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Small Telephone Company Earnings investigation

Criteria for Selecting Local Exchange Industry Companies

m 2) ) {4) {5) (6) {5)
«Debt to LEC Comparable
Stock Infermation 11 Years of Total {includes RBOC's  Wireline/Landline Company
Publicly Printed In DPS & EPS Capital and RLEC's, Operations Revenue Met All
Telecommunication Companies Traded Value Line Information < 62% but not CLECS)* >40% Criteria
ALLTEL Caorporation Yes Yes Yes Yes Yes No
AT&T Corporation Yes
BellSouth Corporailon™ L. - ir DU Yegiaiy
Broadwing Inc. Yes
Gehtury Feblng, (% TEE L n P e
Cltizens Commmunications Yes
Commonwealth Telephone Enterprises, Inc. Yes
Cavista Communieatians, Inc. Yes
Dycom Industries, Inc. Yes
%Link Corp. Yes
NTELOS, Inc. Yes
'SBC.C:J!HII : atio .1 e, hE R ."YB; )
Sorint Corporaticn Yes
Telephone & Data Yes
United States Cellular Carporation Yes
erizoh Commurileations - yeg
WorldCem Inc. Yes

Sources: The Value Line Investment Survey: Summary & Index and Ratings & Reports, April 5, 2002.

* LEC - Local Exchange Carrier
RBOC - Regional Bell Operating Company
RLEC - Rural Local Exchange Carrier



Small Telephone Company Earnings Investigation

Four Telecommunications Companies

Ticker
Number Symbol Company Name
1 BLS BellSouth Corporation
2 CTL CenturyTel Inc.
3 SBC SBC Communications, Inc.
4 vZ Verizon Communications

Source: Value Line Invastment Survey: Ratings & Reports, April 5, 2002
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Small Telephone Company Earnings Investigation

interest Coverage, Common Equity Ratio, and Return on COmmon Equity
for the Four Telecommunications Companies

Return on

Times Interest Common Common
Earned Equity Ratio Equity
Number Company Name 12/31/2001 (2001) {2001)
1 BellSouth Corporation 5.40 X 54.40% 21.40%
2 CenturyTel Inc. 3.00 X 51.90% 8.50%
3 SBC Communications, Inc. 6.81 * X 65.50% 24.50%

4 Verizon Communications 5.00 ** X 45.50% *** 22.00% ***

Average 5.05 x 54.33% 19.10%

sSource:  The Value Line Investment Survey: Ratings & Reports, April 5, 2002
*12/31/01 SEC 10K Reports
**As of 9/30/2001
***Represent estimates by Value Line

Schedule 3



Small Telephone Company Earnings Investigation

BellSouth Corporation

Dividends Per Share, Earnings Per Share & Book Value
Per Share Growth Rates

Dividends Earnings Book Value
Year Per Share Per Share Per Share
1991 069 0.78 6.75
1992 0.69 0.85 6.99
1993 0.69 0.90 6.80
1994 0.69 1.05 7.24
1995 06.71 1.12 5.95
1996 0.72 1.27 6.68
1997 0.72 1.41 7.64
1998 0.73 1.65 8.26
1999 0.76 1.98 7.87
2000 0.76 2.18 9.03
2001 0.76 2.1 9.79

Annual Compound Growth Rates

DPS EPS BVPS
1991 - 2001 0.97% 10.46% 3.7%%
1986 - 2001 1.09% 10.69% 7.94%

Geometric Growth Rates

DPS EPS BVPS

1981 - 2001 0.97% 10.46% 3.79%

1996 - 2001 1.09% 10.69% 7.94%

DPS EPS BVPS

Average of Historical Growth Rates: 1.03% 10.58% 5.87%
Standard Deviation: 0.068% 0.11% 2.08%

Source: The Value Line Investment Survey: Ratings & Reports, April 5, 2002.
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' Dividends Per Share, Earnings Per Share & Book Vaiue

Year
1991
1992
19893
1994
1995
1996
1997
1998
1999
2000
2001

1991-2001

1996-2001

1991-2001

1986-2001

Average of Historical Growth Rates:

Standard Deviation:

Small Telephone Company Earnings Investigation

Dividends

_Per Share

0.13
0.13
0.14
0.14
0.15
0.16
0.16
0.17
0.18
0.19
0.20

DPS

4.40%

4.56%

DPS

4.40%

4.56%

DPS

4.48%

0.08%

CenturyTel Inc.

Per Share Growth Rates

Earmings
Per Share
0.36
0.53
0.58
0.73
0.85
0.95
1.09
1.42
1.65
1.55
1.40

Annual Compound Growth Rates

EPS
14.55%

8.06%
Geometric Growth Rates

EPS
14.55%

8.06%

EPS
11.31%

3.24%

Source: The Value Line Investment Survey: Ratings & Reports, April 5, 2002.

Book Value

Per Share

3.02
3.50
4.45
5.38
6.64
7.56
9.46
11.03
13.15
14.39
16.49

BVPS

18.50%

16.88%

BVPS

17.82%

16.16%

BVPS

17.34%

0.88%
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Small Telephone Company Earnings Investigation

SBC Communications, Inc.

Dividends Per Share, Earnings Per Share & Book Value
Per Share Growth Rates

Dividends Eamings Book Value
Year Per Share Per Share Per Share
1991 0.71 0.96 7.38
1992 0.73 1.09 7.76
1993 0.76 1.20 6.34
1924 0.79 1.37 6.86
1995 0.83 1.55 513
1996 0.86 1.73 5.70
1097 0.90 1.84 5.38
1998 0.94 2.08 6.52
1959 0.97 215 7.87
2000 1.01 226 9.00
2001 1.02 2.35 9.69

Annual Compound Growth Rates

DPS EPS BVPS
1991-2001 3.69% 9.27% 2.76%
1996-2001 3.47% 6.32% 11.20%

Geometric Growth Rates

DPS EPS BVPS

1991-2001 3.43% 8.37% 2.76%
1996-2001 3.06% 5.64% 11.20%

DPS EPS BVPS

Average of Historical Growth Rates: 3.41% 7.42% 6.98%
Standard Deviation: 0.23% 1.51% 4.22%

Source: The Value Line Investment Survey: Ratings & Reports, April 5, 2002.
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Small Telephone Company Eamings Investigation

