
MISSOURI PUBLIC SERVICE COMMISSION

UTILITY SERVICES DIVISION

REBUTTAL TESTIMONY

OF rlLpr)D
2MATTHEW J. BARNES

SPRINT NEXTEL CORPORATION

I 4a

CASE NO. IO-2006-0086 -"'Exhibit No.
Case No(S)._0~b6"6
Date~y a,rF Rptr. :rL?t--

Jefferson City, Missouri
November, 2005

"Denotes HolyConfidential Information"

ExhibitNo . :
Issues:

	

Transaction Structure
Witness:

	

Matthew J . Barnes
Sponsoring Party:

	

MoPSC Staff
Type ofExhibit:

	

Rebuttal Testimony
Case No. :

	

IO-2006-0086
Date Testimony Prepared:

	

November 15, 2006

NP



TABLE OF CONTENTS

OF THE REBUTTAL TESTIMONY OF

MATTHEW J. BARNES

SPRINT NEXTEL CORPORATION

CASE NO. IO-2005-0086

Sprint's Acquisition of Nextel and the Spin-Off of LTD Holding Company . . . . . . . . . . . . . . . . . . . . . . . . . . . 2

Business Operations of Sprint and Nextel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3

Business Operations ofLTD Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3

Indicative Credit ratings by Standard & Poor's (S&P), Fitch, and Moody's . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4

Pro Forma Capital Structure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10

Financial Ratios . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13

Debt Issuances and Interest Rates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16



1

1

12

13

14

15

16

17

18

19

20

21

22

23

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 youjoined the Commission's Staff (Staff)?

A.

	

Yes, I was employed by the Missouri Department of Natural Resources

(MDNR). Prior to MDNR I was employed by the Missouri Department Conservation and

prior to that position I was in theU.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?

1 REBUTTAL TESTIMONY

2 OF

3 MATTHEW J. BARNES

4 SPRINT NEXTEL CORPORATION

5 CASE NO. IO-2006-0086

6 Q. Please state your name.

7 A. My name is Matthew J. Barnes .

8 Q. Please state your business address .

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

0 Q. What is your present occupation?

1 A. I am employed as a Utility Regulatory Auditor III for the Missouri Public
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A.

	

Yes. I filed Supplemental Direct Testimony in BPS Telephone Company

Case No. TC-2002-1076 .

Q.

	

Haveyou made recommendations in any other cases before this Commission?

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 . into 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 ofNextel .

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

newname 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. Please describe the business operations of Sprint .

A.

	

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

Summary Page 3 :

Q.

Summary Page 3 :

Q.

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 .

A.

	

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

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 MEN 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

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, LTD 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-Tenn 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.

http://www.investopedia.conVarticles/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:

5 NP

Bond Rating Grade Risk
Moody's Standard $ Poor's
Aaa AAA Investment Lowest Risk
Aa AA Investment Low Risk
A A Investment Low Risk
Bea BBB Investment Medium Risk
Be, B BB, B Junk High Risk

Caa/Ca/C CCC/CC/C Junk Highest Risk
C D Junk In Default
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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
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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 **

	

**.

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.

Q .

	

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 proposed capital structure and good free cash
flow characteristics, we are concerned 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.

	

HasStafftraditionally 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 ofthe same concerns as S&P. Specifically, Fitch states :

s*

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 :

9
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Moody's goes on to say:

*s

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 aboutLTD 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 Car»tal Structure

Q.

	

Please explain the pro forma capital structure ofLTD Holding Company.

A.

	

Thepro forma capital structure of LTD Holding Company as of June 1, 2006

is **

	

** debt and **

	

** equity .

Q.

	

Please explain how these ratios were determined?

1 0 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: htto://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 ofM&A
fairness 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

Of this market value,

** will be supported by debt . The rest would be supported

** to **

	

**. It is

the equity estimation is contingent upon an

Assuming this, the equity ratio would approximately

be** - ** percent to ** - **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?

the range of **

approximately **

by equity of approximately **

very important to

	

emphasize that

accurate estimate of the market value.

NP
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I

	

A.

	

I do not believe that Sprint Nextel is "saddling" LTD Holding Company with

2

	

an unnecessary debt burden . I believe Sprint Nextel determined LTD Holding Company's

3

	

long-term debt of **

	

** to be the most appropriate amount of debt that would

4

	

optimize the capital structure of LTD Holding Company to balance the interest of

5

	

shareholders and ratepayers.

6

	

Q.

	

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

7

	

A.

	

Acompany would utilize an optimal capital structure to maximize the value of

8

	

the company's stock by issuing a mixture of debt and equity to keep their actual capital

9 structure within a reasonable target. According to the college finance text book

10

	

I Fundamentals of Financial Management' :

11

	

. . .each firm has an optimal capital structure, defined as that mix of
12

	

debt, preferred, and common equity that causes its stock price to be
13

	

maximized. Therefore, a value-maximizing firm will establish a
14

	

target (optimal) capital structure and then raise new capital in a
15

	

I

	

manner that will keep the actual capital structure on target over
16

	

time.

