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Telecommunication Companies

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

Small Telephone Company Earnings Investigation

Criteria for Selecting Local Exchange Industry Companies

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

ALLTELCorpostion Yes Yes Yes Yes Yes No

AT&T Corporation Yes Yes Yes Yes No

BellSouth Corporation' 'Yes Yen ' .l'k "Yda ` .,Yes. hYea ' . :Yas` ' Yas

eroadwlngInc. Yes Yes No

Century YetInc . ?" Yes rvss°
CltiunsCommmunications Yes Yes No

Commonwealth Telephone Enterprises, Inc. Yes Yes No
CovISt.Communications,lnc . Yes No

Dycom industries, Inc. Yes Yes No

I-Link Corp, Yes No
NTELOS,Inc . Yes Yes No

WCCerprouaipatlons,Inc, : Yes Yes - 1 Yn ;- Yae `,,' Yes Yes

Sprint Corporation Yes Yes No

Telephone& Data Yes Yes Yes Yes Yes No

United States Cellular Corporation Yes Yes No

varho~Y Communicellons. Yes ,' Yes . Yes..' ° Y Yes Sies r Yu

WorldCornInc. Yes Yes No

(1) (2) (3) (4) (5) (6) (5)

- Debt to LEC Comparable

Stock Information 11 Years of Total (includes RBOC'3 WlrellnelLandline Company

Publicly Printed In DIPS &EPS Capital and RLEC's, Operations Revenue Met All
Traded Value Line Information < 62% but not CLECS' >40% Criteria



Small Telephone Company Earnings Investigation

Four Telecommunications Companies

Source :

	

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

Ticker
Number Symbol Company Name

1 BLS BellSouth Corporation
2 CTL CenturyTelInc .
3 SBC SBC Communications, Inc.
4 Vz Verizon Communications



Small Telephone Company Earnings Investigation

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

"'

Source :

	

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

Number Company Name

Times Interest
Earned

12/31/2001

Common
Equity Ratio

(2001)

Return on
Common
Equity
(2001)

1 BellSouth Corporation 5 .40 x 54.40% 21 .40%
2 CenturyTelInc . 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%



Small Telephone Company Earnings Investigation

BellSouth Corporation

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

Average of Historical Growth Rates :

Standard Deviation :

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

Schedule 4- 1

Dividends Earnings Book Value
Year Per Share Per Share Per Share
1991 0.69 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 0.71 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 2.11 9.79

DPS

Annual Compound Growth Rates

EPS BVPS

1991-2001 0.97% 10.46% 3.79%

1996-2001 1 .09% 10.69% 7.94%

Geometric Growth Rates

DPS EPS BVPS

1991 -2001 0.97% 10.46% 3.79%

1996-2001 1 .09% 10.69% 7.94%

DPS EPS BVPS

1 .03% 10.58% 5.87

0.06% 0.11% 2.08%



Small Telephone Company Earnings Investigation

CenturyTel Inc .

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

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

Average of Historical Growth Rates :

Standard Deviation :

Schedule 4-2

Dividends Earnings Book Value
Year Per Share Per Share Per Share
1991 0.13 0.36 3.02
1992 0.13 0.53 3 .50
1993 0.14 0.58 4.45
1994 0.14 0.73 5 .38
1995 0.15 0.85 6.64
1996 0.16 0.95 7 .56
1997 0.16 1 .09 9.46
1998 0.17 1 .42 11 .03
1999 0.18 1 .65 13.15
2000 0.19 1 .55 14.39
2001 0.20 1 .40 16.49

DIPS

Annual Compound Growth Rates

EPS BVPS

1991-2001 4.40% 14.55% 18.50%

1996-2001 4.56% 8.06% 16.88%

Geometric Growth Rates

DPS EPS BVPS

1991-2001 4.40% 14.55% 17.82%

1996-2001 4.56% 8.06% 16.16%

DPS EPS BVPS

4.48% 11.31% 17.34%

0.08% 3.24% 0.89%



Small Telephone Company Earnings Investigation

SBC Communications, Inc .

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

Average of Historical Growth Rates :

Standard Deviation :

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

Schedule 4-3

Dividends Earnings 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
1994 0.79 1 .37 6.86
1995 0.83 1 .55 5.13
1996 0.86 1 .73 5 .70
1997 0.90 1 .84 5 .38
1998 0.94 2.08 6.52
1999 0.97 2.15 7 .87
2000 1 .01 2.26 9.00
2001 1 .02 2.35 9.69

DPS

Annual Compound Growth Rates

EPS BVPS

1991-2001 3.69% 9.37% 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

3.41% 7 .42% 6.98%

0 .23% 1 .51% 4.22%



Small Telephone Company Earnings Investigation

Verizon Communications

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

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

Notes : 'Represents an estimate by Value Line .