Verizon Communications

Dividends Per Share, Earnings Per Share & Book Value
Per Share Growth Rates

Dividends Earnings Book Value
Year Per Share Per Share Per Share
1991 1.26 1.7 9.89
1992 1.30 1.62 9.00
1993 1.34 1.70 9.43
1994 1.38 177 6.97
1995 1.40 194 7.63
1996 1.43 1.98 8.48
1997 1.49 2.48 8.24
1998 1.54 272 8.39
1999 1.54 3.01 10.24
2000 1.54 29 9.25
2001 1.54 3.00 13.80 *

Annual Compound Growth Rates

DPS EPS BVPS
1991-2001 2.03% 5.78% 3.39%
1996-2001 1.49% 8.67% 10.23%

Geometric Growth Rates

DPS EPS BVPS

1991-2001 2.03% 5.78% 3.39%
1996-2001 1.49% 8.67% 10.23%

DPS EPS BVPS

Average of Historical Growth Rates: 1.76% 7.22% 6.81%
Standard Deviation: 0.27% 1.44% 3.42%

Source: The Value Line nvestment Survey: Ratings & Reports, April 5, 2002.

Notes: *Represents an estimate by Value Line.

Schedule 4-4
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Small Telephone Company Earnings Investigation

Expected Dividends Per Share, Earnings Per Share, & Return On Common Equity

for the Four Telecommunications Companies

() 2) @ @ (5) (6)

{7) (8) (9
2002 2003 2002 2003 2002 2003
Projected  Projected Projected  Projected Projected  Projected
Company Name DPS DPS Expected DPS EPS EPS Expected EPS ROE ROE Expected ROE
BellSouth Corporation $0.76 $0.80 $0.78 $2.40 $2.60 $2.50 21.00% 20.00% 20.50%
CenturyTel Inc. $0.21 $0.24 $0.23 $2.15 $2.35 $2.25 11.50% 11.50% 11.50%
SBC Communications, Inc. $1.07 $1.08 $1.08 $2.45 $2.55 $2.50 22.00% 20.50% 21.25%
21.50% 21.50% 21.50%

Verizon Communications $1.54 $1.60 $1.57 $3.25 $3.45 $3.35

Notes:

Sources:

Column 3 = [{Column 1 + Column 2}/ 2}
Column 6 = {{Column 4 + Column 5) / 2]
Column 9 = [{Column 7 + Column 8) / 2]

The Value Line Investment Survey: Ratings and Reports, April 5, 2002,
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Small Telephone Company Earnings investigation

Sustainable Growth Rates
for the Four Telecommunications Companies

{n (2) (3) {4 (3)
Retention Sustainable

Company Name Expected DPS Expected EPS Expected ROE Rate Growth
BeliSouth Corporation $0.78 $2.50 20.50% 68.80% 14.10%
CenturyTel Inc. $0.23 $2.25 11.50% 90.00% 10.35%
SBC Communications, Inc. $1.08 $2.50 21.25% 57.00% 12.11%
Verizon Communications $1.57 $3.35 21.50% 53.13% 11.42%

Average 12.00%
Notes: Column 4 = [1-(Column 1 / Column2)}

Column 5 = [Column 3 * Column 4]}

Sources: Reilly, Frank K. and Brown, Keith C., Investment Analysis and Portfolio Management:_Fifth Edition,

The Drayden Press, Fort Worth, 1997, pp. 406-408.
Column 1 = Schedule 5.
Column 2 = Schedule 5.

Column 3 = Schedule 5.
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Small Telephone Company Earnings Investigation

Historical, Sustainable, & Projected Growth Rates
for the Four Telecommunications Companies

{1 (2} (3 (4) (5 (6) {7
Historical Projected 3-5 Average
Growth Rate Projected 5 Projected 5 Year EPS Average Historical &
(DPS, EPS, & Sustainable Year Growth Year EPS Growth (Value Projected Projected
Company Name BVPS) Growth IBES (mean) Growth (S&P) Line) Growth Growth
BellSouth Corporation 5.82% 14.10% 8.50% 9.00% 12.50% 11.03% 8.42%
CenturyTe! Inc. 11.04% 10.35% 10.30% 12.00% 13.50% 11.54% 11.29%
SBC Communications, Inc. 5.94% 12.11% 6.00% 7.00% 6.00% 7.78% 6.86%
Verizon Communications 5.26% 11.42% 7.50% 8.00% 8.50% 8.86% 7.06%
Average 7.02% 12.00% 8.08% 9.00% 10.13% 9.80% 8.41%

Notes :

Sources:

Column 6 = {{Sum of Columns 2 through 5) / 4]
Column 7 = [{Sum of Columns 1 and 6) / 2}

Column 1 = Average Historical DPS, EPS, & BVPS Growth Rates from Schedule 4.
Column 2 = Schedule 6.
Column 3 = I/B/E/S Inc.'s Institutional Brokers Estimate Systemn (Utility Sector

Five Year Growth Rate-Company Data by Industry), March 14, 2002.
Column 4 = Standard & Poor's Corporation's Eamings Guide, April 2002,
Column 5 = The Value Line Investment Survey: Ratings and Reports, April 5, 2002.
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Small Telephone Company Earnings Investigation

for the Four Telecommunications Companies

Average High/Low Stock Price for January 2002 through April 2002

(1) (2) (3) (4) {5) (6) N (8) (9)
January 2002 February 2002 March 2002 April 2002

High Low High Low High Low High Low Average

Stock Stock Stock Stock Stock Stock Stock Stock High/Low
Company Name Price Price Price Price Price Price Price Price Stock Price
BellSouth Corporation $40.900 $37.310 $40.750 $37.300 $39.900 $36.810 $37.000 $30.250 $37.528
CenturyTe! Inc. $33.050 $28.800 $33.250 $30.010 $35.500 $32.680 $34.450 $27.000 $31.843
SBC Communications, Inc. $40.990 $35.120 $38.680 $34.290 $39.560 $37.250 $38.400 $30.140 $36.804
Verizon Communications $51.090 $45.130 $48.150 $43.020 $48.700 $45.510 $46.010 $38.620 $45.779

Notes: Column 8 = [(Sum of Columns 1 through 8)/ 8]