17

	

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

18

	

I Roger A. Morin, Regulatory Finance Utilities' Cost of Capital2:

19

	

At zero debt ratio the cost of capital is coincident with the cost of
20

	

equity. With each successive substitution of low-cost debt for
21

	

high-cost equity, the average cost of capital declines as the weight
22

	

of low-cost debt in the average increases . A low point is reached
23

	

where the cost advantage of debt is exactly offset by the increased
24

	

cost of equity . This is the optimal capital structure point. Beyond
25

	

that point, the cost disadvantage of equity outweighs the cost
26

	

advantage o£ debt, and the weighted cost of capital rises
27

	

accordingly.

'Eugene F. Brigham and Joel F . Houston, Fundamentals ofFinancial Management, (Fort Worth : The Dryden
Press, 1998), 362 .
1 Roger A . Morin Regulator Finance Utilities' Cost of Capital , (Public Utilities Reports, Inc ., 1994), 415 .

12 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 ** ** and equity ** ** would be optimal for LTD Holding

Company.

Q.

	

Do you believe that this mixture of debt **

	

** and equity

**

	

** is areasonable pro forma capital structure forLTD Holding Company?

A.

	

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

two out ofthree 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 less cash that is available for the company to reinvest. The Pre-Tax

1 3 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 DebtiEBITDA ratio for LTD Holding Company is

** ** 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.

	

Doyou have any of your own conclusions from the above financial ratios?

A.

	

Yes. I compared 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 DebtIEBITDA 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

Payoutratio for 2005 for the comparable companies was determined by Houlihan to be

14 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

to be **

	

**. 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.

	

Didyou 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 :

16

	

Financial Analysis also utilizes minimum standards to apply to Competitive Local

17

	

Exchange Company (CLEC) filings when the company applies for a CLEC Application.

18

	

I One of the standards a CLEC must meet is Total Debt/Total Capital cannot be greater

1 5 NP

Houlihan's LTD Holding S&P Financial S&P Financial
Comparable Company Medians: Medians:
Companies Telecommunications Telecommunications

A Companies BBB Companies
Pre-Tax ** ** times ** ** 3 .5-5 .5 times 2.3-4.0 times
Interest

_
(2004 Average)

_
times (2004)

Coverage
Total ** ** ** ** 40%-52% 50%-62%
Debt/Total (2004 Average (2004)
Capital
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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 .

1 6 NP
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** 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 Nextel 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 **

	

** interest 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 forLTD Holding Company.

Q.

	

Have you discussed this conflict of interest with Sprint Nextel?

A.

	

Yes. Staff has discussed these concerns with Sprint Nextel .

A.

	

LTD Holding Company will issue new notes to Sprint in the amount of

1 7 NP
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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 borrowed, 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 7. 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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133UER CREDIT RATINGS To From
Sprint Nextel Corp.
Corporate Credit Rating A-IStabIaMn' Ben-watchPnuNR
Carntlaa Telephone STelegraph Co.
Corporate Credit Rating BBB4Watch Ne9INR
Comet Corp.
Corporate Credit Refalg BBB-ANetch Negh-
Nextel Communications Inc.
Cdlpor3to Credit Rating A4STablel- BB+NYelrti Pow
Sprint Capital Corp .
CorpnrateCroditRaWq A4Stable/NR BBB-RNaldiPos(NR
US Unwired Inc .
Corporate Credit R:rfi1V MBdSIWt11el- CCC+Ndatch Posl-
Central Telephone Co.
Corporate Credit hating BBB Match NeglNR
Ne:tel Finance Co.
Corporate Creda Ration AJRtabW- BB+Match Posl-
Spdnt - Forida, Inc.
Corporate Credit Rating BDB4watch NeWNR

AFFIRMED RATINGS
Carolina Telephone &Telegraph Co.
S, .msecddebt
Local currency BBB-1Watch Neg
Centel Corp .
Sr unwed debt
LCC21 CuftNCY RBBdWatch Neg
Central Telephone Co .
Sr aecddobt
Local currency 980+/Watch Neg
Sprint - Florida, Inc.
Sr esod debt
Localcurrency 000 tA*tch Neg

REMISED RATINGS To From
Sprint Neatol Corp.
Sr uneoed debt
Localcurroncy A- SRR-
NeMol Communications hic.
Sr tnnefd debt
Local c(Mency
Sprint Capital Corp.
Sr unsecd debt
Ldealcunerrcy A- BBB-
US Unwind Inc.
Srseod debt
Local currency DBB- CCC'
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BSA

susinass risk profile:
Strong
Financial risk profile:
lrdemnediale
Debt raawritiast
200-6: . 1 .

