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SUMMARY 
SBC Communications Inc. (“SBC” or the “Company”) is 
the second largest telco in the U.S. with 58 million wireline 
customers and indirectly 22 million wireless customers 
(through its 60% investment in Cingular Wireless – see 
separate DBRS report).  SBC also has a number of sizable 
non-core investments outside the U.S., which could be 
divested and further add to its already strong liquidity.  
SBC’s financial strength remains secure, with little erosion 
to its former monopoly position, which previously justified 
a credit rating in the AA range.  However, growing industry 
risks with increased competition and changing technology 
will force even the strongest telcos into the “A” range over 
the near term.  At present, while industry risks have grown, 
helped by reduced regulation, there is little evidence that 
competition from new CLEC operators will become a major 
factor in taking local market share.  Furthermore, the 
Company expects continued growth in its data transport and 
wireless markets.  Moreover, with the Telecommunications 
Act of 1996, the historical separation of the long distance 
and local businesses is slowly ending.  SBC is rolling out its 
national long distance service, state by state to compete with 
the long haul carriers such as AT&T, WorldCom, and 

Sprint.  However, none have the financial strength to make 
the substantial investments needed and must rely on using 
unbundled telco facilities (i.e., UNE-Ps).  By using UNE-Ps, 
competition will be able to by-pass the substantial local 
access payments that the incumbent carriers pay to 
terminate long distance calls.  These fees underpin the 
profitability of SBC, as well as the other the incumbent 
telcos.  Over the long term, SBC’s key challenges will arise 
from (1) regulated unbundling of its network elements to 
promote competition, which has resulted in fixed access line 
erosion (the incumbent telcos are required to provide 
unbundled network elements at discounted wholesale rates 
to competitors); (2) future technology changes to facilitate 
the convergence of voice, video and data onto one platform 
(this will be a fundamental challenge over the longer term, 
resulting in increased capital spending and greater 
competition); and (3) capacity limitations of the copper 
telephone lines in residential areas (cable TV operators 
using coaxial rings can provide greater capacity).  Even so, 
SBC still ranks as one of the strongest telecom operators in 
the U.S., with excellent cash flow, liquidity, significant 
scale and strong franchise regions served.     

CONSIDERATIONS 
Strengths: Challenges: 
• Strong incumbent franchises, with last mile access • Line erosion and reduced network access fees 
• Excellent liquidity  
• Creation of Cingular Wireless 

• Regulatory uncertainty 
• Rapid changes in technology increases capex 

• Strong economies of scale and purchasing power  • Limitations of the copper wire to the home 
FINANCIAL INFORMATION 

                Fo r th e  12-mon th  p erio d  en d ed  Decemb er
 Ju n e 2002 2001 2000 1999 1998 1997 1996 1995
(US$ millio n s )
To ta l rev en u e * 53,249 54,301 53,211 49,531 46,241 26,869 23,445 21,712
EBITDA  22,035 22,291 21,744 20,151 19,064 11,013 9,945 9,154
EBIT  12,150 12,432 12,393 11,598 11,223 6,316 5,836 5,120
Co re  n et in co me 7,204 7,450 7,371 6,476 6,436 3,380 3,212 2,832
Cas h  flo w fro m o p era tion s  17,089 17,309 16,722 15,029 14,277 8,077 7,321 6,866
Free  cas h  flo w b efo re wo rk. cap . ch an g es 4,657 2,664 180 1,438 2,218 123 176 714
Cas h  flo w/ to tal d eb t 0.66 0.66 0.64 0.72 0.67 0.53 0.55 0.50
EBIT  g ro s s  in teres t co v erag e 7.16 7.07 7.57 8.11 6.99 6.22 7.19 5.35
%  to ta l d eb t in  cap ita l s tru ctu re 44.8% 44.6% 45.2% 42.9% 47.3% 57.1% 55.5% 61.7%
EBITDA  marg in  41.4% 41.1% 40.9% 40.7% 41.2% 41.0% 42.4% 42.2%
Do mes tic acces s  lin es  (th o u s an d s ) 58,255 59,532 61,250 60,682 58,845 35,727 31,841 30,317
DSL s u b s cribers  (th o u s an ds ) 1,728 1,333 767 - - - - -
Do mes tic wire les s  s u b s cr. (th o u s and s ) * 13,310 12,960 11,809 9,959 8,686 5,951 4,433 3,672
 Retu rn  o n  equ ity 22.4% 23.3% 24.9% 25.1% 36.5% 29.3% 30.2% 33.5%
*  No rm alized result s in cludin g p ro p o rt io n al acco un t in g o f  do m est ic wireless o p erat io n s.