Sources; S&P Stock Guides: May 2002, April 2002, March 2002, February 2002
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Small Telephone Company Earnings Investigation

Discounted Cash Flow {DCF) Cost of Equity Estimates
for the Four Telecommunications Companies

(1) _ (2) (3) 4) (5
Average Projected Average Cost of
Expected High/Low Dividend Growth Common
Company Name Dividend Stock Price Yield Rate Equity
BellSouth Corporation $0.78 $37.528 2.08% 8.42% 10.50%
CenturyTel Inc. $0.23 $31.843 T 071% 11.29% 12.00%
SBC Communications, Inc. $1.08 $36.804 2.92% 6.86% 9.78%
Verizon Communications $1.57 $45.779 3.43% 7.06% 10.49%
2.28% 8.41% 10.69%

Notes:

Sources:

Column 3 = [Colurmn 1/ Column 2]
Column 5 =[Column 3 + Column 4]

Column 1 = The Value Line Investment Survey: Ratings and Reports, April 5, 2002,
Average of 2002 estimated DPS and 2003 estimated DPS

Column 2 = Schedule 8.

Caolumn 4 = Schedule 7.



Small Telephone Company Earnings Investigation

Average Risk Premium Above the Yields of 30-Year U.S. Treasury Bonds
for BellSouth Corporation's Expected Returns on Common Equity

30-Year 30-Year
BellSouth's U.S. Treasury Bell5outh's BellSouths U.S. Treasury
Expected Bond Risk Expacted Bond
MolYear ROE Yields Premium MofYear ROE Yields
Jan 1992 12.50% 7.58% 4.52% Jan 1997 19.00% 6.83%
Feb 12.50% 7.85% 4.65% Feb 19.00% 6£.69%
Mar 12.50% 7.97% 4.53% Mar 19.00% 692%
Apr 12.50% 7.96% 4.54% Apr 19.00% 7.09%
May 1050% 7.89% 4.61% May 19.00% 6.94%
Jun 12.50% 7.84% 4.66% Jun 19.00% 6.7T%
Jul 12.50% 7.60% 4.30% Jut 19.00% 651%
Aug 12.50% 7.09% 5.11% Aug 19.00% 6.58%
Sep 12.50% T.M% 5.16% Sep 19.00% 6.50%
Oct 12.00% 7.53% 4.47% Oct 19.00% 6.33%
Nov 1200% 7.61% 4.39% Nov 19.00% 6.11%
Dec 12.00% 7A4% 4.56% Dec 19.00% 5.99%
Jan 1993 12.50% 7.34% 5.16% Jan 1998 13.00% 5.81%
Feb 12.50% 7.09% 541% Feb 19.00% 5.89%
Mar 12.50% 6.82% 5.68% Mar 19.00% 5.95%
Apr 12.50% 6.85% 5.65% Apr 19.50% 5.92%
May 12.50% 6.92% 5.58% May 19.50% 5.93%
Jun 12.50% 6.81% 5.69% Jun 19.50% 5.70%
Jul 12.00% 6.63% 5.37% Jul 19.50% 5.68%
Aug 12.00% 6.32% 5.68% Aug 19.00% 5.54%
Sep - 12.00% 6.00% 6.00% Sep 19.00% 5.20%
Oct 1200% 5.94% 5.06% Oct 20.00% 5.01%
Nov 12.00% 6.21% 5.79% Nov 20.00% 5.25%
Dec 12.00% 6.25% 575% Dec 20.00% 5.06%
Jdan 1934 13.50% 6.29% T21% Jan 1399 22.50% 516%
Fah 13.50% 6.49% T01% Feb 2.50% 537%
Mar 13.50% 691% 5.59% Mar 22.50% 558%
Apr 15.00% 727T% 7.73% Apr 23.50% 5.55%
May 15.00% 741% 7.59% May 23.50% 581%
Jun 15.00% T.40% T.60% June 23.50% 6.04%
Jul 15.00% 7.58% TA2% July 23.50% 5.98%
Aug 15.00% 7.49% 7.51% Aug 231.50% 6.07%
Sep 15.00% T.71% 7.29% Sept 23.50% 6.07%
Oct 14.50% 7.94% 6.56% Ot 24.50% 6.26%
Nov 14.50% 8.080% 6.42% Nov 24.50% 6.15%
Dac 14.50% 1.87% 6.62% Dec 24.50% 6.35%
Jdan 1395 15.00% 7.85% TA5% Jan 2000 26.00% 6.63%
Feb 15.00% 7.61% 7.09% Feb 26.00% 6.23%
Mar 15.00% 7.45% 7.55% March 26.00% 6.05%
Apr 14.50% 7.36% 7.14% Apr 26.00% 585%
May 14.50% 6.95% 7.55% May 26.00% 6.15%
Jun 14.50% 6.5T% 7.393% June 26.00% 592%
dul 17.50% 6.72% 10.76% July 23.00% 5.85%
Aug 17.50% 6.86% 10.64% Aug 23.00% 5.72%
Sep 17.50% 6.55% 10.95% Sept 23.00% 5.83%
Oct 18.00% 6.37% 11.63% Oct 23.50% 5.80%
Nov 18.00% 6.26% 11.74% Nov 23.50% 5.78%
Dec 18.00% 6.06% 11.54% Dec 23.50% 5.49%
Jan 1996 19.00% £.05% 12.95% Jan 2001 23.00% 5.50%
Feb 19.00% 6.24% 12.76% Feb 23.00% 5.45%
Mar 19.00% 6.60% 12.40% March 23.00% 5.M4%
Apr 18.50% 6.79% 1LM% Apr 23.00% 5.65%
May 18.50% £.93% 11.57% May 23.00% 5.78%
Jun 18.50% 7.06% 11.44% June 23.00% 5.67%
Jut 19.00% 7.03% 19.97% July 21.50% 5.61%
Aug 19.00% 6.84% 12.16% Aug 21.50% 5.48%
Sep 19.00% T.01% 1.9T% Sept 21.50% 5.48%
Oct 13.00% 5.81% 12.19% Oct 21.00% 5.32%
Nov 19.00% £.43% 12.52% Nov 21.00% 512%
Dec 19.00% 8.55% 12.45% Dec 21.00% 5.48%
Jan 2002 21.50% 5.45%
Feb 21.50% 5.40%
Mar 21.50% 5.71%
Apr 21.00% 5.67%

