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REBUTTAL TESTIMONY
OF
MATTHEW J. BARNES
SPRINT NEXTEL CORPORATION

CASE NO. 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.

o o > R

What is your present occupation?

A. I am employed as a Utility Regulatory Auditor III 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 I 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. 1 filed Supplemental Direct Testimony in BPS Telephone Company
Case No. TC-2002-1076.

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

A. Yes, | 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 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:

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...

Q. Please explain the business operations of Nextel.
A. 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, 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-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
Caal/Cal/C CCc/ccC/C Junk Highest Risk

C D Junk In Default

http://www.investopedia.com/articles/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:

kK
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kK

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

: 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 ** o

K3k

kK

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 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. 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:

K3k

kK

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:

K3k
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3k

Moody’s goes on to say:

K3k

%k

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?

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: http://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
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

the range of ** *E to ** **_ Of this market value,
approximately ** ** will be supported by debt. The rest would be supported
by equity of approximately ** *E o ** *E It is

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?

L NP
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A. 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 Managementlz

...each 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 Worth: The Dryden
Press, 1998), 362.
2 Roger A. Morin Regulatory Finance Utilities’ Cost of Capital, (Public Utilities Reports, Inc., 1994), 415.
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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
¥k **jsareasonable 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 less cash that is available for the company to reinvest. The Pre-Tax

: 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

kx ** 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. 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, lowa 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

" NP
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¥k **_ 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. 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 ¥k ¥¥ fimes Rk Kk 3.5-5.5 times 2.3-4.0 times
Interest (2004 Average) times (2004)
Coverage
Total ok *x ok *x 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.

g NP



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Rebuttal Testimony
Matthew J. Barnes

A. LTD Holding Company will issue new notes to Sprint in the amount of
ok ** 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
¥k ¥¥ 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 you 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 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 ** ko
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
of Sprint Missouri, Inc. Sprint Long Distance, Inc.
and Sprint Payphone Services, Inc. from Sprint
Nextel Corporation to LTD Holding Company

Case No. 10-2006-0086

AFFIDAVIT OF MATTHEW J. BARNES

STATE OF MISSOURI )
$s.

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.

Matthew J. B

4

Subscribed and sworn to before me this / 5 day of November, 2005.

D SUZIE MANKIN
Notagf Public - Notary Seal -
County of Col.
My C Commlss:on Exp. 07/01/2008 Notary
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Research:
Sprint Nextel Corp,
Publication date: 67-0c1-2005
Primary Credil Analyet: Erie Gell, New Yuk (1) 212-438-7833;

ar;cﬂeu@l.gy_andm-izmipmm com
I33UER CREDIT RATINGS To From
Sprint Nexte! Corp.
Corporate Cradit Rating A-{Stable/MNR’ BEH-\Watch PosiR
Carulina Telaphone & Telegraph Co.
Corparate Credit Rating BBE-/Watch Neg/NR .
Centel Corp. '
Corpurale Credit Rating BBB-/Watch Ncg/--
Nextel Communieations Inc.
Cotporate Credit Rating AJStablef- BB+Weatch Pos/
Sprint Capltal Corp.
Cumorate Credit Rating A-/Stable/NR 8BB-MWatch Pos/NR
US Unwired Inc.
Corporate Credit Rating BBB-/Sthia/— CCC+/Walch Pos/--
Ceontral Telaphone Co.
Corporale Credit Hating BEB Match Neg/NR
Nextal Finance Co,
Cofporate Credit Rating A/Stablef— BB+Watch POS/—
Sprint - Florida, Inc.
Corporatc Credit Rating BBEB-/Watch Neg/NR
AFFIRMED RATINGS
Carolina Telephone & Telagrzph Co.
S1 unsecd debt
Local currsncy 8BR-AWaich Neg
Centel Carp.
Srunsecd debt
Local currency RAB-Watsh Neg
Central Telephone Co,
Sraecd debt
Locy! cinrency BBB+/\Watch Neg
Sprint - Florida, Inc.
Sreacd debt
Local currency BDD 1 /Watch Neg
REVISED RATINGS To From

Sprint Nextcl Corp.

Srunsecd debt

Local curroncy A- B8AR-
Nexto! Communications Inc,

5r unsacd debt

Local currency A- 0B
Sprint Capital Coep,

Srunsecd debt

Local currency A- BBE-
US Unwired Inc.

