflecdng tha polential lhat the proposed standalons kocal aonpan;lp_ could be rated
below investment grade, ‘I he spun.oft company will have eslinated dabt to £0ITDA of roughly 2.6x,
excluding any adjustments for operating Ineaes or unfunded pension and OPEBs, and will pay 5300
million In annual dividends Despite the kucal company's relatively moderatc proposed capital
structure and good free £agh tow charactenstics, we are concenad about industry-wide busincze
risk fraet rising cable telephony and wircless subctiuion, which could eventually weaken the
tinancial profile. We expect thail any final rafing determinstions will be made near the time of the
spin-off, although we g¢ intend to previde further clarily on the probable cutcome as eppropriate in

the munlhix preceding the spin-off.
Liquidity

Bprint Hextel tas sohd hquidity from a2n $8 5 hillion consuliduied cash balancs w3 of June 30, 2006,
pru forma for about 54 billion cash spent te purchaee the equity of Sprint affiiiate US Hawired inc,
We expect that this, plus cash fluw from operations and aboud 36,5 billion in proocseds from the

htto://wwrw ratingsdirect com/Apps/R Neantrallor/ Acticle Hd=467960& type= & output L ype=print& from=
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preposed local dwision spin-off, should be suficlent I cover the Nexte! Fartnérs put, A buyout cf all .
of the remaining Sprint aMilates, snd capital expendrturas, Including Nexte!'s apottum and spectium '
teconfimiration costs, The company should generate substantial Siscretonary cash fiow beginning in
2007, aftar the slevated Losts related to the business integeation and spectrum rébanding subside,
Spuint Nexted initially wilt pay $300 rillion in annual dividands, teprasenting the dividend policy
proposad for tie local company =pin-off, but hay ot yel determined the post-spin-of dividend policy
of Spiint Nextey, Sprint and Naxtel sach maintain sizable undrawn bank Wing availabillty undes
thelr revpective credit faciltes for additivre liquidity.

W Qutlaok

The rating outlook an Sprint Nextel i alable, Further wireless peielration gaing showld euppartsolid — ————————w— ..
operating momentum and discretionary cash fiow grawln, whith witt ename the combined company to

aMsin a low 2x deirt to ECITDA ratio appropriate for the rating on 8n engong basis. Considaration of g

positive outlook will hinge on successhul merger intogration, maintaining a strong morket position in the

push-tn-alk business, maaningtul ehum reduclion in the Spnt wireless service, #nd key credit

measure mmprovement. Integralion misstepe or weakening nperating performante could prompt 2

negative quticok revician.

B Business Description

" Gprint Nextel Carp, is the result of the Aug. 12, 2004, slack merger of Spant Cofp, and Nextel
Commuticatlons ing. The combined company has about 36.5 milbun nwned wireless subseribers,
ranking 't as the thind-largest nanonat wireless vimnpany, Spint Nexdel 250 has nrarly 10 million
wholesole and amlllale wirkless customers, Within 12 months of ransaction cloging, the company plans
to spin off Sprint's local wlephone divikion to shareholders in 3 tax-free ransaciion, along with about
57,26 bifllen in debl, subject te mulliple state reguiatary approvals, The unil gerves about 7 § millinn
access linos, Making it the Lagest non-regional Bell operating rampany (RBOC) local phone company
Pra furma for the local cpin-oft, wireles® will provide about 80% ot Sprant Naxtel revenue. Sprints ong
distance operatnas will remain at Gprint Nextal, primarily 1o provide network gervices to the wireless
gperations and ta sefva tha anieuise Gustomear market, The compauy will continua to oparate Nexlel's
{DEN wimlexs network 8 it migratee 16 3 cottnan code divisien multiple access (COMA) besed
network over he next five years,

L

Sprint Nextal owns ebout 31% of Nextel Pgriners. which has 1.7 malion subsrribers and represents

about 22% ¢t Nee!'s lotal papulation oquevalants (POPy). Nextal Parncre’ other shareholders ace

expected to rigaer o protets to pul their intereat tn Sprint Nextel. The value of this palentisl transaction

will be dntermined by a faif market apprasal procease flal could take et loast four months. and a .
transaclion may notbe compieted unti mig-2008. Tha current markel value of Sprint Nextel's poential

obligation is about 36,5 billion, inctuding ahaut 31.2 bition in nct devt.