Summary Information (January 1992 - April 2002}

Average Risk Premium: 11.95%

Sources: The Vatue Line Investmant Survey: Ratings & Reports for each quarter. High Risk Premium: 20.15%
St. Louis Federal Reserve Website: http:/iwww.stls.frb.orgffred/datafirates/gs30

Yahoo Finance at: Low Risk Premium: 4.39%

hitpiiwerw.inveastopedia.comiofisite.asp7URL=htip:fiquote.yahoo.comiq rsx%SETY N Sd=1y

BallSouth's

Rizk

Premium
1247%
12.31%
1207%
11.91%
12.06%
1223%
12.49%
12.42%
12.50%
12.67%
12.89%
13.01%
13.19%
13.11%
13.05%
13.58%
13.51%
13.80%
13.32%
13.46%
13.80%
14.99%
WMI5%
14.94%
17.34%
1713%
16.92%
17.95%
17.69%
17.46%
17.52%
17.43%
17.43%
18.24%
18.35%
18.15%
19.37%
19.77%
19.95%
20.15%
19.85%
20.07%
17.15%
17.28%
17.47%
17.70%
17.72%
18.01%
17.46%
17.55%
17.66%
17.35%
1722%
17.23%
1589%
16.02%
16.02%
15.68%
15.88%
15.52%
16.05%
16.10%
15.79%
15.33%
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_MolYear
Jan 1992

Jan 1393

Fab

Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec

Jan 1396

Feb
Mar
Apr
May
Jun
Jud

Aug
Sep
Ot

Nov
Dac

Sources: The Value Line Invastment Survey: Ratings & Reports for each quarter,
5t. Lovis Federal Reserve Website: http:irwrwr_stls. frb_orgffred/dataficates/gs30

Average Risk Premium Above the Yields of 30-Year U.S. Treasury Bonds
for CenturyTel Inc.'s Expected Returns on Common Equity

Century Tel's
Expacted

ROE

12.50%
12.50%
12.50%
12.00%
12.00%
132.00%
13.50%
13.50%
13.50%
14.50%
14.50%
14.50%
15.50%
15.50%
15.50%
16.00%
16.00%
16.00%
16.50%
16.50%
16.50%
14.50%
14.50%
14.50%
15.00%
15.00%
15.00%
12.50%
12.50%
12.50%
14.00%
14.00%
14.00%
13.50%
13.50%
13.50%
15.50%
15.50%
15.50%
14.50%
14.50%
14.50%
15.00%
15.00%
15.00%
14.50%
14.50%
U50%
15.50%
15.50%
15.50%
13.00%
13.00%
13.00%
13.50%
13.50%
13.50%
13.50%
13.50%
13.50%

Yahoo Finance at:

Small Telephone Company Earnings Investigation

30-Year

WS, Treagury

Bond

Yields

7.58%
785%
197%
7.95%
7.89%
7.34%
T.60%
TI9%
T.3%
7.53%
T81%
T.44%
7.34%
7.09%
6.82%
6.85%
6.92%
6.81%
6.63%
£.32%
6.00%
5.94%
621%
6.25%
€.29%
6.49%
691%
72T%
TAI%
TAG%
T1.58%
TAY%
TH%
7.94%
8.03%
T.87%
7.85%
T.81%
7.45%
7.36%
68.95%
6.57%
6.77%
6.86%
6.55%
6.37%
6.26%
6.06%
6.05%
6.24%
6.60%
6.73%
6.93%
T.06%
T.03%
6.84%
7.03%
6.81%
6.48%
6.55%

Century Tel's
Risk
_Premium_
4.97%
465%
4.53%
5.04%
511%
5.16%
5.90%
611%
6.16%
$.97%
6.89%
T.06%
3.16%
841%
3.68%
9.15%
9.08%
9.19%
9.67%
10.18%
10.50%
8.56%
B.29%
8.25%
8a71%
a.51%
a.09%
5.23%
5.09%
5.10%
6.42%
6.51%
6.29%
5.56%
5.42%
5.63%
7.65%
T.89%
8.05%
T14%
7.55%
7.93%
8.25%
B.14%
S45%
8.13%
8.24%
B.44%
9.45%
9.26%
8.90%
621%
6.97%
5.94%
6.47%
6.66%
6.47%
6.69%
T02%
6.95%

p:

aspTURL

yahoo convqTe=%SETYXSd=1y

MolYear
Jan 1997
Feb

Mar

Apr

May

Jun

Jul

Aug

Sep

Ot

Nov

Dec

Jan 1998
Feb

Mar

Apr

May

Jun

Jul

Aug

Sep

Oct

Hov

Dec

Jan 1999
Feb

Mar

Apr

May
June
July
Aug
Sept
Oct

Nov

Dec

Jan 2000
Feb
March
Apr

May
Jure
Juty
Aug
Sept

Cct

Nov

Dec

Jan 2001
Feb
March
Apr

May
June
July
Aug
Sept
Oct

Nov

Dec

Jan 2002
Feb

Mar

Apr

Summary Information {January 1592 - April 2002)

Average Risk Premium:

Century Tel's
Expacted

ROE

13.50%

13.50%
12.50%
13.00%
13.00%
13.00%
13.00%
13.00%
13.00%
13.00%
13.00%
12.00%
13.50%
13.50%
13.50%
13.00%
13.00%
13.00%
12.00%
12.00%
12.00%
12.50%
12.50%
12.50%
13.56%
13.50%
13.50%
13.50%
13.50%
13.50%
14.00%
14.00%
14.00%
13.50%
13.50%
13.50%
13.50%
13.50%
13.50%
12.50%
12.50%
12.50%
12.50%
12.50%
12.50%
11.00%
11.00%
11.00%
11.50%
11.50%
11.50%
11.50%
11.50%
11.50%
11.50%
11.50%
11.50%
11.50%
11.50%
11.50%
11.50%
11.50%
11.50%
11.50%

High Risk Premium:

Low Risk Premium:

581%
6.04%
5.98%
§0T%
6.07%
6.26%
&.15%
6.35%
6.63%
6.23%
6.05%
5.85%
6.15%
3.93%
5.85%
572%
5.83%
5.80%
5.78%
549%
5.54%