Sr secd debt

Local currency pBeB- CCCr

hrtp:/Avww ratingsdirect. com/Apps/RD/controller/Artiole?id=467969&type=&output Ty pe=print&fromi— 10/15/2005
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Nextel Finance Co. T T
Sr secd debt
Local currency A BB+

Business risk profile;

Strong

Financial risk profile:

Intermediate

Debt maturitios;
T 2008 ST

2007: $1.6 b0,

2008: $1.3 bil.

2009: 31.6 bil.

2010: $2.9 bil.

Thareulter: $15.4 bil,

Bank lines/Liquid assets:

Sprint has a §1 billion, 364-03ay unsecured revolving facility with one-year term out oplion, and two unused '

accounts raceivable securitization programs tol4ling $1.2 biflion. As ot June 30, 2005, no amounts were {

outstanding on these faciliies.

Nextel has a 4 billion revolving facilily due 2009 and a $2.2 billion senlar secured term loan &, ungecurad

following receipt ul the inveatment grade rating. As of June 30, 2005, $1 bitlion In revolving credit was

outstanding, and $2.5 pillion of revolving credit capacity backed a feller of credit for the FCC spectrum

reconfigurafion plan: the torm loan was fully drawn.

Corporate credit rating history!

Aug. 16, 2005 A-NR
May 15, 2003 " BBB-/NR
June 14, 2002 BEB JA-3

W Major Rating Factors

Strengths:
» B0% ot revanue from fast-growing wireless businass:

» Entrenched base uf high-average revenue per Unit (ARPU), low-chumn bueinaet users thad
1ely on Nextel's push 10 12Ik funciionalily;

The Serint wirslass unit's 1&talively high ARPU ang industry-leading data penctration;
Healthy wiraless specirum position;

Sprint's successiul wholesale wirclese operations help thoaden market reach; and
Srrong discrationary cash flow potential atter company integration is complete.

Wazknesses:
« Inense wireless industry competition, despite cunsolidation;
Potential company integration or technology migretion issues;
Fvenlual slowing of wiraless penwtration growth; and
High capital expendinre requirermenta charactaristic of the wireless industry.

W Rationale

Sprint Nextel Corp. is the reault ot the Aug. 12, 7005, stock memer between Sprint Curp. and Nextel
Communigations inc. The ratings on Sprint Nextel incorparate our expectations that.

= WMthin a yesr of the merger cloge, Sprint Nexte! will spin off the local exchange business o
shareholders ae ah Independent company with $7.25 billlon In tolat debt (Including about 3700
millipn in existing debt) to ganerate coughly $8.5 billion cash for Sprint Nextel,

» Sprini Nexte! could be required to spend up to $7 biliion cagh, based un the current market
value, In satisfy the put for the 69% of Nextel Patlners Inc. nat owned by the company within cne

year of closing of the Sprint Nextel merger;

Sprint Nexlei may need to purchase some or 4l of the Gprint wirclese afillates for up to a total of

37 billion cash, based on eslimated maret values, 10 resolve business excjusivity issues arising
fram the merger, and

htto://www.ratingsdircet. com/Apps/RD/controller/Article id—467969&type=&ou It Type=print&from=  10/19/2.005
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« ‘Cach from operations, uash proceeds from the local spin-oft, and existing balance-sheet cash of
Sprini Nexte| will be sufficient to lund the potential Parters and Affiliates transactions, as wall as
capital expenditui=s and Nextel spectrum rcoonfiguration expenses.

The retings on Spnnt Nextal refiect a strong husiness profile from:

« The Nextel wireless business' industry-leading avcrage revenus per user (ARPU) il low
subscriber churn from e deaply entrenched cuslomer base that relies on the differantiated push-
to.talk sarvice

X

huo:/Awew. rating sdirect.com/Apps/R TWeantroller/Acticle 2id=46 7969 & type=&-output ' ype=print&from=

—— e TV

o The Sprint wiraless unil's healthy ARPU, market leadership it dala services. and growing
wholeeale business;

s A strong spectruen position; and
s Anintennediate financial risk profile from sofid liquidity and good discretionary cash flow
potential, despite significant near-terrn investment spending and busineee Imtegraton costs.

Tempering factora include:

« Competiive wireless industry condiliuns (e.g., slowing penetration growth and pricing pressure),
and

» Potential business intcgration and network technology inigration challenges.