Average of Historical Growth Rates:

	

1.76%

	

7.22%

	

6.81%

Standard Deviation :

	

0.27%

	

1."%

	

3.42%

Schedule 4-4

Dividends Earnings Book Value
Year Per Share Per Share Per Share
1991 1 .26 1 .71 9 .89
1992 1 .30 1 .62 9 .00
1993 1 .34 1 .70 9.43
1994 1 .38 1 .77 6.97
1995 1 .40 1 .94 7 .63
1996 1 .43 1 .98 8 .48
1997 1.49 2.48 8 .24
1998 1.54 2.72 8.39
1999 1 .54 3.01 10 .24
2000 1 .54 2 .91 9.25
2001 1 .54 3 .00 13 .80

DPS

Annual Compound Growth Rates

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



Expected Dividends Per Share, Earnings Per Share, & Return On Common Equity
for the Four Telecommunications Companies

Notes :

	

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

Sources :

	

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

Small Telephone Company Earnings Investigation

(3)

	

(4) (5) (S)

Company Name__-

2002
Projected

DIPS

2003
Projected

DIPS Expected DPS

2002
Projected
EPS

2003
Projected

EPS Expected EPS

2002
Projected
ROE

2003
Projected
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%

Verlzon Communications $1 .54 $1 .60 $1 .57 $3.25 $3.45 $3.35 21 .50% 21 .50% 21.50%



Notes:

	

Column 4 = [1-(Column 1 / Column2))
Column 5 = (Column 3' Column 4]

Small Telephone Company Earnings Investigation

Sustainable Growth Rates
for the Four Telecommunications Companies

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.

Company Name

(1)

Expected DPS

(2)

Expected EPS

(3)

Expected ROE

(4)

Retention
Rate

(5)

Sustainable
Growth

BellSouth Corporation $0.78 $2.50 20.50% 68.80% 14.10%
CenturyTelInc . $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%



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

Notes :

	

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

Small Telephone Company Earnings Investigation

Sources:

	

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 System (Utility Sector

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

(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%
CenturyTelInc . 11 .04% 10.35% 10.30% 12.00% 13.50% 11 .54% 11 .29%
SBCCommunications, 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%



Small Telephone Company Earnings Investigation

Average High/Low Stock Price for January 2002 through April 2002
for the Four Telecommunications Companies

Notes : Column 9 = [(Sum of Columns 1 through 8) / 8]

Sources : S&P Stock Guides: May 2002, April 2002, March 2002, February 2002

(1) (2) (3) (4) (5) (6) (7) (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
CenturyTelInc . $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 3 = [Column 1 / Column 2]
Column 5 = [Column 3 + Column 4]

Small Telephone Company Earnings Investigation

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

Sources:

	

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.
Column 4 = Schedule 7 .

(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 0 .71% 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%



Small Telephone Company Earnings Investigation

Average Risk Premium Above the Yields of 30-YearU.S . Treasury Bonds
for BellSouth Corporation's Expected Returns on Common Equity
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Schedule 10-1

]0-rear M-y ..
Ba05Mh'a U.S. Treasury 6e1190ptr'a Baglpau1r1 U.S. Treasury ttel
F9 pactad Bond Risk Eed el

Ris
k

ROE Yl _Premium ROE Yield. Premiuman
Jan

1992
12 .50%

1M
7.55% 0.97%

Jan 1997
19 .00% 683%

12.17%

Feb 12 .50% 7.95% .65% Feb 19 .00% 6.69% 12 .31%
Mar 12 .50% 7.97%

4
. r 19 .0% 693% 1207%

Apr 12 .50% 7.96% 4.54%1%
Ap
Apr 19 .00% 7.09% 11 .91%May 1250% 7.89% 4.61% May 19 .0% C94% 12.0%Jun

12 .50% 7.84% 196%
Jun

19 .0% 6.77% 1213%
Jug 12 .50% 7.60% 4.90% Jug 19.0% 6.51% 1219%
Aug 12 .50% 7.39% 5.11% Aug 19.00% 6.58% 1212%
Gap 1250% 7.30% 5.16% Set

Sao
19.00% 6.50% 4.50%

Oct 120% 7.57% 437% Oct 19.0% 6.33% 1267%
c 120% 7.61% 0.39% Roc 19.0% 6.11% 12 .89%Dec

120% 734% 4.56% Dec 19.00% 5.99% 13 .09%
Jan 1993 120% 7.

Jan
1998 19.00% 5.91% 13 .19%

Feb 1250% 7.0119% 5.6
&41%

Feb 19.00% 5.89% 13 .17%
Mar 12 .0% &82% 5.68%6% Mar 19.0% 5.95% 13 .05%
Apr 1250% 695% 5.65% Apr 19.50% 5.92% 13 .58%
Man 12 .0% 6.93% 5.50% May 19.0% 5.93% 13 .57%
Jun 1250% 681% 5.69% Jun 19.0% 5.70% 13 .80%
Jul 120% 6.63% 5.37% Jug 19.00% 5.68% 13 .]2%
Au9 120% 6.72% 5.641% Aug 19.00% 5.54% 13 .46%
Up - 120 5.00 6.0 gap 19.0 0 5.20% 1S3.80%
Oct 120% 691% 6.0% Oct 20 .00% 5.117% 14 .99%
No, 1200% 631% 5.79%