 

THE COMPANY  
SBC provides local and long distance phone service, wireless and data communications, paging, Internet access and messaging, 
security services and telecommunications equipment, as well as directory advertising and publishing. 
 
 

U.S. Telecommunications                         DOMINION BOND RATING SERVICE LIMITED 



 SBC Communications Inc. - Page 2 
 

 

CONSIDERATIONS 
Strengths: (1) SBC has a dominant incumbent wireline 
position in the 13 U.S. states in which it operates, most 
notably Texas, California, Ohio, and Illinois.  SBC’s last 
mile access remains its key competitive advantage, as it is 
difficult for competitors to duplicate. 
(2)  SBC’s balance sheet, cash flow and liquidity remains 
strong.  SBC is expected to generate significant free cash 
flow on an ongoing basis. 
(3) Creation of Cingular Wireless through the combination 
of SBC and BellSouth’s wireless assets establishes a 
national wireless operator with the economies of scale to 
generate significant profitability.  SBC holds a 60% equity 
interest in Cingular Wireless, which is the second largest 
wireless operator in the U.S. with over 20 million 
subscribers.   
(4) Given its large subscriber base, SBC has tremendous 
economies of scale and purchasing power, which should 
drive efficiencies going forward. 
(5)  SBC has a significant international investment portfolio.  
These investments include equity interests in Bell Canada 
(recently sold with proceeds expected in January 2003), 
Telmex, Cegetel, and Belgacom, which will likely be 
divested within the next few years.  
(6) InterLATA long distance was successfully launched in 
Texas, Kansas, Oklahoma, and Connecticut with over 
5.6 million customers. 

Challenges:  (1) The access line customer base has eroded 
due to (a) wireless and e-mail substitution, (b) DSL 
eliminating the need for a second line, and (c) wholesale 
unbundling of the network elements.   
(2) SBC faces a complex state and federal regulatory 
environment.  Further regulatory influence is required to 
increase competition, which has been slow to materialize. 
(3) Changes in technology are expected to diminish the 
useful life of equipment and require telecom providers to 
upgrade technologies more quickly.  As a result, the fixed 
cost to maintain existing networks is expected to rise. 
(4) Capacity limitations of the copper wire to the home will 
limit the provision of video services by SBC.  SBC is 
currently limited in its video services offered to residential 
customers, as video requires significant bandwidth, which 
current DSL technologies are incapable of providing at this 
time.  Over the long term, this could act as a major 
competitive advantage as cable operators roll out a fully 
integrated bundled offering. 
(5) SBC must continue downsizing existing operations into 
a more centralized efficient platform.  This process includes 
centralized customer support, billing and infrastructure to 
meet customer demands and to standardize multi-
jurisdictional service.   

EARNINGS PROFILE  
June 2002 D ec. 2001 D ec. 2000 D ec. 1999 D ec. 1998

Voice 25,820 26,675 26,664
Long dis tance 2,396 2,435 2,488
D ata 9,678 9,631 8,599
O ther w ireline 1,868 1,950 2,141
W ireless  8,799 8,647 7,941
D irectory  4,462 4,518 4,439
O ther (226) (445) (940)
T otal revenue 53,249 54,301 53,211 49,531 46,241
EBIT D A 22,035 22,291 21,744 20,151 19,064
EBIT  12,150 12,432 12,393 11,598 11,223
Interest  exp ense 1,696 1,758 1,638 1,430 1,605
Core net  income 7,204 7,450 7,371 6,476 6,436
Rep orted net  income 5,379 7,242 7,967 8,159 7,690
EBIT D A  margin (cons.) 41.4% 41.1% 40.9% 40.7% 41.2%  