2007:$1.6 loll .
2009:$1.3 b11 .
2001T 91 .6 bit .
zoto: 62.0 lid.
Thensifer. 515,4 bit.
Sank flnwtiqurd assets:
Sprint has a 31 bilon, 364-day unsecured revovvvinq tsciity Wth one-year term out option, and two unused
accounts rAceivable sewnfanon programs tatenng S12 billion . As at June 30, 7(106. no amounts were

	

I
outstanding on Nose facislirs.
Nextel has a $4 billion revolving facirily due 2009 and a $2.2 bslion serilnr severed term loan h, unsecured
following receipt of the investment glade rating . As of June 30.2005, 61 billion In revolving credit was
outstanding, and $2 .5 billion of revuivitg credit capacay bacysd a lelir7 of credit for the FCC spectrum
rstonfur .rnorr plan ; Me form loan was tulty dimm.
corporate creditrAVng history:
Aug. 16, 2005

	

A-NR
May 15, 2003

	

588-1NR
June 16, 2002

	

BB13 /A-3

" Major Rating Factors

strengths:
" sotb of revenue train last-growing wireless business :
" Entrenched base of high-average revenue per unit(ARPU~ low-chum businast usersdrw

rrdy on Nefra Push totalKlunr3lonAly,
" The Sprintvnretsss uniCs relatively high ARPU and industry-leading data penetration ;
" Healthywiralaasspectwmposicom
" Spnnrt successful wholesale wircle-.a operations trelp broaden market reach: and
" Strong ditaatunAry cast( Row Patendat after cafroany integration is complete .

Weaknesses:
" lmeme wireless industry compatrdon . despite LmnsoUdaidAp:
" Potential company integration or tectrnology migration Issues;
" Fventual slowing of wireless perl"Iration growth: and
" 16gh Capital eipsndluurs rnquiremenp charactehebc of Vie wireless industry .

I Rationale

Sprint NeZetCap. is the result of the Aug. 12, 7005, stock merger between Sprint Curp . and Nextel
Communications Inc. The ratings on Sprint Nextel Incorporate our expectations that

" Wthln a yr~rof the merge dose, Sprint Nextel will spin oft the local exchange business to
shareholders as an Indape,rdent company wilt STJ6bitlioh In fatal debt (including about 5700
millirv+ in existing debt) to gsnerae rouyhty Se .6 billion cash for Sprint Nexle4,

" Sprint NexW could be requited to spend up to 47 billion cash, baser I can the current market
value, to satisfy the put for the 690A of Neytel Partners Inc. not owned by the carirmny within one
year of closing Mme splint Nextel merger,

" Sprint Nextel may need to purchase some or all of the Sprint wlrdess affiliates for up to a total of
67 billion cash, baud on estimated mattvalues, to resolve. business eWudvity issues arising
from the mergsr, tine

httD;//www.ratingsd rcetcoriVAppsIRD/contxilicrlAf ir]e?id-467969&type=&uulr4ttTypc=printdcfrom=

	

10I19n0g5
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. - Cash from operationb, uaah proceeds from the beat Spin-Oft, and existing balance-sheet cash of
Sprint Nedel will be sufficient to fund the potential Partners and Affiliates transactions, as welt as
capital expenditwrs and Nextal spectrum roeonfguration expenses .

The ratings on Sprint Nextel reflect a strung business profile from :

Me Nextel wireless lnisinese industry-leading average revenue peruser (AKPU) aril low
subscriber chum from nc deeply entrenched cushnner base [hat relies on the differentiatedpush-

e 'nit Sprint wireless unit's hcallhy ANPU, market leadership iJ data serves-s, and growing
wholesale bustnesc

. A strong sprx :trunr position ; and
. an intermediate financial

risk
profile from :olio liquidity and good discretionary cash flow

potential, despite significant near-term investment spending and bucineee integration costs.

Tempering factors include :

. competitive wirolets Industry condhn,ns (e .g .. slowing Denctretion growth and pricing pressure) ;
and
Potential business intcgrawn and network technokgy migration challenges,

The combined Sprint NOXW is the third-Iwgest national wireless censor, with about 36.5 million owned
Subscribers. Wireless will provide about 80% of revenue after Bas InCAl division is spun off, with tong
distance accounting raw the balance. The company s maintaining Sprints long-disaancm operations
largely to provide network support m witeJex~ upar ations and to ad in developing oonverged wireless
wireJlne applications for business cuatdnner5 . The long-distance unit ties lbw investment requiremcrits
and low exposure to lla", weak consumer segment

Sprint Nexial plane to operate two wireless networks through at least 2010 Wink it migrates voice and
data traffic to a common network which should minimize missteps that weld boost chum . Nextel's
integrated Digital Enhanced Network (MEN) is critical to the service quality of its push-to-talk and
conferencing eapabiliticc . Othercarrlam have not yetmawhed Nexlel's capability . and even if they do,
the entrenched base tat Nextel customers in construction trades, transportation, and the public ser-ior
likely will resist unraveling established user groups without f'ignificerd cost incentives.

Sprint Nrtuda revenue should continue to grow at a low double-digit percWtege rate fur We next few
yoor., largely fromwireless penetration gains, augmented by data-scrvioas growth . I he ESITNL
margin after about $1 billion in integration expense should be in the 30% area, Once the integration is
complete, EBfTr1A profitability could -improve to the upper 30% area, about tne.same as Nextefs
glttrnt levee Total debtm EBITDA, pro forma nor the Wall spin-Off, the Nextel famcm put, and
potential buyouts of all Sprint affiliates, should initially beat or below 3x (arftusted for operating leases
and existing Untuntlad pensiu+t arid ACT post-retifement bentKt oblgsttons (OPESS) . We expect Burr
ratio to improve within two years to me low-7x area .