No
Roc 2010% 5.25% 14 .75%Dec 120% 6.25% 5.75% Dec 20.0% 5.06% 14 .91%Jan

1994 13.0% 639% 721% Jan 1999 22.0% 5.16% 117.3a%
Feb 13.0 619 7.0 1 Feb 2250 5.37% 1T7.92%
Mar 1630% 691% 6.59% Mar 2250% 5.58% 16 .92%
Apr 15.0% 7.27% 7.79% Apr 23 .50% 5.55% 17 .95%May 15.0% 7.11% 7.59% May 2150% 5.81% 17 .69%Jun

15.0% 7.10% 7.0% July 2150% .04% 17 .46%
Jul 160% 7.58% 7.12% July 2150%

5
.98% 17.53%

Au9 150% 7.49% 7.59% Aug 2150% 6.07% 17 .43%
Sat 160% 7.71% 7.29% t 23.0% 6.07% 17 .4]%
Oct 1150% 7.94% 6.56%

Oct
24 .11% 636% 18 .31%No

Roc 760% 8.08% 612% Nov 24.0% 6.15% 18 .35%Dec 14 .0% 7.87% 6.65% 0 24.0% 6.35% 18 .15%
Jan 1995 1600% 7.85% 7.15%

Jan
300 26 .00% 6.63% 19 .37%

Feb 15.0% 7.61% 7.59% Feb 260% 633% 19 .77%
Mar 150% 735% 7.55% Marts 260% 6.0% 19 .95%
Aa
A,

14.0% 7.76% 7.14% Apr 26.0% 5.85% 30 .15%May a.Y% 695% 7.55% May 26.0% 615% 19 .05%
Jun

l10%
657% 7.93% June 26.0% 5.97% 20.07%

Jul 17.0% 6.72% 10.76% July 2310% 5-0SX 17.15%
Aup 17.0% 6.56% 10.95% Aug 23.0% 172% 1738%
Sap, 111:0% 6.55% 10.95% Sept 23.0% 683% 17.17%
OQ 1&0X &77% 11 .63% OR 23 .50% 5.80% 17.70%
Roc 1 .0% 636% 11.74% Roc 23 .0% 678% 17.72%
Dec 189.00% 6.05% 12.91% o« 2650% 649% 16.111%
e 1996 19 .110% 6.115% 4.95% en 2001 23 .00% 5.51% 17.16%Feb

1910% 631% 12.76% Feb 23 .0% 5.15% 17.55%
Mar 19 .00% 660% 4.10% March 23 .0% 5.36% 17.66%
A, a.50% 6.79% 11.71% Apr 23.0% 5.65% 17.35%May

l&0%
6.93% 17.57% May 23.0% 5.78% 1732%

Jun 19.0% 7.06% 11.14% June 23 .0% 5.67% 17.11%
Jul 19 .00% 7.03% 11.97% July 21 .0% 661% 15.89%
Aug 19 .0% 6.64% 12.16% Aug 27.0% 5.48% 16.02%
Sat 19.0% 7.03% 11.97% Sept 21 .0% 5.18% 16.02'.4
Orl 19.95% 6.91% 12.59% Oa 21 .00% 5.33% 15.66%
Rev 19.00% 6.49% 12.52% Rev 21 .00% 5.12% 15.59%
Dec 19.0% 6.55% 12.0.5% Dec 21 .00% 5.48% 15.52%

Jan 200 21.0% 5.15% 16.05%
Feb 21 .0% 5.40% 16.10%

r 21 .0% 5.71% 15.79%Ap
Apr 21 .00% 567% 15.]]X

Summarv Information (January 1992 -April 2002)

Average Risk Premium: 11.95%

Sources: The Value Line Investment Survey : Ratings & Reports for each quarter. High Risk Premium: 20.15
St. Louis Federal Reserve Website: http :t/w .stl5.frr.orgHredldatafirateslgs30
Yahoo Finance at : LowRisk Premium: 4.39%



Small Telephone Company Earnings Investigation

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

Summary Information (January 1992 -April 20021

Sources: The Value Line Investment Survey : Ratings &Reports for each quarter.
St . Louis Federal Reserve Websile: http ://www .stls.frb .org/fred[datariiratesigs3D
Yahoo Finance at :