S.3%
S65%
5.78%
567%
5.61%
5.48%
5.45%
5.32%
$12%
5.48%
5.45%
5.40%
571%
5.67%

7.01%
10.50%

4.53%

Century Tal's

Risk
Premium
6.67%
E.31%
6.57%
5.91%
6.06%
6.2%%
6.49%
6.42%
&.50%
667T%
6.89%
701%
7.69%
761%
7.55%
T.08%
TaT%
7.30%
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Small Telephone Company Earnings Investigation

Average Risk Premium Above the Yields of 30-Year U.S. Treasury Bonds
for SBC Communications, Inc.'s Expected Returns on Common Equity

30-Year 3-Yoar
SBC's U.S. Treasury SBC's SBC's U.S, Treasury
Expected Bond Risk Expacted Bond
MolYear ROE Yiekds Premium Mo'Year Y ROE Yields
Jan 1992 13.50% 1.58% 592% Jan 1997 27.60% 5.83%
Feb 13.50% 7.85% 5.65% Feb 27.60% 6.69%
Mar 13.50% 797% 5.53% Mar 27.00% 6.93%
Apr 13.50% 7.96% 5.54% Apr 35.50% T.00%
May 13.50% 7.89% 5.61% May 35.50% 6.94%
Jun 13.50% T.84% 5.66% Jun 35.50% 6.7T%
Jul 13.50% T.60% 5.90% Jul 30.00% 6.51%
Aug 11.50% T.39% B11% Aug 30.00% 6.56%
Sep 13.50% 7.34% £.16% Sap 30.06% 6.50%
Oct 14.00% T.53% BATR Oct 36.50% £.33%
Nov 14.00% 7.61% 6.39% Nov 36.50% &%
Dec 14.00% TAL% 6.56% Dec 36.50% 5.99%
Jan 1993 14.50% 7.314% 7.16% Jan 1998 M00% 5.81%
Fab 14.50% 7.09% 7.41% Feb M.00% 5.29%
Mar 14.50% 6.82% 7.68% Mar M.00% 5.95%
Apr 18.50% 6.85% 11.65% Apr 31.50% 5.92%
May 18.50% 6.92% 11.58% May A.50% 593%
Jun 18.50% 6.81% 11.69% Jun 31.50% 5.70%
Jut 18.50% 6.63% 11.87% Jul 31.50% 5.68%
Aug 18.50% 6.32% 12.18% Aug 31.50% 5.54%
Sep 18.50% 6.00% 12.50% Sap N.50% 5.20%
Oct 18.50% 5.94% 12.56% Qct 32.00% 501%
Nov 18.50% 6.21% 1229% Nov 32.00% 5.25%
Dec 18.50% 6.25% 12.25% Dec A2.00% 5.06%
Jan 1954 19.50% 6.29% 13.011% Jan 1998 29.50% 5.16%
Feb 19.50% 6.49% 13.09% Feb 29.5G% 537%
Mar 19.50% 6.91% 1259% Mar 29.50% 5.58%
Apr 19.50% T.21% 1223% Apr 30.00% £.55%
May 19.50% T41% 12.09% May 30.00% 5.851%
Jun 19.50% 7.40% 12.10% June . 30.00% 6.04%
Jut 19.00% T58% 11.42% duty 30.00% 5.99%
Aug 19.00% T.49% 11.51% Aug 30.00% 6.07%
Sep 19.00% T7T% 11.29% Sept 20.00% 6.07%
Oct 20.00% 7.94% 12.06% Oct 30.00% 6.26%
Nov 20.00% 8.03% 11.92% Nov 30.00% 6.15%
Dec 20.00% T87% 12.43% Dec 30.00% 6.35%
Jan 1935 20.00% 7.85% 12.15% Jan 2000 25.00% 6.63%
Febr 20.00% 7.61% 12.39% Feb 25.00% 6.23%
Mar 20.00% TA5% 12.55% March 25.00% 6.05%
Apr 20.00% 7.36% 12.64% Apr 25.50% 5.85%
May 20.00% 6.95% 13.05% May 25.50% 6.15%
Jun 20.00% 6.57% 13.43% June 25.50% 5.93%
Jut 20.00% 6.72% 1328% July 25.50% 5.85%
Aug . 20.00% 6.06% 13.14% Aug 25.50% ST%
Sep 20.00% 6.55% 1345% Sept 25.50% 5.8%%
Oct 23.50% 6.37% 2313% Oct 25.50% 5.80%
Nov 29.50% 6.26% 23.24% Nov 25.50% 5.78%
Dec 29.50% 6.06% 23.44% Dec 25.50% 5A45%
Jan 1336 28.00% £.05% 21.95% Jan 2001 24.50% 5.54%
Feb 28.00% £.24% 21.76% Falb 24.50% 5.45%
Mar 28.00% €.60% 21.40% March 24.50% 5.34%
Apr 29.00% 6.79% 22.21% Apr 24.00% 5.65%
May 29.00% 6.93% 22.07% May 24.00% 5.76%
Jun 29.00% 7.06% 21.94% June 24.00% 56TR
Jut 29.00% 7.03% 21.97% July 23.50% 5.61%
Aug 23.00% 6.84% 22.16% Aug 23.50% 5.48%
Sep 23.00% 7.03% 21.97% Sept 23.50% 5.48%
Oct 29.00% 6.81% 22.19% Cct 23.50% 5.32%
Nov 29.00% 6.48% 22.52% Nov 23.50% 5.12%
Dec 29.00% £6.55% 22.45% Dec 23.50% S48%
Jan 2002 21.50% 5.45%
Feb 21.50% 5.40%
Mar 21.50% ST1%
Apr 22.00% 567%

SBC's
Risk
Premium
20.7%
20.31%
20.07%
28.41%
28.56%
28.73%
23.49%
23.42%
23.50%
30.17%
30.39%
20.51%
28.19%
28.11%
28.05%
25.58%
25.5T%
25.80%
25.82%
25.96%
26.30%
26.99%
26.75%
26.94%
24.34%
24.15%
2397%
24.45%
24.19%
23.96%
24.02%
23.93%
2393%
23.74%
23.85%
23.65%
18.37%
1IT%
18.95%
19.65%
19.35%
19.57%
19.65%
19.78%
19.67%
19.70%
W%
2001%
18.96%
19.05%
19.16%
18.35%
18.22%
18.3%
17.89%
18.02%
18.02%
18.18%
18.38%
18.02%
16.05%
16.10%
15.79%
16.33%