Local telephone division
The ratings on the debt of Spririre local telephone division are on Cro.ditWaluli with negative
implications, reflecting ha! potential that me proposed attindolone local company could be rated
below invcsbrient grada,'I he spun-off company will have estimated debt to COITDA of roughly 2.6x,
excluding any a1justments for operating losses or unfurxfed pension and OPEBs, and vvill pay 5300
million in annual dividends DespRe die boat company's relatively moderate proposed capital
structure end good rice cash now charactensdcs, we are axxxrned about indu3try-wide businc=
risk from rising cable telephony and wirclcss subctWoon, which could eventually weaken the
financial profile . We expect Bun any final rating delemvnstions will be made near the time of the
spin-off, although we ao Intend to provide further clarity en Ina probable outcome as appropriate in
the munais preceding the spin-off .

'_Iqufdity

Sprint Nextel has solid liquidity from an $B 6 billion conmlidaled cash balance as of June 30, 2006,
pru forma for aboutZI billion cash spent to purch3ea the equity ofSprint affiliate US Ilmvired inc .
We expect that this, plus cast, flvvrfrom operations and about $6 .5 billion in proceeds from the

h%o:l(ivww.ratiot%direct .coruAppa*RlcomtmllmlActicle?id-467969&type=&outputl'ypo-+rintdrhom= 10/1412005
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proposed local division spin-off, should be sufficient w cover the Nextel partners put, A buyout of all
of the remaining Sprint affiliates, and capital expenar ures, Including NexWSspectrum and spectrum
reconfiguration costs, The company should generate aubstenual oiscredonary rash Aow beginning in
2007, after the elevated vosts related to the business integ4ation and spectrum robanding subside.
Sprud NexW initially Will pay $300 million in annual dividends, reprasentlng the dividend policy
proposed carvie local company spin-oK,, but has iett yet determined the oat-spl"frdividend policy
of Sprint Nextei. Sprintand pastel each maintain sizable undrawn lrathk

	

wing availability undo
their resrwctlve credit fecllives for addiliural liquidity.

" Outlook
The rating outlook on SprirN Nextel is stable. Further w'uelesa penetration gains should supper

	

solid--
operating momentum and discretionary cash flow growth, whienwill enable vie combined company to
attain a row 2x dart to EDITDA ratio appropriate for the rating on an ongoing basis. Consideration of a
positive outlook will hinge on sucazssful merger integration, maintaining a strong market position in tie
push-b,aalk business, meaningful chum ratuulion in the Sprint wireless service, and key credit
measure improvemant Integration missteps or weakenin operating performance could prwnpl a
negative outlook reveton.

" Business Description
Sprint Nextel Cnrp . is ft result ofthe Aug. 12, 2005, slackmerger of Sprint Corp . and NftW
Cvmmunicavons Inc. The combkwd company has about 36 .5 milliua owned wireless subscribers,
ranking tt as the t1iM1-largos% nownaltutreiess vxsnpany, Sprint NeAel also has nparly 10million
whotesolc and affiliate wireless Customers. Willin 12 mondhx of transaction closing, the company plans
mspin off Sprints local telephora divWon to shareholders in a tax-!era transaction, along with about
51.15 billion in tirbt, subject to multiple state regulatory approvals. The unitserves about 7 5 million
access lines, making hmeurges! non-regional Bell operating company (12BOC) load phone company
Pro Illfor the localzpinari, wireless will provide about 60°.4 of Sprint HexteJ'-%* revenue. SprWs long
distance operetons will remain at Sprint Nextel, primarily In provide network services to the wireless
operations and to as"the nntetpiiaecustomer market, Tho company will continua to operate Nexters
iDEN Wireless network as it migrates to a corntnon code division multiple access (LAMA) based
networkover the nerd five years.

Sprint Ne" owns about 31% of NexWl Peters . which has 1,7 mnllon subscriberss and represents
about 2216 of Nexrers total poputatian oquaraleris (POPS) . Medal Partrtcfe' other shareholders are
expected to tiggcr a process to put their interest to Sprint Newel. The value of this be tential transaction
will be lletemiiiie.dby a fakmake% appraisal prorp%s oral could take at 100911 four months . and a
tan»action may notbe completed until mid-2006 . The current market value ofSprint Nexters potential
obfigafh~ is about S6.6 billion, Including about 21 .2 billion in netdebt .

About 22% of the POPS in the Sprint wiraloes network are served by affiliates using wireless spectrum
owned by Sprint The%a companies have about 3.5 minion customers . The Sprint NeAo% morsar has
given rise to business excfuairity issues beMreai sprint Neidel and the afillates . Sprint Nextel Is
adempting 10nogodate new aififiak agreements, but ultimately may need to purchase some or erg of
these companies to reserve contractual disputes . Sprint Nextel already has puridtased US Unwired for
about 41.3 bntion, and unrolled Gulf CoastWreless I P for 207.5 million. In addition, the conipany has
agreed to purchase TWO Hoidings Inc.(CCC,iWateh Post-) for $427 n6llion, including the assumpvon
of spproxinAtely 3208 mf3fon of not debt The ntrpurate credit voting an US Unwired vrAs raised to
'BBB-' hom'CCC" ' on".1 . 2006 . The msgniWde of any fuMiec acquisi6o"clated upgrades of
Navel Partners or Sprint Atltliares win depend on our assessment of the strdlr".gic importance ofthe
target companies lu 9ptint Nextel, and the degree of arvhr3lional and osaetintegration wIt)i Sprint
Netel.