 

Summary:  
• EBITDA declined for the latest 12-month period due to: 

- Weak economy affecting business and enterprise 
- Decline in network access revenue and line loss 

due to network access unbundling legislation 
- Pressure on long distance voice as local calling 

areas expanded, increased price discounting, and 
wireless substitution 

- Partially offset by aggressive cost cutting, wireless 
growth, roll-out of inter-state long distance, and 
strong DSL growth 

• Interest expense fell due to lower debt levels and 
interest rates 

• As a result, EBITDA margins remained stable, while 
core net income saw slight deterioration 

• Reported net income includes a $1.791 billion charge 
on its investment in Sterling.  This is a non-cash 
goodwill write-down and did not materially impact 
operations 

Outlook:   
• EBITDA is expected to remain under pressure as: 

- Current trends continue with ongoing erosion of 
the access line customer base and decline in 
network access fees 

- Partially offset by cost cutting, improvement in 
wireless, DSL and interLATA long distance 

• Hence, margins should remain stable, while core net 
income should see continued deterioration over the next 
year 
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FINANCIAL PROFILE AND SENSITIVITY ANALYSIS 
Cas h Flow S tatement Actual S tres s  Tes ting  
(US$ millio n s ) Ju n e 2002 2001 2000 Year 1 Year 2 Year 3
EBIT DA  22,035 22,291 21,744 20,235 18,262 16,436

Co re  n e t  in co me  7,204 7,450 7,371 5,419 3,811 2,299
Dep recia tio n  an d  amo rtiza tio n  9 ,885 9,859 9,351 10,700 11,200 11,700
O perating  Cas h Flow 17,089 17,309 16,722 16,119 15,011 13,999
Les s : cap ita l exp en d itu res 8 ,941 11,189 13,124 8,000 8,500 9,000
          d iv id en d s 3,491 3,456 3,418 3,500 3,500 3,500
Free  cas h  flo w  (b e fo re  wo rk. cap . ch an g es ) 4 ,657 2,664 180 4,619 3,011 1,499
Ch an g es  in  wo rkin g  cap ita l (2 ,660) (3,736) (2 ,204) 0 0 0
Free  cas h  flo w  1 ,997 (1,072) (2 ,024) 4,619 3,011 1,499
A cq u is it io n s /d is p o s it io n s /o th e r 879 4,073 (1 ,433) 0 0 0
External Funding  Requirements 2,876 3,001 (3 ,457) 4,619 3,011 1,499
Ch an g e  in  d eb t (1) (1 ,034) 274 5,128 0 0 0
Ch an g e  in  eq u ity  (1 ,948) (3,215) (1 ,523) 0 0 0
Ch an g e  in  cas h  (106) 60 148 4,619 3,011 1,499
Perio d  en d  cas h  b a lan ce 543 703 643 5,162 8,173 9,672
Actual As s umptions
Rev en u e g ro wth  -3.9% 2.0% 7.4% -5.0% -5.0% -5.0%
EBIT DA  marg in 41.4% 41.1% 40.9% 40.0% 38.0% 36.0%
In te res t  ra te  6.5% 6.7% 7.0% 6.5% 6.5% 6.5%
Cap ex 8,941  13,124 8,000 8,500 9,000
Liquidity and Coverag e Ratios
%  o f d eb t in  th e  cap ita l s tru ctu re 44.8% 44.6% 45.2% 43.2% 42.4% 42.7%
EBIT DA  in te res t  co v e rag e 12.99 12.68 13.27 11.92 10.75 9.68
EBIT  in tere s t  co v erag e 7.16 7.07 7.57 5.61 4.16 2.79
Cas h  flo w to  to ta l d eb t 0.66 0.66 0.64 0.62 0.57 0.54
T o ta l d eb t to  EBIT DA 1.17 1.17 1.19 1.29 1.43 1.59
(1) Un d e r t h is  s t re s s  t e s t  s c e n a rio  e xt e rn a l fu n d in g  re q u ire m e n t s  a re  fu n d e d  e xc lu s iv e ly wit h  d e b t .  
 
