BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI

In the Matter of Determination of Prices,
Terms, and Conditions of Certain Unbundled
Network Elements: Consideration upon
Remand from the United States District
Court

Case No. TO-2005-0037

DISSENTING OPINION OF COMMISSIONER CONNIE MURRAY
AND COMMISSIONER JEFF DAVIS

We disagree with the majority's decision to use a hypothetical capital
structure of 70 percent equity and 30 percent debt. We believe the evidence
supports a hypothetical level of 80 percent equity and 20 percent debt.

The evidence does not indicate that a hypothetical company that only
leases unbundled network elements would be less risky than a diversified LEC.
To the contrary, such a company might well be more risky. Although a provider
of unbundled network elements would not face competition, it would face
regulatory risk, as the rates it could charge would be determined in a regulatory
proceeding. Furthermore, the very fact that such a company would be providing
only one service would tend to increase its risk relative to a large diversified
company that provides many services to many customers.

Therefore, it is inappropriate to adjust the hypothetical capital structure
for differences in risk, as the majority did. Hirshleifer's proposed capital
structure, unadjusted by any consideration of embedded book values, is based
on an evaluation of essentially the same comparable companies as those used

by SBC's witness. While SBC recommended a capital structure of 86 percent



equity and 14 percent debt, we would give more weight to Hirshleifer's study
because it used more current information. We believe the evidence supports the

unadjusted capital structure of 80 percent equity and 20 percent debt proposed

by Hirshleifer.
Therefore, we respectfully dissent.
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