The combined Sprint Nexte! Is the third-bargest national wireleas carricr, with sbout 36.5 mllllon owned
subscribers. Wireleaa will provide about B0% of revenue after the Incal division is spun off, with long
distance actounting fur he balance. The company is maintaining Sprint's long-distant:= upsrations
largely to provide network support to wireless upsrations and {o aid in devcloping converged wireless-
wiredine applications for busincss customers. The long-distance unil has (ow investment requirements
and low exposure to e weak consumer aegment,

Sprint Nextel plang to operate two wireless nelworks through at least 2010 while it migrates voice and
data traflic to a common network, which should minimize missteps that coid boost churn, Nextel's
integrated Digital Enhanced Neiwork (iDEN) is critical to tha scrvice quality of its push-to-talk and
conferencing capabilitics. Other carrlare have not yet matched Nexiel's capebility, and even if they do,
tha entrenched base of Nextel customers in construction trades, transponation, and the public seclor
ikely will resist unraveling established user groups withoul significant cost incentives,

Sprint Nexl«l's revenue should continue to graw at a low double-digit percentage rate for Lhe next few
ycars, 1argely from wireless penelralinn gains, augrmented by data-scrvicae growth. I1he EBITDA
margin afler about $1 billion in integration expense should be In the 30% araa, Once the integralion is
complete, EBITNA profitability could improve to the uppar 30% arez, abaut the.same as Nextels
current level, Total debt to EBITDA, pro forma for the kucal spin-off, the Nextel Partners put, and
potential buyouts of all Sprint affiliates, hould initially be at or beinw 3x (adjusled for operating lesses

and existing unfunded pansiun and other post-retirement bencfit abligations (OPEBs). We expect thix
ratio to improve within two years [0 the low-2x area.

Local tclephone division
The ratings on the debt of Sprint's local telephong division ara on CraditWaluh with negative
implications, reflecting the potential Ihat the proposed standalons local company could be rated
below investment grade. ‘| he spun-off company will have eslimated debt to EDITDA of roughly 2.5x,
excluding any adjustments for operating legses or unfunded pension and OPEBs, and will pay $300
miliion 1 annual dividends Despite the kucal campany's relztively moderalc proposed capital
structure and good free caeh tiow characterstcs, we are corcernad about industry-wide busincse
risk from rising ¢able telephony and wircless subettution, which could eventually weaaken the
tinancial profile. We expect that any final rating determinations will be made near the Ume of the
spin-off, elthough we do intend to provide turther ciarity un the probable outcome as eppropriate in
the moulhs preceding the spin-off.

Liquidity

Sprint Nextel has solid liquidity from an $8 6 hillon cansclidaled cash balance as of June 30, 2006,
pro forma for about $1 billion cash spent te purchaze the equity of Sprint affiliate US Unwired Inc.
We expect that this, plus cash llow from operations and aboul $€.5 billion in proceods from the

10/19/2005
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proposed tocal division spin-off, should be suMiclent Io cover the Nextel Partners put, a buyout of all Rt
of the remaining Sprint aMilatas, snd capital expenditures, Including Nextel's spectrum and spactium '
reconfiguration costs, The company should generate substantial discretlonary cash flow beginning in

2007, aftar 1he elevated costs relaied to the business integraiion and spectrum rebanding subside.

Sprint Nextel initially will pay $300 rniffion in anpual dividends, representing the dividend policy

proposed for the local company sgin-off, but has ot yet determined the Eo:t—spln-oﬁ dividend palicy

of Sprint Nextel, Sprint and Naxte| each maintain sizable undrawn Lank borrowing availability undes

thelr rexpective credit facilities for additionat liquidity.

-
- R Outlook T T

-_—
The rating cutiook on Sprint Nexdel is stable, Further wirgless penetration gains shouid supparttsofid —  — ———
operating momentum and discretlonary cash flow growth, whicn wilt enahie 12 combined company 1o

altain a low 2x debt ta EQITDA ratio appropriate for the rating on an engoing bas's. Consideration of a

positive oltlook will hinge on successful merger integration, maintaining a strong market poshion in the

push-to-talk busineas, meaningtul ehurn reduction in the Sprind wirelags service, #nd key credit

mcasure improvement. [ntegration misstope or weakeniny uperating perfarmance could prompt a

negative cutiook reviston.