bnp:a...." .mw"eon"4,1.cw ,room....r, 1ua4 "nnF:nar01 ".v"b"e.cenra7.-%sslvxacly

Schedule 10-2

30-Year Wye.,Cerdurc Fare U.S . 7rsasury C ere Century
rare

U.S . Treasury OeiaursrareExpected Bona
Rick
Rlak ExgdW Send Risk-a ROE -100 premium Mary.., ROE Yblda PnnlumJan 1992 12.50% 7.58% 4.92% Jan 1997 13.50% says 6.6mFeb 12.50% 7.85% 0.65% Feb 1150% 6,69% 6.81%Mar 1150% 7.97% 4.51% Mar 13 .50% 6.93% 6.57%Apr 1100% 7.96% 5.04% Apr 13 .00% 7.09% 5.91%May 13.00% 7.89% 5.11% May 13 .00% 6.94% 606%Jun 13.0% 7.64% 5.16% Jun 13 .00% 6.77% 631%Jul 11.50% 7.60% 5.90% Jul 13 .0m 8.51% 6.49%Aug 1150% 779% 6.11% Aug 13 .00% &SB% 6147%Up 13.50% 7.34% 6.16% Sap 13 .0% 6,50% &5m,Oct 14.50% 7.0% 6.97% Ors 13.00% &11% &67%Nor 14.50% 7.61% 6.89% Nor 13.0% 6.11% 6,89%Dac 14.50% 7.44% 7.06% Dec 13.0% 5.99% 7.01%Jan 1993 15.50% 7.34% 11.16% Jan 1998 13.50% 5.81% 7.69%Feb 16,50% 7.0% 9.41% Feb 13.50% 5.89% 7.61%Mar 15.50% 6.82% &68% Mar 13.5m 5.95% 7.55%Apr 16,0% 6.85% 9.15% Apr 13.00% 592% 7.08%May 16.00% 6.92% 9.08% May 1100% S9m 7.07%Jun 16.00% 6.81% 9.19% Jun 13.0% &70% 7.30%Jul 16.50% 6.63% 9.87% Jul 1100% 5.611% 7.32%Aug 76.50% 6.32% 10.18% Aug 13.00% 5.54% 7.46%

sap 16.50% 6.00% 10.50% Up 13.00% 5.20% 7.00%Oct 14.50% 5.94% 8.56% Oct 12.50% 5.01% 7.49%Nov 14.50% 6.21% 8.29% Nov 12.50% 535% 735%Dec 1150% 6,25% 8.25% Dec 1250% 5.06% 7.44%Jan IM 1&00% 6.29% 8.71% Jan INS 13.00% 5.16% 8.36%Feb 15.0% 6.49% 8.51% Feb 13.50% 5.37% 8.13%Mar 15.0074 691% 11 .0% Mar 13.50% 5.58% 7.92%Apr 1250% 737% 5.23% Apr 13.50% 5.55% 7.95%May 1250% 70.1% 5.09% May 13.50% 5.81% 7.69%Jun 12 .50% 7140% 5.10% June 13.50% &04% 70.6%Jul 14.00% z58% 6.42% July 14.00% 5.98% 8.02%Aug 74,00% 7AS% 6.51% Aug 14.00% 6.07% 7.91%Up 14.00% 7.71% 63% Sept 14.00% &am 7.93%Oct 13 .00% 7.94% 5.56% Oct 13.50% &26% 734%Nor 13.0% 6.08% Sam No, 13.50% 6,15% 7.35%Dec 13 .0% 7Am 5167% Dec 1150% 6.35% 7.15%Jan 1995 15 .50% 7.85% 7.65% Jan200 13.50% 6.63% 6.61%Feb 15 .50% 7.61% 7.89% Feb 13.50% 623% 737%Mar 15 .50% 7.45% &as% March 13.50% 6.05% 7145%Apr 14 .50% 7.16% 7.14% Apr 12 .50% 5.85% 6,65%May 14.50% 6.95% 7.55% May 12 .50% 6.15% 6.15%Jun 14 .50% 6.5m 7.93% June 12 .50% 5.93% &SmJul 15.00% 6.7m 8.28% July 12 .50% 5.85% 665%Aug 15.00% 6.86% 8.14% Aug 12 .50% 5.73% 678%
Sap 15.00% 6.55% 8.45% Sept 12 .50% 5.83% 6.67%Od 10.50% 6.37% 8.13% Oct 11 .00% 5.80% 530%Nov 14.50% 636% 834% Nw 11 .00% 5.79% 5.73%Dac 14.50% 6.00% 8.44% Dec 11 .00% 5.49% 5.51%Jan 1996 15.50% 6.05% 9.45% Jan 2001 11 .50% 5.54% 5.96%Feb 15.50% 634% 936% Feb 11 .50% 5.45% 6.05%Mar 15.50% 6.0% 5.90% Mardi 11 .50% &X% 6.16%Apr 13.00% 6.79% 631% Apr 11 .50"14 5.65% 5.85%May 13.0% 6,93% 697% May 11 .50% 5.78% 5.72%Jun 13.0% 7.06% 5.94% June 11 .50% &67% 5.83%Jul 13.50% 7.03% 60.7% July 11 .50% 5.61% 5.89%Aug 13.50% 6.114% 6.66% Aug 11 .50% 5.48% 6.02%Sep 17.50% 7.03% 6.4m Sept 11 .50'.4 148% 6.02%Oct 13.50% 6.81% 6.69% OG 11.50% 5.32% 6.18%NW 13.50% 6,48% 7.02% Nor 11.50% 5.12% 6.38%Dec 13.5074 6.55% 6.95% Dec 11 .50% 5.48% 6.02%