Abown 22% of the POPs in the Eprini wireloes network ae served by effilatcs using wireless xpectium .
awnad by Eprint. Théze companies liave about 3.5 mitlion sustomers, The Aprint Nextel mergar nas

given risa 10 business exchuarvity Issues between Sprint Nexlel and the afliates. Sprint Nextet I

attempfing 1t nogotiate new affliate egrecments, but ullimately may necd bo purchasa soma of Al of

thase companies lo resolve contractu! disputes. Sprint Mextel already has puivhased US Unwired for

ebout 51.3 biilion, and unratad Gulf Caast Witaless | P for 207.5 million. In addition, the coripany has

agreed to purchase WO Holings tnc. (CCC+MWalch Pogl-) far $427 pallion, incheding the agsumption '
of approinmtely 3208 million of net debt. The rnrporale credit raling on US Unwired was raised 1o

'BEE- trom 'CCT+' on Sept. 4, 2008, The magnitude of any furlivee acquisitionrelatad upgrades of

Nerlel Pariness or Sprint Arfilites wilt degend on our assessmant of the strelisgic importance ot tha

:rgulmmpanies o Sprint Nextel, and the degree of pparstional and osoet intagration will Rprint
extel,

M Business Prafile

Sprint Neviel hus a strong busincss profile from twou rapidly growlng national wiretess uperations with
roughly equal revenue Wiuless is the fastest growing teiecom segment aside from broadband services
oliered by cable TV and local mne companies. The Nesdel units Industry-leading ARPU from a high
coneontraton of business cuatomers and low churn give it a slightly stronger business pmfile (han that
of the Sprint wirelass gegment. Both units showd benefil from nealthy indusiry expansion o=

penetraiion rises from the cuent 60°% aruu and growing data weage. Synergies from vambining two
natanal wireless businessas shauld provisge meaningfl cast savings, atthough Sprint Nextel eoirid
expetience challengas as it Integrales these operations and wransitions o one nebwor plattorm. Despite
recent indusiry conaohidation, wireless remaing very compelitive, and iS betoming incraasingly
commedilized for coi e voice 2ervices, czpacially a5 all cairiers improve nctwork quality. While data

httn: ey ratingsditas. com/Apps/RD/controller/ Ardele Hid-467969&type—&outpm Type=prinl& fram—  10715/2005
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gendcas offer growth potential, thay represent a singll percentoge of total revenue and have ned proven e e

as poputar in the U.S, as In Ewopean and Asian markets,

Nextel Wireloes

Nexiel's pioneering push-tot3ik wireles s service is fundamental ki the company's nearly exclusive

fracieniss sending CusSIoMET in constictOn ks, tansportalion, ana tne public sector, Thess

tustomer scgmants rety on Ihis unique featuro for convenient communioations among working

groups et ane highly resistant 1o chuim, contribuling Yo the unit's sirong $70 ARPU, low 1.6% chum,
T T Endupper-3e%-E8ITDA-margin, all o which are favoratile compared with the Industry averages.

The ARPU remained ter duning the past year, whilt tor cantars ome upﬁm:mwmm-___________&___m

goclined. Spint's strong data revenve growth mitigated it declirung velce pricing. :

Nextel's push-to-tark capablity depends on its exclusive IDEN network, which 1 not compalible with
othar nwbworks, Although othat Caniers. have pegun to offer mis servica dining the past two years
using other technalogies, their offerings so far suffer fiom longer sall set-up and latency. Evenfuaily,
competitors may feplicats Naxtels functionality. Even so, the sntrenthed Nexte! customer base

would ltkrly be unwilfing to switch carmers wl risk unreveling user groups withaut meaningful
financia inconyves.