E Business Description
Sprint Nextel Carp. is the result of the Aug. 12, 2005, stnck merger of Spant Corp, and Nextel
Communications In¢. The combimsd company has about 36.5 million owned wirelcss eubscribers,
ranxing It as he third-largest national wireless cumpany, Sprint Nextel also has nearty 10 million
wholesalc and afflllate witrless customers. Within 12 montiw of ransaction ¢loging, the company plans
to spin off Sprint'a local wlephone division to shareholdere in a tax-free transaclion, along with about
37.2% biflion in debl, subject to multiplo state regulatory approvals. The unif gervas about 7 5 million
acceas lincs, making lt the kargest non-regional Bolt operating rompany (RBOC) local phone company
Pro furma for the tocal pin-oft, wireless will provide about 80% ot Sprint Nextel's revenue. Sprint's tong
digtance operatlons will remain at Bprint Nextal, primarily lo provide network cenvices to the wireless
operations and to serve the enieiprise customer market. The company will cantinue to operate Nextel's

iDEN wiraless network as it migratas 1 a comenon code division multiple sccass {CDMA) based
network over the next five years.

Sprint Nextel owns about 31% of Nextel Partners, which has 1.7 milion subscribers and represents

about 229 of Nexte!'s lotal popultation cquivalents (POPy). Nexte! Partners' other shareholders are

expected to Wrigger a process 1o pul their intereat to Sprint Nextel. The value of this potential transaction

will be determingd by a fair market apprasal proress 1hal could take at jedet four months, and a

transaction may not be compieted until mid-2006. Tha current marke value of Sprint Nextel's potential )
obligation is about $6.6 billion, including about $1.2 billion in net debt.

About 22% of the POPs in the Bprint wirgless network are served by sffillatcs using wireless spectrum
ownad by Sprint. These companies have about 3.5 million customers, The Sprint Nexte! mergar has
glven risa to business excluaivity Issuas between Sprint Nexle] and the affiilates. Sprint Nextel is
attempting 1o negotiate new affiliate agrecmente, but ultimatizly may nzed to purchase soma or Al of
thase companies to resolve contractual disputes, Sprint Nextei already has purvhased US Unwired for
about $1.3 blllion, and unrated Gulf Coast Wiraless | P for 207,5 million. in addition, the company has
agreed to purchase TWO Holdings Inc. (CCC+MNatch Pos/-—) for $427 wiillion, inchuding the assumption
of approxirnately 208 million of net debt. The corporale credit raing an US Unwired was raised to
'BEE-" trom 'CCC+ on Seqpt. 4, 2005, The magnitude of any further acquisition-refated upgrades of
Nixlel Partners or Sprint Arfiliates will depend on our asscssmont of the strelegic importance of tha

target companies lu Sprint Nextel, and the degree of oparational and asset integration with Sprint
Nextel,

W Business Profile

sprint Neiel has a strong busincse profile from twe rapidly growlng natonal wireless operations with
roughly squal revenue Wireless is the fastest growing telecom segment aaide from broagband services
offered by cable TV and locat phone companies, The Nextel unit's Industry-lsading ARFU from a high
concontration of business customers and low churn give it a slightly stronger businass prafile (han that
of the Sprint wireloss segment. Both units shoutd benefit from healthy induslry expansion as

penetrallan rises from the current 60% arews and growing deta ueaga. Synergies from cembining two
nabohal wireless businesses ahould provide meaningful cosl savings, although $print Nextel conld
experience challangas as it Integrales these operations and wansitions (o one network plattorm. Desplte
racen! industry consofidation, wirglass remains very competitive, and is bacoming increasingly
commoditized for core voice services, cspecially as all cartiars improve network quality. While data

httn:/Asrww ratingsdivenr.com/Apps/RD/controller/Artlele %i-467969 &ty pe—&ourpu Type=print&from=  10/19/2005

—_—

Schedule 3-5




Ue |l — Lo~ cuuo PRy LT
LUF'UUL‘I,UUJ| WLk e

ST UG O o
. . )

[N

services offer yrowth potential, thay represent a small percentoge of total revenue and have notproven tewo
as popularin the U.S. as In Eulopean and Asian markets, :

Nextel Wirclose
Nexiul's pipneering pueh-to-talk wireless service is fundamental tu the company's nearly @xclusive
francnise senving customers in construction trades, tranaportation, and the puhlic sector. These
customer scgments rely on [his unique feature for convenient communications among warking
groups «nd ane highly resistant 10 chutr, contributing to the unit's strong $7¢ ARPU, low 1.6% chumn,
and upper-30% ERITDA margin, sll of which are favoratile compared with the Industry averages.