Jan 2002 11.50% 5.45% 6.05%
Feb 11.50% 5.40% 6.10%
Mar 11.50% 5.77% 5.79%
Apr 11.50% 5.67% 5.83%

Average Risk Premium: 7.01%

High Risk Premium: 10.50%

Low Risk Premium: 4.53%



Small Telephone Company Earnings Investigation
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Schedule 10-3

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

W-Yea 50 Year
SBCi U.S.Tnawry Sac'. sac-. U.S .Treasury sac's

Eapepee Bone Risk Eapepae Bone Risk
Yo/rear ROE yields Premium Morriuv ROE Yields Premium
T.-1N2 1150% 7.58%

592%
592% Jan

1297
1997 27.00%

6.113
.83%

20.17%
.77%

rab 11504 7.85% 565% Fab 27.00% 6.69% 2097%
Mar 13.50% 797% 553% Mar 27.00% 6.93% 20.07%
Apy 1150% 7.96% 5.61% Nay 35.50% 7.99% 20.56%
May 13.50% 7.89% 5.61% May 35.50% 6.91% 28.56%
Jun 73.50% 7.50% 5.66% Jun 35.50% 6.77% 28.73%
Jul 7150% 7.60% 5.90% Jul 30.00% 6.51% 21.19%
Sup 73.50% 7.39% 6.11% Aug 30.00% 6.50% 2112%Sao 1150% 731% 6.16% gap 30.00% 6.50% 29.50%
Oct 7100% 7.53% 6.17% Od 36.50% 6.33% 30.17%
Nov 11.00% 7.61% 6.59% e 36.50% 6.11% 30.39%
Dec 11.00% 7.14% 6.56% Dec 36.50% 5.99% 30.51%
Jan 1993 11.50% 7.31% 7.16%

Jan
7998 30.00% 5.8756 28.19%

Fab 1"50% 7.09% 7.11% Fab 10.00% 5.89% 29.11%
Mar 7&50% 6.82% 7.68% Mar 30.00% 5.95% 28.05%
Apr 1&50% 6.85% 11.65% Rpr 31 .50% 5.92% 25.58%
May 1050% 6.92% 77.58% May 37 .50% 5.93% 73.57%
Jun 78.50% 6.81% 11.69% Jun 31 .50% 5.70% 25.0%
Jul 1&50% 6.63% 17.87% 701 31 .50% 5.68% 25.82%
Mrp 78.50% 6.32% 12.19% Aug 37 .50% 5.50% 25.96%
Set 18.50% 6.00% 12.50% Sip 31 .50% 520% 2&30%
Oct 18.50% 5.34% 12.56% Oil 32.00% 5.01% 2&99%
Rw 1&50% 621% 1239%

N
ca 17.00% 525% 26.75%

Dec 78.50% 625% 12.25% Dec 32.00% 5.06% 26.34%
Jan 190 79.50% 629% 13.21% Jan 1999 29.50% 5.16% 30.31%
rab 19.50% 6.19% 1101% re 29.50% 5.3756 2&7356
M. 19.50% 6.97% 12.59% me,

,
29.50% 5.58% 21.92%

RPr 19.5056 727% 1223% Apr 30.00% 5.55% 2.515%May 19.50% 7.11% 12.09% May 10.0% 5.87% 2&79%Jun
79.0% 7.10% 72.10% June 30.00% 6.50% 23.96%

Jul 79.00% 7.58% 1.52% July 10.00% 5.98% 20.02%
Sup 19.00% 7.19% 1157% Supt 30.00% 6.07% 23.93%
Bat 19.00% 7.77% 7739% Sept 30.00% 6.07% 23.93%
Oct 20.00% 7.50% 13.06% 00 30.00% 426% 23.7/%
Roc 20.00% 8.09% 77.92%

N
0a 20.00% .5 27.85%Dec 20.00% 7.87% 72.13% Dec 30.00%

6
.375% 2165%Jan

1995 20.00% 7.85% 12.75% Jan 300 2500% &63% 70.77%
Fab 20.00% 7.67% 72.39% Feb 25.00% 6,35% 18.77%
Mar 20.00% 7.15% 12.55% Yuck 25.00% &05% 78.95%
Apr 20.00% 7.36% 13X5% Spy 25.50% 5.85% 79.65%May 20.00% 6.95% 13.05% May 25.50% &1556 19.15%
Jun 20.00% 6.57% 13.0.1% Jury 25.0% 5.93% 19.57%
Jul 20.00% 6.72% 13 .28% July 25.5054 595% 79.65%
Aug 20.00% 6.56% 19 .76% Supt 25.0% 573% 19.77%
Set 20.00% 6.55% 1115% Sept 25.50% 5.83% 19.67%
Out 56.0% 637% 23 .73% OR 25.0% 590% 19 .70%
Nov 29.50% 6.26% 2324% Roc 25.50% 5.78% 79 .72%Dec 29.0% 6.0% 21 .14% Dec 25.0% 5.5956 20 .01%Jan