.0 Business Profile
Sprint Nextel has a strong business profile from lwu rapidly growing natonal wireless irpenationswith
roughly equal revenue Wi ntess is the fastest growing telecom %egment elide from broadband services
altered by cable TV and local phone cumpanies. The Nextal unire Industry-IP.ading ARPU from a high
concantradon of bkmness customers and,low chum give it a Slightly stronger business profile than that
of the Sprint wireless segment. !10th units should benefitfrom healthy industry expansion as
penetration rises from the current 60% area and growing data usage. Synergles from wmbining two
nabonal wireless Wsinessas should provide meaningful cast savings. although Sprint NeAel oe,dd
experience oh3llengae as it Integrates these operetons and vansldons In one network platform . Despite
tecehhl Industry conadkabon, Wireless remain very competitive, and is bacomino 4wreasingly
commodilized forcute voice services, especiany as all maiers improve rlctworK quality. While data

hxn!lwwnv.rathWsdirar .cnndApysJRDlcontrollerlArdcle7irt-467969&type-&outpttt7ype=prittl& .from- 101192005
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services otter growth polenlizi, they represent e small percentage of total revenue and have notproven
as popular in the U.S . as In European endAsian markets.

Nextel WVeloes
NPAfel's pioneering puck-to-talk wveltss service is fundamental to the company's nearly exclusive
franchise senrinu customers in construction trwfrs, transportation, aria the gltaic si:ctor. These
customersegments rely on this unique feature for convenient communications among working
groups and arc highly rcststanttochum, contributing to the units strong $70 ARPU. Sow 1.6`$6 chum,

--andropper3a%-EBtT~A-margia.sll.atlemtclf are tdvrrahle compared with tie Industry averaoea.
Tiv, ARM remained eatduring the past year,while for ca &s

	

~trbprint:tyre-measuro-
declined . Sprint's strong data revenue growth mitigated its declining valce prising .

Nexters push-to-ta1K capability depends on its exclusive [DEN network, which is not compalihta with
other IhrJwosks. Although othercarvers have begun to offer this service drains the pesttwo years
using other technologies, their offerings so far suffer (tom longer call set-up and latency. Eventually,
CompaWf3 may replicate Nextefs funcllonalitJ . Even t0, the entrenched Nextcl customer base
would Ilknly be unwilling to switch canters raid risk unraveling user groups without meaningful
financial incentives.

Sprint Nexlel intends to bansition the existing Ncxtel and Sprint businesses to a common CUMA-
bascd network techrlrdogy platform over the nextfew yedr5. Even before the Sprint NeRtel merger
wasproposed, NeMai had been evaluating alternative network technologies to expand data offerings
beyond iDEN'a limited capability. Until at least 2010. Sprint Naxtef we operate two networks, which
should mibgats patonabltechnobgy migration difficulties . Through 2007, Vie company wit continue
to hwest in Naderc IDEN network, or until the COMA neWo(k can support push4e-kslk sarvlce
comparable Wthat provided by iDEN,

NeAtl has about 1 . t mili tn subsolibe s served by ns wholly owned Boost )repaid service, whit),
primarily targets the youth market aooetb ixistonter growth was 176% during the 12 months ended
June 30, 20W, fueled by expanded fi rfbufion. As is cl+araderiabeofprepaid semce, Boustli churn
Is elevated, at about 6% and ARPU is significantly belowft level fnr pustpaid Ncxlal service . With
slowing industry penetration, aenierb are pursuing prepaid to czpand marxat reach, inducing into
less creditworthy customer segments, Prepaid plant eliminate the risk of nonpayment for service,
navwihel~, there sell is the possibility of not leoovering activation costs and handset subsidies
from customers fapsino siholtly after starting convict, makinU it iflportallt for Boost to mrdtnfein low
wAomer acgriakion costs . Agrowing prepaid business could pressure. overall Profitability .

Sprint Wireless
I he Sprint wireless business has a prod pnsi6on in the raneurner market and high minute usage. At
362, the units ARPU ranks second in the industryW11 -atof Nextel. Sprint currently teadv the
Ind»try in wireless data revenue, which accounts for about 10%nfARPU and was important In
cnatiling mecompanyW maintain flatARPU yearover year a of June 30, 2005 . Sprint beganW
offerEvolution Data Opdmlzed (EV-DO) high.peed wireless data service to buanoss custorrlers in
thefirst quarterof 2005 and expects to ryrver 170 million PONS with this service by year-end 200,
slightly behind Verbon vdrelass' CV-DO rofut. Sprlnts wireless churn has fallen In the past three
years to about 24°,L from over 3% because tighter credit screening lowered involuntary mum, while
better cusrnmar seirrice and network quality reduutd voluntary chum. Navennela_ss~ chum is stillmeaningfully higher than that rrf Nextel, fecloring into the vnll's 30% EBr7DA margin and vnmewhat
lower business profile . Competl0va pmssum could limit further chum Impiuvement