Sprint Hexlel intands to transiton the existing Nextel and Sprint businesses o & cornman CUMA-
bascd network wechnnogy platform over the next few years, Even bofore the Sprint Nextel merger
was propestd, Nexol hat been svaluating attemiative network fachnologies to sxpand data oferings
bayond iDEN's limited capability. Unti at least 2010. Sprint Noxtei will operale iwo nistworks, which
should mitigata potential tachnology migration dificuites. Throngh 2007, the company will continue

tu invest in Nextel's IDEN network, or until the COMA network can support push-to-lolk esrvice
comparabla (o thal provided by IDEN,

Nextel has about 1.7 mitline subscribers served by s whoity uwned Doost prepaid seivice, which
primaly tavgets the youth market Soosts raistomer growith was 178% during the 12 months ended
June 30, 2005, fusled by expanded distibution. As is tharacieristic of prepaia service, Buust’s churh
Is elevaled, at aboud 6% and ARPU i significantly bolow the level for pusipaid Nexdsl service. With
slowing industy penatration, carmicefe sra pursting prepaid 10 expand market reach, including inte
less creditwarthy customer segments, Prepaid planc eliminate the risk of honpeyment for service,
naverthelexs, there still is the possibility of not tecavering activation costs ami handset subsidias
from customars psing shently after starting esnvice, mawiny it important for Boost o mwdntain low
cuslomer acauisition gocls. A grawing prepaid businesa could prassure. overall profitabifity.

Sprint Wirelesa
|he Sprint wirsless businese has a good pasition in the congumer market and high minvte usage. At
362, the uniws ARPY ranks se0ond in the industry 1o hat of Nextal. Sprint currently inads the
Indusiry in wireless data revenue, which accounts for about 10% af ARPY and was important n
cnabling the company to maintain flat ARPU yesr uvar year 83 of Juna 30, 2005. Sprint began to
offer Cvolution Data Optimized (EV-DO) high-speed wirstess dula service 0 business cusoiniars in
the first yuarter of 2005 and expects to cover 130 million POFe with this service by year-gnd 2005,
slightly behind Vertzon Wirelass' TV-DO roliout, Sprints wireleas churn has falien In the past three
years to about 2.4% from ovar 3% because tighter crodst ecreening luwered involuntary ehum, whie
battar cuslomar sevvice and nedwork quality reducxd volyntary chum. Neverthaless, chum is still
meaningfully highar than thal of Nextel, factonng into the urir's 30% EBITDA margin ang somewhat
lower birsiness profile. Compattive piwssure ceuld limit further chum Impiovement

Sprint i6 the most active national camer m establishing wholesale busingss relalonships, with the

targest being its agraement with 50%-owned Virgin Mebile USA LLC {B+Devsloping/-), a fast-

growlny yuovider of prepald services t atoul 3 millisn cyalarmars, maknly in e youth customer '
segment. $piint 2lso hirs a wholesals arangement with Owest Communications Lnteriational [ne, As

e targest national wircless earfier unaffiliated with one of the RBOCs, Sprini, and now $print

Nextel, is In @ poud position to estaplish joint sales efforts with cable companies, which i has already

done on A limited basls, Even though there is eoma sk of uannibalizetion, wholssale arrangements

vroaden Sprink's wireless markat reach -nd are attractive because e nompany does not incur

customer acquisisian, seivicing, o biling costs, in the Virgin deal, cannibatzation ikely is minimal,

since Bprint 0ov not offen ils own prepald plan, athough Virgin is a close campetaor to Boas!