1996 28.00% 6.05% 21 .95% Jan 21101 2&0% 5.50% 18 .96%
Feb 28.00% 621% 21 .76% Fab 2&50% 5.15% 19 .05%
Mar 28.00% 6.60% 21 .20% March 2&50% 5.16% 19 .76%
May 29.00% 6.79% 22 .27% Aa 24 .77% SAM 18 .35%May 29.00% 0.91% 22 .77% May 24 .97%

s
578% 1&n%

Jun 29 .00% 7.0% 21.9% June 23 .70% 5.6% 17.0.1%
Jug 29 .00% 7.03% 21 .97% July 23 .50% 5.617% 77.89%
Sup 29 .00% 6.50% 2236% Au9 23 .50% 5.48% 18.02%
Bet 29 .00% 7.01% 21 .97% Sept 23 .50% 5.3856 18.03%
Oct 29 .00% 6.87% 22.19% pcg 23 .50% 5.12% 18.78%
Nov 29 .00% 6.18% 22.52% Yea 2150% 5.13% 1&02%%
Dec ri .00% 6.55% 71.15% J 21.50% 5.4556 19.02%

02%
Jan

2002 21 .50% 5.15% 16,10%
rab 21 .50% &40% 1&10%
Mar 27 .50% &7156 15.79%
Apr n.1o% &s>x 1s.33z

SummarvInformation Wanuarv 1992 -April 20021

Average Risk Premium: 18.00%

Sources: The Value Line Investment Survey : Ratings 8 Reports for each quarter. High Risk Premium: 30.51%
St . Louis Federal Reserve Website: http ://www.stls.frb .org/fred/datarirates/gs3 0
Yahoo Finance at : Low Risk Premium: 5.53%



Small Telephone Company Earnings Investigation

Average Risk Premium Above the Yields of 30-Year U.S. Treasury Bonds
for Verizon Communication's Expected Returns on Common Equity
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Schedule 10-4

30-Year 30-Year
Va7on'a U .S . Treasury yarab's t's U.S. Treasury Verlacon's
Eapacted Bond Rlak

Eapec
EROacted Bond Risk

Moear ROE . Ylelea Premium n ROE YIe103 Premium
Jan 1992 17 .50% 7.58% 9 .92% Jan

1997
7997 25 .50% 6.83% 18 .67%

Feb 17 .50% 7. 9 .65% Feb 25 .50% 6 .69% 18.87%
Mar 17 .50% 7

.97%
9 .53 Mar 25 .50% 6.93% 18 .57%

Apr 17 .50% 7.96% 9 .5"1%
%

qtr 25 .50% 7.09% 18 ."1%
May 17 .50% 7.89% 9 .67% May 25 .50% 6. 18 .56%
Jun 17 .50% 7.81% 9 .66% Jun 25 .50% 6

.77%
18 .73%

Jul 17 .50% 7.60% 9 .90% Jul 25 .00% 6.57% 18 .49%
Rug 17 .50% 7.39% 10 .11% Rug 25 .00% 6.58% 18 .12%
fiat 17 .50% 7.31% 10 .16% fiat 25 .00% 6.50% 16 .50%Oct 7 .00% 7.53% 9 .17% pct 23 .00% 6.13% 16 .67%
Nov

1
7 .00% 7.67% 9 .39% Nov 23 .00% .11% 18 .89%
7 .00% 7.95% 9 .56%

Dec
23 .00%

5
.99% 17 .01%Jan 1993 18 .00% 7.31% 10 .68% Jan 1998 20 .50% 5 .81% 1 .69%

Far 18 .00% 7.09% 10 .97% Feb 20 .50% 5 .89% 14 .61%
Mar 18 .00% 6.82% 11 .78% Mar 20 .50% 5 .95% 14 .55%
Rpr 18 .50% 6.85% 11 .65% Apr 10 .00% 5 .92% 4 .08%
May 18 .50% 6.92% 11 .58% May 10 .00% 5.93% 4 .07%
Jun 18 .50% 6.81% 11 .69% Jun 10 .00% 5 .70% 4 .30%
Jug 18 .00% 6.63% 11 .37% Jug 24 .50% 5.68% 18 .82%
Rug 18 .00% 6.32% 11 .68% 'Rut 24 .50% 5 .54% 18 .96%
Set 18 .00% .00% 12 .00% S6p 24 .50% 5 .20% 19 .30%
Oct 18 .50%

5
.91% 12 .56% pct 24 .00% 5.01% 18 .99%Nov 18 .50% 6.27% 12 .28% Roy 24 .00% 5.25% 18 .75%0

J
.
ac 18.50% 6.25% 12 .25% J 24 .00% 5.06% 18 .94%
an 199! 18.50% 6.29% 2 .27%

Jan
ab 1999 24 .00% 5.16% 18 .84%

Feb 18.50% 6.49% 12 .01% Feb 24 .00% 5.37% 1 .63%
Mar 78.50% 6.97% 11 .59% Mar 24 .00% 5.58% 168 .42%
Ayr 18.50% 7.27% 11 .23% Rtr 23 .00% 5. 17 .15%
May 18 .50% 7.41% 17 .09% May 23 .00% 5