The ARPU remained Nat durlng the past yemmmmpﬁntrthwawmm
goclinad. Sprint's strong data revenue growth mitigated its declining volce pricing. :

Nextel's push-to-talk capabllity depends on its cxclusive IDEN natwork, which 12 not compatibie with
other networks, Although other carriers huve begqun to offer this se/vice diring the past two yoars
using othar technologies, their offerings so far sutfer lom longer call set-up and latency. Eventunliy,
caompetitars may replicate Nextel's functionality. Evan so, tha entranched Nextel customer basa

would likely be unwilling to switeh carrders and risk unraveling user groups without meaningful
financial incenuves.

Sprint Nexlel intends to transition the existing Nexiel and Sprint businesses lo a cemmon CUMA-
bascd network technology platform over the next few years, Even before the Sprint Nextel merger
was proposed, Nextel had been avaluating aficmativa network techinologies to expand data offerings
bayond iDEN's limited capability. Until at least 2010. Sprint Nextel will operate wo networks, wiich
should mitigats poteatial techinology migration difficultes. Through 2007, the company will continue

o invest in Nextel'e iDEN network, or until the COMA network can support push-to-talk eervice
comparabls 10 that provided by IDEN,

Nextel has about 1./ milon subscribers served by its wholly uwned Goost prepaid service, which
primarliy targets the youth market. Boost's customer growth wae 178% during the 12 months ended
June 30, 200%, fueled by expanded distribution, As is chiaracteristic of prepard service, Boust's churn
Is elevgied, at about 6% and ARPU ix significantly bclow the level for pustpaid Nexts! service. With
slowing industry penetration, carricre gra pursting prepaid to expand market reach, including into
less creditworthy customer seyments, Prepaid plans eliminate the risk of nonpeyment for senvice,
novortheless, thera still is the possibility of not recovering activation costs and handset subsidies
from customars 1apsing shailly after starting eervice, makiny it important tar Boost to muintain low
cuslomer acquisition costs, A growing prepaid busingss could pressure overall profitabifity.

Sprint Wireleas
Lhe Sprint wireless busingss has a good pasition in the coneumar market and high minute usage. At
362, the univs ARPU ranks second in the industry to hat of Nextel, Sprint currently trads the
Indusiry in wireless data ravenue, which accounts for about 10% nf ARPU and was important in
cnabling the company te maintain fiat ARPU year uver year a3 of June 30, 200S. Sprint begen to
offer Cvolution Data Optmized (EV-DO) high-speed wirdless dala service ¢ bueinegs custotners in
the first quarter of 2005 and expects to cover 130 million POPe with this service by year-cnd 2005,
slightly behina Verizon Wirelass' CV-DO rotiout, Sprint's wireless churn hae fallen In the past three
years tu about 2.4% from ovar 3% because tighter eredt screening luwered involuntary churn, while
bettar customer service and network quallty reducxd voluntary churn. Nevertnalass, churn is still
meaningfully tighet than thal of Nexdel, factonng inte the unil's 30% EBITDA margin and somewhat
lower business profilc. Compeutve pressure could imit further churn Improvement.

Eprint 16 the most active national carmer in establishing wholesale busingss relatlonships, with the

largest being its agreement with 50%-owned Virgin Mobile USA LLC (B-/Devsloping/-), a fast-

growlng jwovider of prepaid services to Aboul 3 million customers, mainly in Ihe youth customer '
segment. SErint also has a wholesale arangament with Owest Communications International Ine. As

the largest national wireless carrier unaffiliated with one of the RBOCs, Sprint, and now Sprint

Nextel, is In a goud position to cstaplieh joint sales efforts with cable companiws, which it has already

daone on a limited basls. Even though therc is eoma risk of cannibalization, wholasale arrangements

broaden Sprint's wireless market reach and are attraclive because the nompany does not incur

cuctomer acquisitiun, servicing, or biling costs. In the Virgin deel, cannibatization likely is minimal,

since Bprint does not offes ils own prepaid plan, anhough Virgin is a close competitor to Boast

Looal telephone division

hito://www ratingsdirect.com/ Apps/RD/controtler/Article id—-467969 &ty pe—&oitput Typeprimé&from=  10/16/2005
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Sprint Nextsl plans to spin off It toca! division within 2 year of clusing the Sprint Nextel merar, .

subjact 1o recelving state regulatory approvals. This mature business Is experiencing 1%-2% annual :
revenue declines, because nf product substitulion, but generates solid 50% EBIIDA margins and
strong frea cash Row. 21! in line with the industry, About one third of access fines are in densaly
populated areas with mors than 300 lines per square mile in such markets as Las Vegas, Nev. and
Orlango, Tallahassce, and Naples, Fla. The rest ore in less competitive mid-size and smallet
markets. Compared with local camiers serviny less-dense areas, Sprint overlaps more major, rebuilt
cable companies Nikely tu become major competitors fo voice serviecs within tha near tenn, This

and wirsless substitution are the primary facters that the independent lucal division could recetve @
————————_ pen-dinvastmenl yrade rating.