Summary:  
• SBC’s maintains one of the strongest balance sheets in 

the industry, through its sizable ongoing free cash flow 
surpluses  

• Operating cash flow has declined slightly due to weaker 
operating results mainly from erosion of access 
customer base 

• Capex over the latest 12 months has declined to the 
$9 billion level due to weaker growth prospects for new 
services  

• Dividends increased only slightly to $3.5 billion 
• As a result, free cash flow before working capital 

changes improved to $4.7 billion  
• Working capital changes were sizeable due to 

reclassification of $2.5 billion in Cingular payables, 
which were netted with long-term notes receivables 
from Cingular 

• SBC used its free cash flow surplus to buy back shares 
and reduce current commercial paper outstanding 

• Overall coverage and liquidity ratios remain well above 
industry averages 

Outlook:   
• SBC’s balance sheet is expected to continue 

strengthening, despite continued erosion of its 
operating cash flow due to loss of access lines 

• Capex over the next 12 months is expected to be 
approximately $8.0 billion (capex based on a 
proportion of Cingular Wireless) as the Company 
builds out its GSM/GPRS overlay, while scaling back 
capex in its fixed wireline segment  

• As a result, free cash flow is expected to remain at 
current levels over the next 12 months.  This cash flow 
along with over $3.0 billion in proceeds from the sale 
of its stake in Bell Canada will likely be used in part to 
buy back shares, pay down debt, and increase 
dividends 

• Recently announced workforce reduction of 
11,000 employees over the next nine months will have 
a one time cash impact for severance costs 

 

 
Sensitivity Analysis: 
DBRS stress tests the financial strength of companies analyzed to measure their sensitivity under various scenarios.  The 
assumptions used in this stress test are not based upon any information provided by the Company or DBRS expectations. 
 
Under a stress test scenario, SBC’s coverage and 
liquidity ratios remain very strong.  Moreover, SBC is 
able to fund its entire $25.5 billion capex program and 

$10.5 billion in dividends internally.  Funding 
requirements are expected to be minimal over the next 
12 months. 



 SBC Communications Inc. - Page 4 
 

 

LIQUIDITY 
Debt Maturity S chedule  
(as  at  Ju n e 30, 2002) 
($million s ) 
Co mmerical pap er 4,997 Backu p  Cred it  facility 3,805
Oth er d eb t d u e in  o n e year 1,995 * Net p ro ceed s  fro m 
To tal deb t d u e in  on e  y ear 6,992 Bell Can ad a p ay men t (Ju ly  2002) 709
Secu rit iza tio n  Bell Can ad a p ay men t (Jan  2003) 3,121

Near term liquidity 7 ,6 35
LTD d u e:
2003 3,244 A ltern ativ e s o u rces : DBRS es timate
2004 819 Cegete l in v es tmen t 2,000
2005 1,109 Belg aco m in v es tmen t 2,500
>2005 13,635 Sterlin g  co mmerce 1,000
To tal deb t 25,799 5,500
* Ne t pro c e e ds  fro m  B e ll C a na da  e xc lude s  the  C dn$ 500 m illio n (US $ 328) in B C E s ha re s  a c quire d by S B C .
S B C  will ha ve  the  right to  s e ll the s e  s ha re s  nine  m o nths  a fte r the  da te  o f c o m ple tio n o f the  divis titure  o f B e ll C a na da 's  inte re s t.  

 

Summary/Outlook: 
• SBC has approximately $7.0 billion in maturing debt 

over the next 12 months, with ample near-term liquidity 
to satisfy these obligations 

• Near-term liquidity risk is minimal.  However, the 
amount of commercial paper outstanding is slightly 
aggressive and the backup credit lines are not sufficient 
to cover the entire commercial paper outstanding 

• With respect to SBC’s undrawn bank credit facility, a 
material adverse change (MAC) clause exists, which 
would require this facility to be renegotiated in the 
event of a liquidity crisis 

• SBC is expected to use its current free cash flow and 
the liquidity provided by the divestiture of Bell Canada 
to fund the following in 2003:  
- Reduce its current commercial paper outstanding 
- Pay down a portion of maturing debt 
- Increase current dividends 
- Use the remaining proceeds to buy back shares 