Summary Information {January 1992 - April 2002)

Average Risk Premium: 18.00%

Sources: The Value Line Investment Survay: Ratings & Reports for each quarter. High Risk Premium: 30.51%
St. Louls Federal Reserve Website: http:/iwww.stis.frb.org/tred/datalicatesigs30

Yahoo Finance at: Low Risk Premium: 5.53%

http:/fwraw investopadiacomioftsite.aspTURL=http:iguote yahoo.comiqTe="4ASETYX&d=Ty
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MolYear

Jan 1992
Feb
Mar
Apr
May
Jun
SJul
Aug
Sep
Oct
Hov
Dec
Jan 1993
Feb
Mar
Apr
May
Jun
dud
Aug
Sep
Oct
Nav
Dec
Jan 1994
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Qct
Nov
Dac
Jan 1995
Fab
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Oec
Jan 1996
Feb
Mar
Apr
May
Jun
Jul
Aug
Sap
Oct
Nov
Dec

Sources: The Value Line Investment Survey: Ratings & Reports for each quarter.
St. Louis Federal Reserve Website: http:/iwww.stls frb.orgffred/datafirates/gs30

Small Telephone Company Eamings lrvastigation

Average Risk Premium Above the Yields of 30-Year U.S. Treasury Bonds
for Verizon Communication's Expected Returns on Common Equity

Verizon's

Expected
ROE

17.50%
17.50%
17.50%
17.50%
17.50%
17.50%
17.50%
17.50%
17.50%
17.00%
17.00%
17.00%
18.00%
18.00%
18.00%
18.50%
18.50%
18.50%
18.00%
18.00%
12.00%
18.50%
18.50%
18.50%
18.50%
18.50%
18.50%
18.50%
18.50%
13.50%
18.00%
18.00%
13.00%
25.00%
25.00%
25.00%
24.50%
24.50%
24.50%
25.50%
25.50%
25.50%
25.50%
25.50%
25.50%
25.50%
25.50%
25.50%
25.00%
25.00%
25.00%
25.00%
25.00%
25.00%
25.50%
25.50%
25.50%
25.50%
25.50%
25.50%

Yahoo Finance at:

hap:/fwww.investopedia.comfoffaite.asp PURL=htip:/lquote.yahoo.com/qts=%SETYX&d=1y

30-Year

t.5. Treasury

Bond

Yields

7.58%
7.85%
7.97%
7.96%
7.89%
7.84%
7.60%
7.39%
7.34%
7.53%
T.61%
7.44%
7.34%
7.09%
6.82%
6.85%
6.92%
6.81%
6.63%
6.32%
£.00%
5.94%
6.21%
6.25%
6.29%
6.49%
6.81%
7.27%

« TA%
7.40%
7.58%
T.49%
I.71%
7.94%
8.08%
1.57%
7.85%
T.61%
7.45%
7.36%
6.95%
6.57%
6.72%
6.86%
6.55%
6.37%
6.26%
6.06%
6.05%
6.24%
6.60%
6.79%
£.93%
7.06%
7.03%
6.84%
7.03%
5.81%
6.48%
6.55%

Vertzon's
Risk

Premium

9.92%

9.65%

9.53%

9.54%

9.61%

9.66%

9.90%
10.11%
10.16%

S.4T%

9.39%

9.56%
10.66%
10.81%
11.18%
11.65%
11.58%
11.69%
11.37%
11.68%
12.00%
12.56%
12.29%
12.25%
12.21%
12.01%
11.59%
11.23%
11.09%
11.10%
10.42%
10.51%
10.29%
17.06%
16.92%
17.43%
16.65%
16.89%
17.05%
18.14%
18.55%
13.93%
18.78%
15.64%
13.95%
19.13%
19.24%
19.44%
13.95%
18.76%
18.40%
18.21%
18.07%
17.94%
18.47%
18.66%
18.47%
18.69%
19.02%
18.95%

30-Year
Verizon's .5, Treasury
Expeacted Bond
Mo/Year ROE Ylelds
Jan 1997 25.50% 6.83%
Fab 25.50% 6.69%
Mar 25.50% 6.93%
Apr 25.50% 7.09%
May 25.50% ©6.94%
Jun 25.50% 6.77%
Jul 25.00% 6.51%
Aug 25.00% 6.58%
Sep 25.00% 6.50%
Oct 23.00% 6.33%
Nov 23.00% 6.11%
Dac 23.00% 5.99%
Jan 1998 20.50% 581%
Feb 20.50% 5.59%
Mar 20.50% 5.95%
Apr 10.00% 5.92%
May 10.00% 5.93%
Jun 10.00% 5.70%
Jul 24,50% 5.68%
‘Aug 24.50% 5.54%
Sep 24.50% 5.20%
Qct 24.00% 5.01%
Nov 24.00% 525%
Cec 24.00% 5.06%
Jan 1899 24.00% 5.16%
Feb 24.00% 5.37%
Mar 24,00% 5.58%
Apr 23.00% 5.55%
May 23.00% 5.81%
June 23.00% 6.04%
July 30.50% 5.98%
Aug 20.50% 6.07%
Sept 30.50% 6.07%
Oct 30.50% 6.26%
Nov 30.50% 6.15%
Dec 30.50% 6.35%
Jan 2000 29.00% 6.63%
Feb 29.00% 6.23%
March 29.00% 6.05%
Apr 2%.00% 5.85%
May 29.00% 6.15%
June 29.00% 5.93%
Juty 29.50% 5.85%
Aug 29.50% 5.72%
Sept 29.50% 5.83%
Oct 41.50% 5.80%
Nov 41.50% 5.78%
Dec 41.50% 5.43%
Jan 2001 37.50% 5.54%
Feb 37.50% 5.45%
March IT.50% 5.34%
Apr 30.00% 5.65%
May 30.00% 5.78%
June 30.00% 5.67%
July 22.50% 5.61%
Aug 22,50% 5.48%
Sept 22.50% 5.43%
Oct 22.00% 5.32%
Nov 22.00% 5.12%
Dec 22.00% 5.48%
Jan 2002 21.50% 5.45%
Feb 21.50% 5.40%
Mar 21.50% 571%
Apr 21.50% 5.67T%