s ” T

Wireless substitutian, second-fine disconncctions, and cable telephony ars responsible fos
acceleraling access-ine erosion, which Sprint expects will raach 3.6% in 2005, up from 2.9% in
2004 ond 2.2% In 2003. The company currentlly estimales that cable tclephony Is avuilable to about
20% of its local cusiomers and that this will rise to 40% by year-rnd 2005 in the 2004 third quailer,
Cox Communicaliuns, Inc.. @ leader in cable wlephony, announaed plans to deplny voice over
internet protocol (VoIP) phone service in Las Vogas. Sprint's lucal division is regponding to
increased competition with bundied voice and data offerings, and currenlly estimates thatitis has a
45% BU% share of new broedbend customers, The division also bundies Sprint wirelass service, as
il will continue to da fallowing the spin off, and EchoStar Communications Corp's satallite TV yervice,

Resale wireless and video ofterings should aid in customner retantion, but e unlikely to generate
mcaningtul profits

Long distance

Sprint Nexdel is retaining Sprinf's long-distance business primarily to provide back haul services for
wirelass and lo support converged wireless-wireline services tor businesses, The business is mature
and experiencing upper single digit peroentage revenue erasion. in the desirable enferpiise
chstonar segment, it ranks far behind first- and sceond-ranked playeis AT&T Corp. and MCI Inc.,
which are pelng acquired by EBC Communicalions Ine, and Verizon Communicatiuns Inc.,,
respectively, Revenue declines are slightly lees gavere than AT&T's and MCl's doubls digit revanue

erosion because only 10% of Sprint's luny distance revenue is from the shanply declining cansumer
businces, compared with over 20% of revenue for bath AT&T and MCL.

Drspibe falling revenue, cost savings have helped Sprints long dislance business maintain an
EEITDA masgin in the mid-teens percentaga area, between MCI'§ sub-10% prrformance and
AT&T's low-20% level. The unil's wholezale business providing back-office interconneciion and
suppurt services for cabla companles’ expanding VolP phons services is growing. Spnnt long
distance Is also s=aing growth in 1P-based snterprise services. Noverthsless, overall pricing
pressure may tamper rising demand for newer services. In addilion, the ATAT SBC 2nd MCl-Verizon
margers slould boost those companies’ capabilities and sreata more formidable competitors.

B Financial Policy "

Sprint Nexte! adheres to an intermediate financial policy, as reflected by the botn predecessor
companies' dabl reduction during the past (nree years and the stock-based merger. We do not expec!
any exgnificant acxpisitions in the near term other than potentiel buyouts of the Sprint Affiliates or Nextol

Partners thet are already factored into the retings. Wa expect that any other cquisitions or investments
wiil have a neutral effect on laverage,

W Financial Profile

Accounting

Commitments and contingancles inuude operating leases, primarlly associatad with long-term
wirelaes tower eentals, Towcr leagos are subject to escalation clauses and geneally have initiel hve-
year torms with renewal uptions for additional ve-year terms lotaling 20 to 26 years, The minimurn
rents| commitment dicclosure increased significantly from 2003 to 2004 because of the incluston of
expacted optional renewal periods in the 2004 10-K report that were not Included in 2003 bascd on
the SEC's claritication of lsase acgounting issues in & February 2005 letler to the American Institute
of Cedtified Public Acoountants, We faclur the present value of these nperafing leases into our
broader financial 1allo calculations and the leveraying effect of this adgjustment is significant for Sprint

Nexte! and other wireless cornpanies, although the recent chiange in disclosure has not affected
ratings uin any cAarrar,

uUnfunded abligalions of Sprint's pension plan ainl postretirement bensfits plans xggregated about
htm://www.ratingsdirect.com/ Apps/RD/controller/Articlcid=467969 &ty pe=&outpul Type—print&from=  10/19/2005
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$4.7 billion as of Dec. 31, 2004, before income tax effects. We view these opigatons as ucuune,
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 locaf exchange business,
which Sprint Nextel intends to spin off in 2006.