Sprint is the most arrive national comer in establishing wholesale business relatonsldps, with the
largest being its agreement with 50%-otmsd Virgin Motile USALLC (B4Developmgf-), a fast.
growing 1umider or prepaid services mabout 3 million customers, mainly in me youth customer
segment Sprint also has a wholesale arrangementwit] . Owest Communications Internnadonal Inc, Ac
flit largest national wireless carrier unaffiliated with aria of me RBOrs, Sprint and now Sprint
Nexial, is in a goud position Westablish joint sales efforts with table companies, which it has already
Oweon alimited basis . Even though there i. come risk of ornnlbalizotion . wholesale arrangements
broaden Sprint's wireless market reach find are attractive because the nortipany does not incur
cuctomar acqulsAinn, servicing, or biome costs. In the Virgin deal, c3nniEalaabon likely is minimal,
since Sprint coot not ofle.1 its own prepaid plan, ann0ugh Virgin b a dose competitor to Boost

Local telephone division

htto :lA,nwr.mtiaxsdirmt.wmlAppsIRD/codtmllertArticle?id-467969&type-&cnttputType -print&ftom= )0119(2005
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Sprint Nevlal otsns to sp,n off
its

local division within d year of duringthe SprintNextel mengar,
subject to receiving state regulatory approvals. Tlds mature business Is experiencing 196-2°6 annual
revenue defines, because of productsubsttution, butgenetates solid 50% EBt tDAmargins and
strong free cash now, all in line with the induxlry . About one third of acoecr lines are in densely
populated areaswhh move than 300 tines per square mile in such mnrkets as Las Vegas. Nev. and
Orlando. Tallahassee, and Naples, Fla. The rest ore in lass corn;* titive mid-size and smaller
marliets. Cnmparedwith local carriers servir+j less-dense areas, Sprint overlaps more major, retuis
cable companies sxey to become major competitors to, voice services within the near tens. This
and wirale5s substitution are the p,nnary factors that the independent lural division could receive a
4+ondrivasizoent tirade rating.

Wireless substitution, secoridAne disconnections. and cable. telephony are responsible for
accelerating access-inc erosion, which Sprint expects will reach 3.656 in 2001, up from 2.0% in
2004 end22% In 2003. Thecompany currently e50rrattns that cable telephony is av<ilable to about
20%nt its local customers and that this will rise to 40% by year-end 2D05 . In the 2DDe 1hlrd quarter.
CorkCOMMUNw6orrs. Inc. . a loader MCable TNrphtxty. announced plans to deplrrty voice over
Internet protocol (VOID) phare service in Lae Vegas. Sprlnrs local division is responding to
increased competitionwith bundled voice and data otfetys, and cu enuy estimates that it is hasa
45% 60% snare of newbroedbond customers. The division also bundles Sprint wunless service, as
fl will con%uc to do tolbwlng the spin on, and Eoh S-qt Cornmunicagons Cor$-_ satellite TV service.
Resale wireless end video oltenrgs shnuld aid in customer retention, but Ana unlikely to genemto
mconingful

profits

Long distance
Sprint Ncxtel is retaining Sprints lonoEistance business prknadly to provide back haul services for
Wireless and td support converged wlrelew-wifelhe servae for bUSInescea, The business is mature
and experiencing upper chngle digit percentage revenue erosion. In the desirable enlnrptise
custorver segment, it ranks far behbre first-and acoorid-ranked playarsAT&T CON. endMCI Inc..
which are tx9ng enquired by SBCCommuniretlrms Ire, end Verlzon communirauuns Inc.,
respectively. Revenue decirws are slightly less severe than AT&T.5 and MCfa, double digit revenue
GTOSWWAuseonly 1U%of SpdntS lung distance revenue is from the xherply declining consumer
busincee, compared with over 20%of revenue for bnth AT&T and MCI.

I)"pile falling revenue, cost swings have helped Sprints long distance bovine= maintain an
t8VTOArtreuga in the mid-leans percentageahem, between T1Crs sue-10°.G prrformana and
AT&TStow-2o% level. The unit's wholesale business providing beck-olfia mterconnecDnn and
supptxl services tof cable companHC expandingVolP phone services is growing. Sprint long
distance is also sewing growth in 11 1-based antef x1se services . Nevertheless, overa0 pricing
pressure rnoy temper rising deniand for newer services. In adduion the AT&T SBC and MCI-Verizon
mergers should boostthose companies, capabilities and create more formkfable competitors.

ti Financial Policy
Sprint Nektcl adheres to an Intermediate financial policy, as reflected by the both predeces\tw
compares' debtreduction during the past threeyeah and the mock4rased merger. We do not expect
any egnilkand aaluisitlona in the nearterm otter thdn potential buyoatc of the Sprint Affiliates or Nextel
Partners that ore already fwJwW into the ratings . We expect that any other acquisitions or b vestments
will havea neutral effect on leverage .