Summary information {January 1992 - April 2002)

Average Risk Premium: ’ 17.27%
High Risk Premium: 36.01%
Low Risk Premium: 4.07%

Schedule 10-4

Verizon's
Risk

Premium

18.67%
18.81%
18.57T%
18.41%
18.56%
18.73%
18.43%
18.42%
18.50%
16.67%
16.89%
17.01%
14.69%
14.61%
14.55%

4.08%

4.07%

4,30%
18.82%
18.98%
19.30%
18.99%
12.75%
10.94%
12.84%
18.63%
18.42%
17.45%
17.18%
16.96%
24.52%
24.43%
24.43%
24.24%
24.35%
24.15%
22.37%
22.77%
22.95%
23.15%
22.85%
2307%
23.65%
23.78%
23.67%
35.70%
I5.12%
36.01%
31.96%
32.05%
32.16%
24.35%
24.22%
24.33%
16.89%
17.02%
17.02%
16.68%
16.88%
16.52%
16.05%
16.10%
15.79%
15.83%
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Small Telephone Company Earnings Investigation

Risk Premium Cost of Equity Estimates
for the Four Telecommunications Companies

(30-Year Treasury)
{1} (2) )]
April 2002 Cost of
30-Year U.S. Equity Common
Company Name Treasury Yield Premium Equity
BellSouth Corporation 5.67% 11.95% 17.62%
CenturyTel Inc. 5.67% 7.01% 12.68%
SBC Communications, inc. 5.67% 18.00% 23.67%
Verizon Communications 5.67% 17.27% 22.94%
Average 13.56% 19.23%
NOTES:

Column 1 = The appropriate yield is equal to the average 30-year U.S. Treasury Bond yield for April 2002 which was obtained from Yahoo Finance at
hitp:/fwww.investopedia.com/offsite.asp 7URL=http://quote yahoo.com/q75=%SETYX&d=1y

Column 2 = The equity premium represents the average positive difference between the Company’s expected return on common equity as reported in The Value Line
Investment Survey: Ratings & Report and the average yield on 30-year U.S. Treasury Bonds from January 1992 through April 2002.

See Schedules 10-1 through 10-4,

Column 3 = Column 1 + Column 2.
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Small Telephone Company Earnings Investigation

Capital Asset Pricing Model (CAPM) Cost of Equity Estimates

for the Four Telecommunications Companies

(1} (2) (3) (4)
Market Cost of
Risk Free Company's Risk Common
Company Name Rate Beta Premium Equity
BellSouth Corporation 5.67% 0.75 7.00% 10.92%
CenturyTel Inc. 567% 1.05 7.00% 13.02%
SBC Communications, Inc. 5.67% 0.75 7.00% 10.92%
Verizon Communications 567% NA 7.00% NA
Average 0.85 11.62%
NOTES:

Column 1 = The appropriate yield is equal to the 30-Year U.S. Treasury Bond yield for April 2002 which was obtained from Yahoo Finance at
hitp:/fwww.investopedia.com/offsite.asp?URL=htip:/fquote.yahoo.comiq7s=%5ETYX&d=1y

Column 2 = Beta is a measure of the movement and relative risk of an individual stock to the market as a whole as reported by The Value Line Investment Survey:

Ratings & Reports, April 5, 2002.

Column 3 = The Market Risk Premium is the amount over the Risk Free Rate that is demanded by investors for holding a portfolio of equal risk to the market,
and was reported by Ibbotson Associates, Inc. in Stocks, Bonds, Bills, and Inflation: 2002 Yearbook. See Table 2-1, Arithmetic Mean (large company stocks less

long-term government bonds).

Column 4 = [Column 1 + (Column 2 * Column 3)].



Small Telephone Company Earnings Investigation

Cost of Common Equity Summary

Cost of Weighted Cost
Common of Common
Weighting of Equity Equity

Method Method Estimate Estimate
DCF 75.00% 10.69% 8.02%
Risk Premium 10.00% 19.23% 1.92%
CAPM 15.00% 11.62% 1.74%
Estimated Overall Cost of Common Equity 11.68%

for the Four Telecommunications Companies

Notes:

See Schedule 9 for DCF Estimated Cost of Common Equity.

See Schedule 11 for Risk Premium Estimated Cost of Common Equity.

see Schedule 12 for CAPM Estimated Cost of Common Equity.

Scheduie 13
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Capital Asset Pricing Model (CAPM) Unlevered Beta Cost of Equity Estimates
for the Four Telecommunications Companies

iy {2) (3 4) (5) (6) N
Market Costof  Unlevered Cost
Risk Free Company’s Company's Risk Common of Common Adjusment

Company Name Rate Original Beta Unlevered Beta Premium Equity Equity for Leverage
BellSouth Corporation 5.67% 075 0.49 7.00% 10.92% 9.09% 1.83%
CenturyTel Inc. 567% 1.05 0.69 7.00% 13.02% 10.50% 2.52%
SBC Communications, Inc. 5.67% 0.75 0.56 7.00% 10.92% 9.58% 1.34%
Verizon Communications 5.67% NA NA 7.00% NA NA NA

Average 0.85 0.58 11.62% 9.72% 1.90%
NOTES:

Columnn 1 = The appropriate yield is equal fo the average 30-year U.S. Treasury Bond yield for Aprif 2002 which was obtained from Yahoo Finance at
http:h’www.investopedia.com!offsiie.asp?URL=hﬂp:.flquote.yahoo,com,'q?s=%5ETYX&d=1y

Column 2 = Beta is a measure of the movement and relative risk of an individual stock to the market as a whole as reported by The Value Lina Investment Survey:

Ratings & Reports, April 5, 2002.

Column 3 = B,/ [1+(1-T)D/Ej Where B = levered beta; T = tax rate as reported by Value Line; and D/E = the debt to equity ratio according to

Value Line information

Column 4 = The Market Risk Premium is the amount over the Risk Free Rate that is demanded by investors for holding a portfolio of equal risk to the market,

and was reported by Ibbotson Assaciates, Inc. in Stocks, Bonds, Bills, ang Inflation: 2002 Yearboak. See Table 2-1, Arithmetic Mean {large company stocks less

long-term government bonds).