.91%
81% 17 .19%Jun 18.50% 7.10% 11 .70% Jury 23 .00% .04% 16 .96%

Jug 18.00% 7.58% 10 .42% July 30 .50%
5
.98% 24 .52%

8.00% 7.19% 10 .51% Rug 30 .50% 6.07% 24.43%Sep
fiat

1
78.00% 7.71% 10.29% Sept 30 .50% 6.07% 24.13%Oct 25.00% 7 .94% 17 .06% pct 30 .50'/. 636% 24.24%Nov 25.00% 8 .08% 16.92% Nov 30 .50% 6.75% 24.15%Dec
25.00% 7 .87% 17.13%

0.
30 .50% 6 .35% 21.15%Jan 7995 24 .50% 7 .65% 16.65%

Jan
2000 29 .00% 6 .63% 22.37%

Feb 24 .50% 7 .61% 16.89% Feb 29 .00% 6 .23% 22.77%
Mar 24 .50% 7 .15% 17.05% March 29.00% .05% 22.95%
Apr 25 .50% 7 .5 18.74% Apr 29.00%

5
.85% 23.75%May 25 .50% 6 .95% 18.55% May 29.00% .15% 22.85%

Jun 25 .50% 6 .57% 8.93% June 29.00%
5
.93% 23.07%

Jug 25 .50% 6 .72% 18.78% July 29.50% 5 .85% 23.65%
Rug 25 .50% 6 .86% 18.64% Rug 29.50% 5 .72% 23.78%
Set 25 .50% 6 .55% 18.85% Sept 29.50% 5 .83% 23.67%
00 25 .50% 6 .37% 19.13% 41 .50% 5 .80% 35.70%
Nov 25 .50% 6 .26% 79.24% Nov

o
41 .50% 5 .78% 35.72%Dec

25 .50% 6 .0% 19.95% Dec 41 .50% 5 .19% 36.01%Jan
Jab1896 25 .00% 6 .05% 18.95% Jan 2001 37.50'/. 5 .54% 31 .86%
Feb 25 .00% 6

.24%
21% 18.76% Feb 37.50% 5 .0.5% 32.05%

Mar 25 .00% 6 .60% 18.10% March 37.50% 5 .31% 32.18%
Apr 25 .00% 6 .79% 18.21% A, 30.00% 5 .65% 24.35%May 25 .00% 6 .93% 18.07% May 30.00% 5.78% 24.22%
Jun 25 .00% 7 .06 17. June 30.00% 5.6% 21.33%
Jul 25 .50% 7 .03% 18

.47%
July 22.50% 5.61 16.89%

Rug 25 .50% 6 .84% 18.66% Rug 22.50% 5.48%
%

7.02%
fiat 25 .50% 7 .03% 18.69% Sept 22.50% 5.48% 17.02%
Oct 25 .50% 6 .81% 18.69% pct 22.00% 5.12% 16.68%
Nov 25 .50% 6 .16% 19.02% Nov 22. 5.12% 16.88%Dec 25 .50% 6.55'/. 18.95% a 22

.00%
5.08% 16.52%Jan

2002 21 .50% 5.45% 16 .05%
Feb 21 .50% 5.40% 1 .10%
Mar 21 .50% 5.71%

5
.79%

Apr 27 .50'7. 5.67% 15 .83%

Summary Information (January 1992-April 2002)

Average Risk Premium : 17.27

Sources : The Value Line Investment Survey: Ratings 8 Reports for each quarter. High Risk Premium : 36.01%
St. Louis Federal Reserve Website : http :l/www.stls.frb .org/fred/datarimtes/gs3O
Yahoo Finance at : Low Risk Premium : 4.07%



NOTES :

Column 3 = Column 1 + Column 2 .

Small Telephone Company Earnings Investigation

Risk Premium Cost of Equity Estimates
for the Four Telecommunications Companies

(30-Year Treasury)

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
http://wwv .investopedia .comloffsite .asp?URL= http ://quote .yahoo .com/q?s = °/5ETYX&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 .

Company Name

(1)

April 2002
30-Year U.S .
Treasury Yield

(2)

Equity
Premium

(3)

Cost of
Common
Equity

BellSouth Corporation 5.67% 11 .95% 17.62%

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

Small Telephone Company Earnings Investigation

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

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
http://www .investopedia .com/offsite.asp?URL=http ://quote.yahoo .com/q?s=-/u5ETYX&d=1 y

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 . i n Stocks, Bonds, Bills, and Inflation : 2002 Yearbook . See Table 2-1, Arithmetic Mean (large company stocks less
long-term government bonds) .