Loaal telophong division

hito://wway.rating sdirect. com/Apps/RDVcontroller/Article 2id~46 7969 &ty pe—&untput Typeprint& from=  10/19/2005
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Sprinl Mexial plans ta spin off ts local division within 2 yaar of clusing the Sptink Nextel mergar, .

subject 1o receiving state reguiatory approvals. This mature business I§ experigncing 1%-2% annual - -
revenue declines, bacause nf product substitution, but generates solid 50% €611 DA mamins and
strong frea cash fow, all in fine with the industry. About one third of access lings are in dansaly
populkaled areas whh muis than 300 fines per square tite in such markets as Las Vegas, Nev, and
Crlando, Tallahassce, and Naptes, Fla, The rest ora in kes competitive mid-aize and emaller
marxets. Compared with locel tariors servimy less-gense areas, Sprint overaps More major, rebuilt
cable companies IKely tu hecome major competitors for voice serviecs within tha pear tenn. This

anu) wirgless substtution 2re the prirnary factora tht ine independent iucal division could receive @
—————— pon-investmanl yrade rating.

Wireleas substitutian, secoruidine disconncctione, and cable telephony ers responsibie fos

acoeleraling acceas-line erosion, which Sprint expects will reach 3.6% in 2009, up from 2.9% in
2004 pnd 2.2% In 2003. The campany curranlly estimales that cable teiephony Is avzilable to ahout
20% of its local custemers and Wt this will rise to 40% by year-and 2005 In the 2008 third quarler,
Cox Communications, Inc.. a lodder in ¢able tlephuny, announecd plans 1o deplay voice over
tnternet protocel {(VolP) phone service in Lae Vegas. Sprini's lucal division is responding to
increasinl compelition with bundled voice and data offerings, and curteniy estimates thottis hasa
45% BU% share of new breadbend custdmers. Tha division alse bundiec Sprint wisuiass service, as
it wilt continue to do foilewing the spin off, and EchoStar Communications Corp's satalite TV sevice.

Resale wireless and vides ohtanngs should aid in customer retantion, but wre unlikely to genorate
meaninghi profs

Long distance

Spript Nextel is retaining Sprint's long-distance business priinarily to provide back haul services for
wireless and la support converged wireless-wirgline sarvices tor businesses. The business is mature
and expenencing upper =ingle digit peroentage revenue erosion. in the dostrable enterprise
clistonrer segment, it ranks far behind first- and sceond-rankoed playais ATAT Com. and MClinc,
which are Delng scxuired by EBC Communicalinns Ine. and Vesizon Communicatiuns inc.,
respectively. Revande declines are alightly laes gavere than ATAT's and MCl's doubie digit revenue
arosion burause anty 10% of Sprint's lung distanes revonua is from tha shumty decining cansumer
busincee, compared with over 20% of rgvenue for boin AT&T and MCI.

Drspile falling revenua, eost savings have helped Sponts long dislance busingss maintaln an
EBITOA rrasgin in the mid-teent pefcentage zrea, petween MCY's supb-10% prrformance and
AT&T's low-20% level. The unit's wholezale business providing back-office interconneciian and
suppot! services for cadie companies’ expanding VoIF phons services (s growing. Sphnt long
distance Is also siaing growth in TP-based enterprise services. Nevertheless, overall pricing
prassure may tampef rising damand for newer services. In addilian, the ATET $BC and MC)\-Verizon
margers should boost those companies' capabilites and creats more formidable compcetitors.

@ Financial Policy
Sprint Nextel adhares o an intermediate finandial policy, a8 rellectad by fhe bown pradecessin
companies' debl teduchion during e past intee years end e stock-based merger, We 6o nat expel
ary eignifleant acisitions in the near term other than potentiol buyouts of the Sprint Affiliates or Nextel

Partners thet ars already factoned into the ratings. Wa expect Bhat any other sequisitions or investmenta !
will have 2 neutral affact on laverage.

B Financial Profila

Accouniing

cammilments and contingencies inuude apermting laases, primartly associated with long-tem
wirblaEs Tower rantals, TowCr 123606 are BUbjrct lo sscelation causes ana jenesally have inflial hve-
year torms with renewal uptions for additional fivewyear terms totaling 20 to 26 years. The ininimum
rents) compitment disclogure incraased significantly from 2003 10 2004 because of the Incision of
expacted optipnal rengwal periods in the 2004 10-K report thet were not Included in 2003 bascd on
he SEC's clarification of 18ase accounting issues in 2 Fobruary 2005 latier to the Amefican Institute
of Cerlified Public Acoountants, W factyr the present value of these opérating leases intg our
broager financial iallo cakeulations and the leveraying eflect of this agjustmant is xignificant for Sprint
Nextel and other wirgless coinpanies, although the recent chiange in disclosure has not afferted
rafngs un any carnier.