• Overall, SBC maintains the strongest liquidity in the 
industry 

 

SEGMENTED DATA WIRELINE 
Fo r th e  12-mo n th  p erio d  en d ed

(U S$ millions) Ju n . 2002 Dec. 2001 Dec . 2000 Dec . 1999 Dec . 1998
Rev en u e 39,760 40,687 39,891 37,430 35,419
Op era tin g  exp en s es 23,409 24,041 23,472 21,486 20,391
Dep rec ia tio n  8,466 8,381 7,867 6,825 6,440
EBIT DA  16,351 16,646 16,419 15,944 15,028
EBIT 7,885 8,265 8,552 9,119 8,588
Oth er in co me 33 31 72 115 (20)
In te res t  exp en s e 1,058 1,205 1,298 1,188 1,250
EBT 6,860 7,091 7,326 8,046 7,318
EBIT DA  marg in  41.1% 40.9% 41.2% 42.6% 42.4%
%  o f to ta l rev en u e  74.7% 74.9% 75.0% 75.6% 76.6%  

 
 

Background:  
SBC’s wireline segment makes up the bulk of cash flow for 
the group and just under 75% of total revenues.  Income from 
this group is primarily generated through its traditional 
switched voice business.   
Summary:  
• Over the latest 12-month period EBITDA was flat due 

to:  
- Erosion of access line customer base due to wireless 

and email and DSL substitution 
- Network access revenues declined due to increased 

take-up of wholesale unbundled network elements 
- Partially offset by aggressive cost cutting and strong 

improvement in wireless, DSL and interLATA long 
distance results 

• Overall, margins and earnings remain flat 

Outlook:   
• SBC’s fixed wireline results will continue to be 

negatively impacted by lower wholesale rates for 
unbundled network elements 

• Line erosion will continue for the foreseeable future due 
to current trends 

• Access revenue will remain under pressure. 
• This will be partially offset by cost cutting and growth in 

wireless and DSL 
• As a result, core net income is expected to decline 

slightly over the next 12 months, while margins should 
remain stable 
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WIRELESS* 
Fo r th e  12-mo n th  p erio d  en d ed

(millio n s ) Ju n e  2002 Dec . 2001 Dec . 2000 Dec . 1999 Dec. 1998
Rev en u e 8,799 8,647 7,942 6,625 5,476
Op era tin g  exp en s es 6,072 5,957 5,349 4,464 3,885
Dep rec ia tio n  1,227 1,232 1,083 918 680
EBIT DA  2,727 2,690 2,593 2,161 1,591
EBIT 1,500 1,458 1,510 1,243 911
Oth er in co me (49) 22 (108) (134) (177)
In te res t  exp en s e 523 538 424 226 189
EBT 928 942 978 883 545
EBIT DA  marg in  31.0% 31.1% 32.6% 32.6% 29.1%
%  o f to ta l rev en u e  16.5% 15.9% 14.9% 13.4% 11.8%
*P ro p o rt io n a l a c c o u n t in g  o f C in g u la r Wire le s s  b a s e d  o n  S B C 's  6 0 % o wn e rs h ip  s t a k e .  
 
Background:   
Cingular Wireless was created through the combination of 
SBC and BellSouth’s wireless assets.  Cingular Wireless is a 
national wireless operator with over 22 million subscribers.  
The above segmentation represents SBC’s 60% interest in 
Cingular Wireless. 
Summary:  
• EBITDA continues to strengthen due to:  

- Improved economies of scale with a larger 
subscriber base 

- Lower interconnection fees with transition to 
digital 

- Reduced subsidy for prepaid customers 
- Partially offset by falling ARPU, high customer 

churn, and cost of acquisition 

• As a result, margins and profitability from this segment 
remain flat 

Outlook: 
• Margin pressure is expected as ARPU, churn, and cost 

of acquisitions continue to impact profitability 
• Subscriber adds are expected to slow due to market 

saturation and a sluggish economy 
• Higher interest expense is expected as capex related to 

the GSM/GPRS overlay and the infrastructure joint 
ventures increases debt levels  