" Financial Profile

Accounllng

Cnmnrflmenis end contingondas bnJude operating lasses, primarilyassociated with tong-term
wireless tower rentals. Tower leases are subject to escalation dsusas one generally have initial bva-
year terms With renewal siphons for additional hve-ysar terns totaling 20 to 2b years. The minimum
rental commitment disclosure increased 4ignificaMly from 2003 to 20D4 because of the Inclusion of
expected optional renewal periods in the 2004 10-K report thatwore not included in 2009 based on
the SEC's clarification oftease eccourning issues in a February 2005 later tothe American Institute
of Crtified Public Accountants. We facivr the present value ofmesa alrerating leases into our
broaderfinancial rage calculations and the leveraging effect of thisaajusanent is -iignificant for Sprint
Nektel and other wireless cuinpanles, although the recent donge in diiscloalro ms rot amArted
ratings tin any carrier.

Unfunded nbligalions of Sprints pension plan and postretirement benefits plans aggregated about
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$1 .7 billion as of Dec . 31, 2004, before income tax effects. We view these obligations as ucul-onc,
although 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 intends to spin off in 2006 .

A sigrfificant portion of Sprint Nextel's total assets are long-lived, with definite lives, consisting
primarily of property, plant, and equipment associated with communications networks . Shitting
technology and customer demand can affect values or useful lives of these assets . The company
pu7fommarmuaftes%-te-detertnine-We-appmpdaten

	

ofthe de reciable asset lives and
recognizes an impairment charge if it determines that the carrying amount s grea er

	

an
recoverable value . In 2004, Sprint recorded a $3.5 billion noncash charge, related to an impairment
of the long-distance network assets, suggesting diminished potential for this business segment,
which had already been factored into the ratings.

Sprint and Nextels indefinite life intangibles consist largely of the wireless spectrum licenses . Sprint
also has meaningful goodwill associated with its wireless operations . Sprint Nextet reviews goodwill
and indefinite rite intangibles at least annually for impairment, or more frequently it indicators of
impairment exist. Sprint completed impairment analyses internally on both goodwill and indefinite fife
intangibles in the fourth quarter of 2004, and found no Irttpalrment . In 2003, Sprint recorded a $1 .2
billion charge related to the impaiment of spectrum the company had intended to use far providing
residential service using fixed wireless technology . Under new accounting guidance announced by
the SEC in September 2004, Nextel changed its method of determining impairment to the direct
method from the residual method. In the first quarter of 2005, Nextei found no impairment of its
spectrum licenses using the direct method .

Profitability and cash flow
Overall revenue should grow by a low double-digit percentage rate through the near term, largely
from wireless customer additions, complemented by data growth . Both the Sprint and Nextel
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 strong 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 as other carriers improve their data offerings, overall ARPU could sag .
The overall EBITDA margin, excluding the local phone division and after about $1 billion in
integration expense should be in the upper 20% to 30% area. Once the integration is complete .
EBITDA profitability could Improve to the upper 30% area, about the same as Nextel's current level .

Capital structure and financial flexibility
Total debt to EBITDA pro forma for the local spin off, the Nextel Partners put, and potential buyouts
of all Sprint affiliates should tie in the upper 2x area as of year end 2005, including adjustments for
operating lease obligations and unfunded pensions and OPEBs. As integration expenses subside
and elevated capital expenditures for network projects moderate. the company should achieve the
low 2x leverage appropriate for the ratings on an ongoing basis . Sprint Nextel had about $8.6 billion
in rash as of June 30, 2005, pro forma for the US Unwired acquisition . This, plus $6.5 billion in
proceeds from the proposed local spin-off likely will be used to satisfy the Nextel Partners put and
Sprint affiliate buyouts, which could cost up to $14 billion in aggregate . Aside from these
transactions, Sprint Nextel should generate roughly $10 billion in cash from operations to support
$7.5 billion in capital expenditures and to meet near term debt maturities of under $2 billion annually.
Capital expenditures include amounts needed to fund the Nextel network spectrum rebanding
required by the FCC . Sprint Nextet will pay $300 million in dividends associated with the local phone
division until spinning off the unit Post spin-off, the company does not initially plan to pay dividends,
but we expect it to eventually establish a dividend program.
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Sales 27,901 .0 6,629.0 3,609,0 14,403,0

EBITDA 8,956-8 3,300.1 1,035.0 5,638.0

Netincometmrncant.
oper. (401,0) 1,289.4 101,4 2-192.0

Funds from *Par. (FFO) 7,833.2 2,620.5 1,072.6 5.240.9

Gash flow ham oper. 7,890,2 2,561.0 1,051,5 4,990.0

'1a scar s 5,711 .0 1,880.2 652.7 4,370.9

Free oper . eash flow 1,976.3 880.5 ----'190.8 s7:0 -

Discretionary cash fww 1,230.3 423.8 159.4 611,0

Cash and equivalents 6,833.0 2,027,7 1 .1321 2,774.0

Totaldebt 20,101 .7 5,595.0 2,3505 11 .057 .3

Preferred stock 247.0 0.3 3.9 7.0

Common equity 14,4763 8,054.7 3,266,0 11,011 .0

Total capital 34.906.7 14,450.0 5,620.4 22.075 .3

AOJUatedrMUoa

EBITpIUsmes (%) 32 .1 39.2 27 .2 38 .5

Oper. incomertales (16) 33.2 40.3 20,0 40.0

EBrtinleroctcoveraga
W 2.8 6.2 2.6 5.5

EBITDAinterest
coverooo (X)