Unfunded abligations of Sprint's pancion plan and postretirement bonefits plans sggregated sbout
him: /v ratingsdirect.com/Apps/RD/controller/As ticle d=46 796 &aype=&outpn Type-print&from=  10/19/2005
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" $1°7 pillion as of Dec. 31, 2004, before incorme tax effects. We view thase oDRGAtIoNS uy ucui-ing,
althaugh they have a negligible effect on credit measures, boosting debt to EBITDA by less than

0.1x. An undisclosed amount of these obligations are attributable to the local exchange business,
which Sprint Nextel intands to spin off in 2006,

A significant portion of Sprint Nextel's total assets are long-tived, with definite lives, consisting
primarily of property, plant, and equipment associated with communications natworks. Shifting
technology and customer demand can affect values or useful lives of these assets. The company
T parformsannustiests-to-detemi riateness of the depreciable asset lives and
fecognizes an impairment charge if it determines that the carrying amountiis greaterthanthe———————————————_
recoverable vaiue, in 2004, Sprint recorded a $3.5 billion noncash charge, refated to an impairment

of the long-distance network assets, suggesting diminished potential for this business segment,
which had aiready been factored inta the ratings.

Sprint and Nexters indefinite life intangibles consist largely of the wireless spectrum licenses. Sprint
also has meaningful goodwill assaciated with its wireless operations. Sprint Nextel reviews geodwill
and indefinits Tife intangitles at least annually for impairment, or more frequently if indicators of
impairment exist. Sprint completed impairment analyses internally on both goodwill and indefinite kfe
intangibles in the fourth quarter of 2004, and found na impairment. In 2003, Sprint recorded a $1.2
billion charge related to the impairment of spectrum the company had intended to use for providing
residential service using fixed wireless technology. Under new accounting guidance announced by
the SEC in September 2004, Nextel changed its method of determining impaimment to the direct

method from the residuat method, In the first quarter of 2005, Nextef found no impairmeant of its
spectrum licenses using the direct methed.

Profitabillty and cash flow

Cwverall revenue shauld grow by a low double-digit percentage rats through the near term, largely

from wireless customer additions, compiemented by data growth. Both the Sprint and Nexte)

wireless businesses performed well in the second quarter of 2005, with the Sprint unit generating

service revenue growth of 10.8%, year over year, and Nextel realizing a strang 17% increase, Data

is contributing about $6.50 to Sprint's ARPU and is the key factor in flat year over year comparisons

for this measure, Nextel's data ARPU is about half this amount, Data will be important in mitigating

declining voice ARPU, but a5 other carriers improve their data offerings, overall ARPU could sag.

The ovarall EBITDA margin, excluding the local phone division and after about $1 pillion in

integration expanse should be in the upper 20% to 30% area. Once the integration is compilete, .
EBITDA profitability could improve to the upper 30% area, about the same as Nextel's current leve!, I

Capital structure and financial flexibillty

Total debt to EBITDA pro forma for the locai spin off, the Nextet Partners put, and potential buyouls |
of all Sprint affiliates should be In the upper 2x area as of year end 2005, including adjustrments for
operating lease abligations and unfunded pensions and OPEBs. As integration expenses subside
and elevated capital expenditures for network pI'Ojects moderate, the company should achieve the
low 2x leverage appropriale jor the ratings on an ongoing basis. Sprint Nextel hao about $8.6 billion
in cash as of June 30, 2005, pro forma for the US Unwired acquisition, This, pius $8.5 biliion in
praceeds from the propusad {ocal spin-off likely will be used to safisty the Nexts! Partners put and
Sprint affiliate buyouts, which could cost up to $14 hillion in aggregate, Aside from these
transactions, Sprint Nexte! shoutd generate roughly $10 billion in cash from operations to support
§7.5 biltion in capital expenditures and to meet near term debt maturities of under $2 billion annually.
Capital expenditures include amounts needed to fund the Nexte! network spectrum rebanding
required by the FCC. Sprint Nextol will pay $300 million in dividends associated with the lacal phone

division untl spmnmg off tha unit. Post spin-off, the company does not lnmally p'an lo pay dividends,
but we expect it to eventually establish a dividend program.