Company Name

(1)

Risk Free
Rate

(2)

Company's
Beta

(3)

Market
Risk

Premium

(4)

Cost of
Common
Equity

BellSouth Corporation 5.67% 0 .75 7.00% 10 .92%

CenturyTel Inc. 5.67% 1 .05 7.00% 13.02%

SBC Communications, Inc. 5.67% 0 .75 7.00% 10.92%

Verizon Communications 5.67% NA 7.00% NA
Average 0.85 11 .62%



Small Telephone Company Earnings Investigation

Cost of Common Equity Summary

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.

Schedule 13

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



N
J
A

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

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 al

http://www .Investopedia.com/offsite .asp7URL=http ://quote.yahoo.com/q?s=%5ETYX&d=1 y

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 = Bi I [1+(1 .T)D/EI Where BL = 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 Associates, Inc . i n Stocks, Bonds, Bills, and Inflation : 2002 Yearbook . See Table 2-1, Arithmetic Mean (large company stocks less

long-term government bonds).

Column 5=(Column 1 + (Column 2' Column 4)1.

Column 6=[Column 1 + (Column 3' Column 4)1

Column 7 = Column 5 - Column 6

to

	

NA = Not Available

N

	

Source : The Value Line Investment Survey. Ratingsand Reports, April 5, 2002 .
d
C

CompanyName

(1)

Risk Free
Rate

(2)

Company's
Original Beta

(3)

Company's
Unlevered Beta

(4)

Market
Risk

Premium

(5)

Cost of
Common
Equity

(6)

Unlevered Cost
of Common

Equity

(7)

Adjusment
for Leverage

BellSouth Corporation 5.67% 0.75 0.49 7.00% 10.92% 9.09% 1 .83%

CenturyTelInc . 5.67% 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% 9.56% 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:

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

Column 5 = [Column 1 + (Column 2' Column 4)] .

Column 6 = [Column 1 + (Column 3' Column 4)]

Column 7=Column s-Column 6' "

NA = Not Available

Source : The Value Line Investment Survey : Ratings and Reports, Apnl6. 2001 .

Column 1 =The appropnate yield is equal to the average 30-year U .S . Treasury Bond yield for June 2001 which was obtained from the
St . Louis Federal Reserve Website. hitp ;//www.alts .frb .arg/fred/data/irates/gs30 ,

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 8 Reports, April 6, 2001 .

Column 3 = BL / [1+(1-T)D/E] Where BL = 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 Associates, Inc . i n Stocks, Bonds, Bills, and Inflation: 2000 yearbook. See Table 2-1, Anthmetic Mean (large company stocks less
long-term government bonds) .

Company Name

(1)

Risk Free
Rate

(2)

Company's
Original Beta

(3)

Company's
Unlevered Beta

, (4)

Market
Risk

Premium

(5)

Cost of
Common
Equity

(6)

Unlevered Cost
ofCommon

Equity

(7)

Adjustment
for Leverage

ALLTELCorporation 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 0.63 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%

Verlzon Communications 5 .67% NA NA 7.80% NA NA NA
Average 0.87 0.57 12.46% 10.12% 2.33%



NOTES:

Column 5= [Column 1 + (Column 2' Column 4)I .

Column 6= (Column 1 + (Column 3' Column 4)]

- Column 7 = Column 5 - Column 6

Capital Asset Pricing Model (CAPM) Unlevered Beta Cost of Equity Estimates

for the Five Telecommunications Companies

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

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

Ratings & Reports, August 4, 2000 .

Column 3 = BL / [1+(1-T)D/E] Where BL = 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 Associates, Inc . i n Stocks, Bonds, Bills, and Inflation : 2000 Yearbook . See Table 2-1, Arithmetic Mean (large company stocks less
long-term government bonds) .

Source ; The Value Line Investment Survey; Ratings and Reports, July 7, 2000 .

CompanyName
ALLTELCorporation

(1)

Risk Free
Rate
5.81%

(2)

Company's
Original Beta

0.75

(3)

Company's
Unlevered Beta

0.49

(4)

Market
Risk

Premium
7.80%

(5)

Cost of
Common
Equity
11 .66%

(6)

Unlevered Cost
of Common

Equity
9.65%

(7)

Ad)usment
for Leverage

2.01%
AT&T Corporation 5.81% 0.95 0.82 7.80% 13.22% 12.20% 1 .01%
BellSouth Corporation 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%



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

Column 1 = Final estimated cost of common 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

Schedule 17

1) (2)

Average Unlevered

(3)

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:



Average High ROE's for the 2002, 2001, and 2000 Small Telephone Studies

Source : 2002, 200 1 and 2000 small telephone studies

Year
High

Levered ROE's
2002 12.22%
2001 17.35%
2000 15.92%

Average 15.16%



BPS Telephone Company
Rate Review

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

Capital Component
Capital
Dollars

Percentage
of Capital

Embedded
Cost

Weighted Cost
of Capital Using
Common Equity

Return of:
11 .57%

Common Stock Equity $ 7,906,873 87.24% -- 10.09%
Long-Term Debt 1,156,667 12.76% 8.56% 1 .09%
Short-Term Debt 0 0.00% 0.00% 0.00%

Total 9,063,540 100.00% 11.19%