• As a result, earnings before tax is expected to remain 
flat to slightly negative over the next 12 months, while 
margins could see slight erosion 

 

DIRECTORY
Fo r th e  12-mo n th  p erio d  en d ed

(millio n s ) Ju n . 2002 Dec . 2001 Dec . 2000 Dec . 1999 Dec . 1998
Rev en u e 4,462 4,468 4,340 4,126 3,753
Op era tin g  exp en s es 1,874 1,898 2,008 2,081 1,919
Dep rec ia tio n  34 36 32 33 36
EBITDA  2,588 2,570 2,332 2,045 1,834
EBIT 2,554 2,534 2,300 2,012 1,798
Oth er in co me 4 9 65 8 8
In teres t  exp en s e 0 0 4 9 9
EBT 2,558 2,543 2,361 2,011 1,797
EBITDA  marg in  58.0% 57.5% 53.7% 49.6% 48.9%
%  o f to ta l rev en u e  8.4% 8.2% 8.2% 8.3% 8.1%  
 
Background: SBC’s directory segment is made up of over 
100 publishers of print directories and electronic publishing.  
Revenues from directory are typically stable.  Operating 
margins are in the 50% range. 
 
 
 
 
 
 
 
 
 

Outlook/Summary: 
• Unlike other carriers in the industry, this segment is 

expected to remain core for SBC 
• This segment generates considerable cash flow with 

minimal capex requirements 
• Overall, growth in this segment is expected to remain 

flat to slightly down due to continued weakness in the 
economy 

• This segment is ideal for an income trust, with proceeds 
used to fund other growth segments of the SBC group 
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INDUSTRY COMPARISON 
(U S$ millions*) T otal EB IT D A EBIT D A Cash F low / %  D ebt  in 

D ate Revenue EBIT D A  M argin C overage D ebt  C ap . St ru.
A liant  T elecom Inc. June 2002 1,172 571 48.7% 9.44 0.54 47.1%
Belgacom S.A . D ec. 2001 4,704 1,491 31.7% 23.08 1.10 24.3%
Bell Canada June 2002 9,681 4,205 43.4% 7.79 0.35 59.9%
BellSouth Corp orat ion (1) June 2002 18,968 9,570 50.5% 9.13 0.55 50.4%
Brit ish T elecommunicat ions  p lc June 2002 30,054 9,399 31.3% 3.15 0.21 100.1%
D eut sche T elekom  A G  (1) June 2002 26,634 9,075 34.1% 2.77 0.11 n/a
F rance T elecom (1) June 2002 20,555 6,804 33.1% 3.22 0.11 88.1%
M anitoba T elecom Service Inc. (1) June 2002 517 277 53.5% 14.33 0.64 34.1%
N ip p on T elegrap h and T elep hone C orp . Sep t . 2001 89,608 26,531 29.6% 20.86 0.45 43.4%
Q w est  Communicat ions Int 'l. June 2002 18,110 6,041 33.4% 3.20 0.17 n/a
Roy al K P N  N .V. (1) June 2002 5,392 2,027 37.6% 2.38 0.13 83.3%
Saskatchew an T el. H oldC o. (1) (2) D ec. 2001 547 222 40.6% 9.30 0.68 40.7%
SB C Communicat ions Inc. (1) June 2002 48,559 19,078 39.3% 13.31 0.66 44.8%
Sp rint  Corp orat ion Inc. (1) June 2002 17,506 5,284 30.2% 3.95 0.21 64.0%
T elecom It alia S.P .A . (1) June 2002 15,504 7,129 46.0% 9.73 0.39 59.2%
T elefonica S.A . (1) June 2002 17,264 8,008 46.4% 6.85 0.30 51.0%
T els t ra D ec. 2001 9,562 4,673 48.9% 10.98 0.45 50.0%
T ELU S Corp orat ion (1) (9) June 2002 4,840 1,672 34.5% 3.49 0.18 58.4%
Veriz on C ommunicat ions  Inc. (1)  June 2002 42,147 17,821 42.3% 7.82 0.33 54.5%
High 53.5% 23.08 1.10 100.1%
Low 29.6% 2.38 0.11 24.3%
M e dian 39.3% 7.82 0.35 51.0%