Tabla 1 Sprint Nextel Corp.~Pasr Comparison
industry Seclor: Telecomaunicstions gnd Cable TV

~foliing 12 mantha snded June 30, 2005~
SprintCorpe]  ALLTELComp.|  TelPorRs andbat Nexial Communicanans
Poltgasoluune30.  |gppywatchPasNR  fAMNOgalverAl | AvNogetivel~ BB+AMatch Posi-
ML 5}
| 1 1 |

httn:/forww.rating sdivect.com/Apps/RD/controller/Article?id=46 7969 & type=&output Type=print&from=__ 10/19/2005 |
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Sales : 27.901.0 3.620.0 3,800.0 14,4030 :
ERITDA 8,856.8 3.380.1 10350 55389
:‘;érmm from conl. (401.0) 1,289.4 w014 21820
Funds from oper. (FFO) 7.0833.2 2,820,5 10728 52408
Cagh flow from oper. 7,880.2 2,561.0 1.051.5 4,950.0
~— Jcapital expengitures | 57119 1,680.2 B52.7 4,370.8
Froe oper. cash figw 19783 580.8 T95& -— E1:0]
Discretionary epsh flow 1.230.3 4238 159.4 8110
Cash and squivalents 6.,833.0 20207 11327 27740
Tota) debt 20,1847 55950 23905 11,0572
Prefarred stock 2470 0.3 a9 1.0
Camman squily 14,478.0 88547 3,266.0 11,011.0
Tota! capilal 34 9046.7 14,4500 56204 22.075.3
Adjusted ratlog ’I
ESITOAsaIeS (%) a2t 392 21.2 ans
Oper. incomefsatas (4} n2 403 200 . 40.0
53” infergs! coveraga 28 62 25 55
EBITDA intareat
coversge (x) 6.2 0.4 a4 8.3
Retwrn on capltal (%) 134 4.7 BB 184
FFOMolal debl (%) 36,8 504 456 7.4
Gash flow from
oporActal dob (%) 38.1 58 447 5.1
free apar. cash fowlotal
debt (%) 0.e 15.7 8.5 5.5
Disc. cash flowatal debt 61 18 8 55
)
{D%B)c cash Now/ERITDA 12.7 125 15.4 11.0
Totat d8bUEBITOA [x) 23 1.7 23 20
Total debveapital (%) 578 1.7 418 §0.1

Note: Figuras are adjusted for operating leasas, “Cash flow statement Aams arg adjusted to exclude $1.2 billion deforred lower

rantal inceme cash moelved in May 2005. TTTolal debt exclydes 1,658.4 miliion of debt affactively collelaraiized by commmon stock of
unaffillated companies.

Toble 2 Sprint Corp.~Financlal Summary
Industry Sector: Telecommunications snd Cable Ty

~Fiacal yast andod Dec. 31~

004 2003 2002

Rating history Bas-MWatch PoarnR BRE-fStable/NR BEB-/Stable/A-d
{Mil. 3)

Salen 27,4200 26,197.0 26634 0
EBITDA 38118 31180 75385
Nat Income from cant. opat. (1.012.0} {367.0) 468.0
Funds from oper. {FFO} 7.275.8 7.664.5 6.083.5
Cash flow from oper, 89224 74065 67655
Capital expandilures 63627 43773 5,482.7
Free oper, cash flow 660.1 29293 1,202.%
Discrakiongry cash flow {108.%) Z2A72.3 8209
Cash and equiveionis 46210 2,549.0 1.035.0

htto//wwre ratingsdirect.com/Apps/RD/controller/Article 7id=467969 & type=&output Type=prim&from=  10/19/2005
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; Traw
Tatal dabt 21,07 21,2280 . 24,3843
Prafamed siock 2470 2470 256.0
Comman equily 1352148 13,224.0 12,2940
Toto! capitat 35.079.7 34,7970 35.pe43