A significant portion of Sprint Nextel's total assets are long-lived, with definite lives, consisting
primarily of property, plant, and equipment associated with communications netwarks. Shifting
technology and customer demand can affect values or useful lives of these assets. The company
T performsannualests-to-determina-the appropriateness of the depreciable asset lives and
recognizes an impairment charge if it determines that the carrying amountis greaterthantre—  — — ———
recoverable value, in 2004, Sprint recorded a $3.5 billion nencash 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 Nextel's indefinite life intangibles consist largely of the wireless spectrum licenses. Sprint
also has meaningful goodwill associated with its wireless operations. Sprint Nextel reviews goodwill
and indefinite life intangibles at least annually for impairment, or more frequently if indicators of
impairment exist. Sprint completed impairment analyses internally on both goodwill and indefinite life
intangibles in the fourth quarter of 2004, and found no 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 impairment to the direct
method from the residual method. In the first quarter of 2005, Nextel found no impairment of its
spectrum licenses using the direct method.

Profitabillty 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. Nextef'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 aftar 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 flnancial Aexibillty ,
Total debt to EBITDA pro forma for the local spin off, the Nextel Partners put, and potential buyouts '
of all Sprint affiliates should be 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 cash as of June 30, 2005, pro forma for the US Unwired acquisition. This, plus $6.5 billion in
proceeds from the proposed iocal spin-off likely will be used to satisfy the Nexte! Partners put and
Sprint affiliate buyouts, which could cost up to $14 billion in aggregate. Aside from these
transactions, Sprint Nexte! 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 Nextel will pay $300 million in dividends associated with the local phone
division until spinning off the unit, Post spin-off, the company doees not initially p'an to pay dividends,
but we expect it to eventually establish a dividend program.

Table 1 Sprint Nextel Corp.—Pasr Comparisen

Industry Sector: Yelecommunicstions and Cable TV

—Ralling 12 months onded June 30, 2005
Telephone and Data| Nextel Cornmunicetions
Sprint Corp.* ALLTEL Corp. Systomg Inc.§ Inc.
Raifgasof une 30, | ppg.wach Pos/NR | ANogativeral | AdNegative/~ BB+ Watch Pos/-
(MIL. 8)
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Sales 279010 8,628.0 3,805.0 14,403.0
EBITDA B,856.8 3,380.1 1,035.0 5538.8
:‘:;:f‘wme from conl (401.0) 1.269.4 101.4 2,192.0
Funds from oper. (FFO) 7.833.2 2,820.5 1,072.8 5.240.9
Cash flow from oper. 7.68890.2 2,561.0 1.051.5 4,950.0
— [capitat expenditures | 57119 1,680.2 852.7 43798
Free oper. cash fiow . 1,878.3 860.8 195,87 ——&10
Discretionary cash flow 1.230.3 4238 159.4 6811.0
Cash and equivalents 6,833.0 2,027.7 1.132.7 22,7740
Total dabt 20,1081.7 5,585.0 2,3505 11.057.2
Praferred stock 247.0 0.3 39 7.0
Common equily 14,470.0 8.854.7 3,266.0 11,011.0
Total capilal 34.906.7 14,450.0 56204 22,0763
Adjusted ratlas i
EBITDA/sales (%) 324 39.2 27.2 s
Oper. incomefsales (%) a2 40.3 28.0 40.0
ERIT intares| coverage 28 6.2 25 55
(x)
Egg’g.; G:rt(lxe)reat 5.2 9.4 ad 8.3
Return on capital {%) 1341 14.7 88 16.8
FFO#ftolal debl (%) 38.8 50.4 456 £7.4
f:::‘;o"'; from - 8.1 458 447 454
':;‘: E’./‘:)e" cash fow/lotal 0.8 157 8.5 55
(D’if)c cash flowfotal debt 6.1 78 6.8 56
gf)c' cosh fiow/EBITDA 13.7 12.5 15.4 1.0
Totat dab/EBITDA (x) 23 1.7 23 2.0
Total debi/capital (%) 57.8 30.7 418 80.1
Note: Flguras are adjusted for operating leases. *Cacsh flow statement tems era adjusted to exclude $1.2 billion deferrad lower
rental incoma cash recslved in May 2005. {Tolal debt excfudes 1,698.4 miilon of debl effectively coltslarallzed by common stock of
unafillated companies,
Table 2 Sprint Corp.—Financlal Summary
Industry Sector: Telecommunications and Cable TV
~Flocal year ended Dec. 31—~
004 2003 2002
Ratng histary BB8-Match Pos/NR BBB-rStable/NR B8B-/Stavie/s-d
{MIL 3)
Sales 27.428.0 26,187.0 26,6340
EBITDA B8.611.8 81180 7.598.5
Nat Income from conL aps?. (1,012.0) {367.0) 468.0
Funds from oper. {FFO) 7.275.8 76845 6,093.5
Cash flow from oper, 6,922.8 71065 6,765.5
Capital expanditures 63627 41773 5482.7
Froe oper, cash flow 5601 2,82813 1.262.9
Discrotienary cash flaw (108.9) 24723 8289
Cash snd equivalenls 4,621.0 2,548.0 1,035.0
htto://www.ratingsdirect.com/Apps/RD/controller/Article7id=467969 &type=&output Type=print&from=  10/19/2005
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Tatal debt 21,37 21,3200 24,2943 - Coe T
Praferred stock 247.0 247.0 256.0
Common equity 13.521.0 13,224.0 12,294.0
Tolsl capital 35.079.7 34,7970 36,0443
Adjusted retios
EBITDAJsales (%) 31.4 31.0 285
Opar. Income!sales_(%)- 25 T T 335 -
EBIT Inlerast covarage (x} 22 1.8 1.5
EBITDA Interast coverage (x) 47 49 4.4
Ratum on capital (%) 14.0 8.1 6.6
FFO/total debl (%) 341 36.0 287
Cash flow from oper.fitotal debl (%) 325 33.3 27.7
Free opar. cash flow/lolal debt (%) 26 13.7 53
Disc. cash flowNotal dobl (%) [0.5) 116 3.4 v
Dice. cash low/EBITDA (%) {1.3) 3.4 13.6
Total debt/EBITDA (x} 2.5 28 32
Tatal debt/capital (%) 60.8 613 6.0
Nota: Figures are adjusted for operating leases. Year 2004 capital expendiure amount and related cash flow statement impact
raflacts a substontlal increase in lhe minimum rental commitment disclosure betwean 2003 Lo 2004, bacause of the inclusion of
33%3:30 %{:ﬂunal renewal pariods in the 2004 16-K that were nol Included In the 2003 rapor|, based on a February 2005 SEC