6.2 0.4 4.4 &3

Rewm an caWral (%) 13 .1 14 .7 8.8 1&a

FFOrtolal debt ('/.) 38 .6 50 .4 45,6 47.4

Gash11owfrom
oporAulal debt (%) 30,7 45 .6 44.7 45.1

Free oper. rash flewAcul
debt (%) 8.6 15 .7 8.5 5.5

Disc . Cash IlowIlotal debt
P4)

6.1 7.6 6.8 5.5

DISC. cash IbWMBITDA
(%) 13 .7 12.5 15.4 11 .0

Totei dob6E817DA (4 2.3 1.7 2.3 2.0

Total debVrapital (%) 57.8 39 .7 41 .8 60 .1

Note : Fl(ryras are adjusted for operating kasas,'Cash flow statementMmsam adjusted to exclude $12 b9han defense lower
rental fieome rash received in May 2005. gToW debt exchAes million of debt ofleclrwely, co0elaralized by common stock of
unafflll ated

1,690.4
companies. .

Table 2 Sprint Corp,Flnoncial Summary

Indus"Sactor Tolecommunkations and Csbfe TV

-FIetadyearNded Dec, 31-

2004 2003 2002

Raring history 1388-Nyat01 PQVNR BBB-/SUbleMR BBUStsblerA-3

full-s)
Sales 27,428 .0 26,197.0 26.634 .0

EBITDA 8,611,0 6,118,0 7.5995

Net Income from cant. coot . (1,012.0) (367 .0) 408.0

Funds from oper. (FFO) 7,275.0 1.664.5 6,993.5

Cash flow from oper, (1,922 .8 7,106.5 6,765.5

Capltalexpanohures 6,362.7 4,177.3 5,452.7

Free oper, cash flow 680,1 1,282.9

Olscre8mary cash how (109,4) 2372 .3 620.9

Cash and equivalents 4,621 .0 2,549.0 1,035.0
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Analytic services provided by Standard & Poors Ratings Services (Ratings services) are the result of separate activities
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are solely statements of opinion and not statements of fad or recommendations to purchase, hold, or sag any securities or make
any other investment decisions . Accordingly. any userof the information contained herein should not rely on any credit rating or
otheropinion contained herein in making any Investment decision. Rafts Are based on information received by Ratings
Services . Other divisions ofStandard & Poors may have information that Is not available to Ratings Services, Standard d Popes
has established policies and procedures to maintain the confidentiality of non-public Information received during the ratings
process .

Ratings Services receives compensation for its ratings . Such compensation a no mially paid either by the issuers ofsuch
securities orthird parties participating in matketbtg the securities. While Standard E Pools reserves the right to disseminate the
rating, it receives no payment for doing so, except for supscriprons to its publications . Additional information about our ratings
fees is available at wvw.standardandpoors.comhmmtingsfees .

Copyright01994-2005 Standard 6 Pooes, a dldsion of The McGraw-Hill Companies .
Nt Rights Resolved . Privacy Notice
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TOTAL P .10

Totaidebt 21,311 .7 21,320,0 24,394 .3

Preferred wick 247 .0 347 .0 266.0

Common May 13.521 .0 13,224,0 12,294.0

Total capital 35-079.7 34,797 .0 36,044 .3

AiSudad ratios

sec 31 .4 31 .01_- 25 .6-

Opar.lncomalssares(%)

FBIT interest coverage (:)

32 .5

2 .2
M=

1 .9

;me

_ 1 .5

EBITDAInterest coverage (a) 4 .7 4,9 4.4

Ralum on capital (%) 14.0 6.1 6.6

FFOVtolal debt ('/) 34.1 38.0 26.7

Cash Am from oper holol door (%) 32.5 33.3 27 .7

Free spar, cash Aowltotal debt (%) 2 .6 131 5 .3

Disc cash floweottl dobl trig (0 .5) 11 .6 3 .4

Cimcashlbw/ESfTDA(%) (1 .3) 31.4 13.6

Total debvEBITDA (10 2.5 2 .0 3 .2

Total debllcapital (°4) 60.e 61 .3 66 .0

Note : Figures are adjusted for operating leasss . Year2004 capitalWondaure amount and related cash saw statement impact
reflects a substantial increase in lye minirnlan rental commitment disclosure between 2003 to 2004, because of the inclusion of
eapeaed partods in the 200410-Kthstwere not hdutied In ft ;ommporl, bateden a FeWUary 2005 SEC
cfarificadon

optbnalrenetral
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AA A BBB
Pretax interest coverage (x) IV.,4 .5 3 .5-5.5 2 .3-4 .0
Total deMI total capital (%) under 42 40-52 50-62
Funds from operations interest coverage (z) over6 .5 5 .0-7.D 3 .5-5.5
Net cash flow to total dell I%) over 32 25-33 20.30