Adjusted ratios

—— — JERITDANales (%) 3.4 3.0 285
Oper. Incomalsales (%) 325 s a1
EBIT Inlerast covarage (x) 22 1.9 15
EBITDA (ntarast coverage (x) 47 49 a4

Fetum on capits! (%) 14.0 8.1 &6
FFOMotal datt %) b By 3.0 248.Y
Caceh flow from opar.Aotal deblt (%) 325 03 Fifd
Frea oper. cash flow/total debt (%) 26 127 53
Disc. cash flowhotal gabt (%) [0.5) 1.6 a4 i
Dicz. cagh flaw/EBITDA (%) (1.3) a4 116
To1al debVEBITDA (x) 25 28 3.2
Tatal debt/capital (%) 80.8 61.3 66.0
Nota: Figyres are agjusted for operating leasss. Year 2004 capital expenditure amount and relatad cagh low statament impact
reflacts 4 substantial incraase in the minimum rentdl commitmenl disclosure betwesn 2003 lo 2004, bacayse of the inclusion of
:g?ﬁcczaego c:\pmn&lmﬂml pariodt in the 2004 10-K thatwera not includad n tha 2003 saport, based en a Febrrary 2005 SEC

Analylic services provided by Standard & Poor's Ralings Services (Ratings Services) are the result of saparate activities
designed to preserve the mdependence and oijeclivily of ratings opinions, The credit retings and ohservations contained hareln
are solely statoments of cpinion and nai stataments of fact or recommendalions (o purchasa, hold, or sall any sacurites or make
any other investment declsions. Accordingly, any user of the information contalned hérein should nat raly on any cradil rating or
othar opinion tontained horain in making any Investment decision. Ratings are based on information received by Ratings
Sarvices. Other divisions of Standard & Poor's may have information that is not available to Ralings Services, Slandard & Poor's

has established policies and procedures to maintain the confidentality of non-public infarmation received during the ratings
process,

Ralings Servicas receives compensation for its ratings. Such compensation is normally paid either by the issuers of such ,
secunities or third parties panicipating in marketing the sacurilias. While Standard & Poor's recerves tha right to disseminate the '
rating, it recatvas no paymant for Joing so, except for subsciiplions to its publications. Addifional information about our ratings

foes iy available al www standardandpeors.comfusratingsfess.

Copyright @ 1994-2005 Standard & Poar's, s divisian of The McGraw-HIll Companies.
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Pretax Interest coverage (x)

over4.5§3.5-55]2.349

Total debl / oial capital (%)

under42f 40-521 5062

Funds from operations interest coverage (x) | over6.5]5.0-7.013.5-5.5

Nat cash flow to total debi {%)

over 32| 25-33) 20-30

Analytic services provided by Standard & Poor's Ratings Services {Ratings Services) are the result of separate activities
designed 1o preserve the Independence and objeclivity of ratings opinions. The credit ratings and observations contained herein
are solefy staiements of opinion andg not stalements of fact or recommendations o purchase, hoid, or seli any securities or make
any other investment decisions. Accordingly, any user of the information contained berein should not rely on any credit rating or
other apinion contained herein in making any investment decision. Ratings are hased on infarmation received by Ralings
Services. Other divisions of Standard & Poor's may have information that is not available to Ratings Services. Slandard & Poor's

has estabiished policies and procedures 1o maintain the confidential

process.
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fees is available at www.standardandpoors. com/usratingsfees.

Copyright € 1994-2005 Standard & Poor's, a division of The MeGraw-Hill Companies.
Al Rights Reserved, Privacy Nolice

The McGrow Hifl Companies

4/

qen

http://www.ratingsdirect.com/Apps/RD/controller/Article?id=213913&type=&outputType... 11/7/2005