Cotumn & = [Column 1 + {Column 2 * Column 4}].
Column 6 = [Colurn 1 + {Column 3 * Column 4)]
Column 7 = Column 5 - Column 6

NA = Not Available

Source: The Value Line Investment Survey: Ratings and Reports, April §, 2002,
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Capital Asset Pricing Model (CAPM) Unlevered Beta Cost of Equity Estimates

for the Six Telecommunications Companies

(1) {2) (3) . 8 (5) (6) "
Market Costof  Unlevered Cost
Risk Free Company's Company's Risk Common of Common Adjusment

Company Name Rate Original Beta Unlevered Beta Premium Equity Equity for Leverage
ALLTEL Corpoeration 5.67% 0.85 0.55 7.80% 12.30% 9.96% 2.34%
BellSouth Corporation 5.67% 0.85 0.61 7.80% 12.30% 10.42% 1.88%
Century Tel Inc. 5.67% 1.00 0.52 7.80% 13.47% 9.70% 3.77%
SBC Communications, Inc. 5.67% 0.85 063 7.80% 12.30% 10.61% 1.69%
Telephone & Data Systems 5.67% 0.80 0.55 7.80% 11.91% 9.93% 1.98%
Verizon Communications 5.67% NA NA 7.80% NA NA NA

Average 0.87 0.57 12.46% 10.12% 2.33%
NOTES:

Column 1 = The appropriate yield is equal to the average 30-year U.S. Treasury Bond yield for June 2001 which was obtained from the
5t. Louis Federal Reserve Websita. hitp:/hwww.stls. frb org/fred/data/irates/gs30.

Colurnn 2 = Beta is a measure of the movement and relative risk of an individual stock to the market as a whole as reported by The Value Line Investment Survey:

Ratings & Reports, Apdl 6, 2001.

Column 3 = B / [1+(1-T)D/E] Where B, = levered beta; T = tax rate as reported by Value Line; and D/E = the debt to equity ratio acconding to

Vatua Line information

Column 4 = The Market Risk Premium is the amount over the Risk Free Rate that is demanded by investors for holding a portfolio of equal risk to the market,

and was reported by Ibbotson Associates, Inc. in Stocks, Bonds, 8ills, and Inflation: 2000 Yearbook. See Table 2-1, Arithmetic Mean (large company stocks less

long-term government bonds).

Column 5 = [Column 1 + {Column 2 * Column 4}].

Column & = [Column 1 + {Column 3 * Column 4)]
Column 7 = Column 5 - ColumnB * °

NA = Not Available

Source: The Value Line lnvestment Survey: Ratings and Reports, April 6, 2001,
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Capital Asset Pricing Mode! (CAPM) Unlevered Beta Cost of Equity Estimates
for the Five Telecommunications Companies

! (2 @ (@) () (8) Yl
Market Costof  Unlevered Cost
Risk Free Company's Company's Risk Common of Common Adjusment
Company Name Rate Original Beta Unlevered Beta Premium Equity Equity for Leverage
ALLTEL Corporation 5.81% 0.75 0.49 7.80% 11.66% 9.65% 2.01%
AT&T Corporation 5.81% 0.95 0.82 7.80% 13.22% 12.20% 1.01%
BellSouth Corparation 5.81% 0.85 0.60 7.80% 12.44% 10.47% 1.97%
Century Tel inc. 5.81% 0.95 0.55 7.80% 13.22% 10.08% 3.14%
SBC Communications Inc. 5.81% 0.85 0.59 7.80% 12.44% 10.41% 2.03%
Average 0.87 0.61 12.59% 10.56% 2.03%
NOTES:

Column 1 = The Risk Free Rate of Interest which is equat to the 30-year U. S. Treasury Rate as quoted in The Wall Street Journal, Oclober 17, 2000.

Column 2 = Beta is a measure of the movement and relative risk of an individuat stock to the market as a whole as reported by The Value Line Investment Survey:
Ratings & Reports, August 4, 2000.

Column 3 = B_ / [1+(1-T)D/E) Where B = levered beta; T = {ax rate as reported by Value Line; and D/E = the debt to equity ratio according to

Value Line information

Column 4 = The Market Risk Premium is the amount over the Risk Free Rate that is demanded by investors far holding a porifolio of equal risk to the market,
and was reported by [bbotson Assaciates, Inc. in Stocks, Bongs, Bills, and Inflation: 2000 Yearbook. See Table 2-1, Arithmetic Mean (large company stocks less

long-term government bonds).

Column 5 = {Column 1 + (Column 2 " Column 4)].

Column 8 = [Column 1 + (Celumn 3 * Column 4)]

- Column 7 = Column 5 - Column &

Source: The Value Line investment Survey: Ratings and Reports, July 7, 2000,



Unlevered Adjustment to Return on Equity Averages for the 2002, 2001, and 2000 Small Telephone Studies

%)) 2) (3)
Average  Unlevered " Unlevered
Year Levered ROE Adjustment ROE
2002 11.68% 1.90% 9.78%
2001 13.47% 2.33% 11.14%
2000 14.25% 2.03% 12.22%

Average  11.05%

NOTES:
Column 1 = Final estimated cost of commaon equity from the small telephone studies
Column 2 = Column 7 from Schedules 14, 15 and 16

Column 3 = Column 1 - Column 2

Source: 2002, 2001 and 2000 small telephone studies
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Average High ROE's for the 2002, 2001, and 2000 Smail Telephone Studies

High
Year Levered ROE's
2002 12.22%
2001 17.35%
2000 15.92%
Average 15.16%

Source: 2002, 2001 and 2000 small telephone studies
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BPS Telephone Company
Rate Review

Weighted Cost of Capital
BPS Telephone Company
as of December 31, 2001

Weighted Cost
of Capital Using
Common Equity

Capital Percentage Embedded Return of:

Capital Component Dollars of Capital Cost 11.57%
Common Stock Equity $ 7,906,873 87.24% — 10.09%
Long-Term Debt 1,156,667 12.76% 8.56% 1.02%
Short-Term Debt 0 0.00% 0.00% 0.00%
Total 9,063,540 100.00% 11.19%

Schedule 19