Analytic sarvices provided by Standard & Poor's Ralings Services (Ratings Services) ara the rasull of separate activities
designed to pressrve the independence and objectivily of ratings opinions. The credit ratings and cbservations contained hereln
are solely statements of cpinion and not stalements of fact or recommendations to purchasa, hold, or sell any securities or make
any other investment declsions. Accordingly, any user of the informalion containad herein should not rely on any cradit rating or
othar opinian contained herain in making any Investment decision, Ratings are based on informaltion received by Ratings
Sarvices. Other divisions of Standard & Poor's may have information that ls not available to Ralings Services, Standard & Poor's

has established policies and procedures to maintain the confidentiality of non-public information received during the ratings
process.

Ratings Servicas receives compensation for its ratings. Such compensation is nonmally paid eithar by the issuers of such ,
securilies or third parlies participating in marketing the securitios. While Standard & Poor's reserves the right to disseminate the

rating, it recaives no paymant for doing so, except for subscriptions to its publications. Additicna! information about our ratings
fees is available at www standardandpaoers.com/usratingsfeas.

Copyright ® 1994-2005 Standard & Poer's, a division of The McGraw-HlIl Companies.
Al Rights Reserved. Privacy Naotica
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[16-Jun-1999] Financial Medians: Telecommunications Companics Page 1 of 1
STANDARD RATINGSDIRECT
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. Return to Regular Format
Research:
Financial Medians: Telecommunications Companies
Publication date: 16-Jun-1999
AA al Bee
Pretax interest coverage (x) over4.51355512.340
Total debt / total capital (%) under 42| 40-52] 50-62

Funds from operations interest coverage (x) | over6.515.0-7.0 3.5-5.5

Net cash flow to total debt (%} over 32| 25-33| 20-30

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities
designed to preserve the independence and objectivity of ratings opinions. The credit ratings and observations contained herein
are solely statements of opinion and not statements of fact or recommendations te purchase, hold, or sell any securities or make
any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or
other opinion contained herein in making any investment decision. Ratings are based on information received by Ratings
Services. Other divisions of Standard & Poor's may have information that is not available to Ratings Services. Standard & Poor's

has established policies and procedures to maintain the confidentiality of nan-public information received during the ratings
process.

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such
securities or third parties participating in marketing the securities. While Standard & Poor's reserves the right to disseminate the

rating, it receives no payment for doing so, except for subscriptions to its publications. Additional information about our ratings
fees is available at www.standardandpoors.com/usratingsfees.
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