N A S (3) W ireless D SL O p erat ing Free
D ate (000s) (000s) (000s) C ap ex* Cash* Cash F low *

A liant  T elecom Inc. (7) June 2002 1,527 513          86            244           388           47
Belgacom S.A . D ec. 2001 4,879 4,148       230          922           1,228        41
Bell Canada June 2002 11,666 3,133       822          2,069        2,735        (391)
BellSouth Corp orat ion (1) June 2002 25,138 8,873       803          6,176        9,833        2,228
Brit ish T elecommunicat ions  p lc June 2002 28,950           - 300          6,013        5,824        (189)
D eut sche T elekom  A G  (8) June 2002 57,300 51,600     2,500       8,242        6,705        (2,941)
F rance T elecom (6) June 2002 34,113 47,712     730          7,484        7,394        (151)
M anitoba T elecom Service Inc. (1) June 2002 714 218          48            219           200           (51)
N ip p on T elegrap h and T elep hone C orp . Sep t . 2001 51,200 38,438     n/a 19,169      20,685      908
Q w est  Communicat ions Int 'l. June 2002 17,353 1,117       508          4,798        4,146        (651)
Roy al K P N  N .V. (1) June 2002 10,040 13,395     184          1,620        2,294        674
Saskatchew an T el. H oldC o. (1) (2) D ec. 2001 626 240          33            78             157           (13)
SB C Communicat ions Inc. (1) June 2002 58,255 13,310     1,728       8,941        17,089      4,657
Sp rint  Corp orat ion Inc. (1) June 2002 8,100 14,588     - 7,242        4,741        (2,959)
T elecom It alia S.P .A . (1) June 2002 27,353 30,906     585          4,547        8,261        806
T elefonica S.A . (1) (5) June 2002 45,362 34,066     1,018       4,306        7,870        2,612
T els t ra D ec. 2001 8,680 5,636       122          2,065        3,230        (278)
T ELU S Corp orat ion (1) (4) (9) June 2002 4,914 2,771       326          1,422        1,094        (449)
Veriz on C ommunicat ions  Inc. (1)  June 2002 60,373 30,307     1,500       13,718      20,389      1,614

*C o n v e rs io n  ra te : US $ 1 = €1.11; US $ 1 = C d n $ 1.5 0 ; US $ 1.6 2 5  = £ 1; US $ 1 = 13 0  ye n .

(1) S e g m e n te d  wire lin e  d a ta  fo r to t a l re v e n u e , E B IT D A , a n d  E B IT D A  m a rg in .    

(2 ) D B R S  t a x a d ju s t e d  S a s k T e l's  re v e n u e  a n d  E B IT D A  b y $ 4 7 .9  m illio n .

(3 ) N e two rk  a c c e s s  lin e s .

(4 ) E xc lu d e s  T E LUS  C o m m u n ic a t io n s  (Q u e b e c ) In c . re s u lt s .

(5 ) R e s u lt s  in c lu d e  S p a in  a n d  La t in  A m e ric a .

(6 ) F ra n c e  o n ly wire lin e , wire le s s , a n d  A D S L. 

(7 )  D B R S  e s t im a te  fo r c a p e x, o p e ra t in g  c a s h  flo w, a n d  fre e  c a s h  flo w. 

(8 ) In c lu d e s  g lo b a l wire le s s  s u b s c rib e rs . 

(9 ) In c lu d e s  T E LUS  C o m m u n ic a t io n s  (Q u e b e c ) In c .  
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INDUSTRY COMPARISON 

S y m bo l s
             = A v erage                        =  Be lo w av erage 

R ank  

C h a ra cte ri s t i cs P ro f i ta bi l i ty B a l a n ce  S h e e t C a s h  Fl o w  to  
D e bt  

C o ve ra g e  
R a t i o s

S i z e  Ke y  S u ppo rt  / 
O th e r

1 SBC Co m m un ica t io n s In c .

2 N T T  Co rp .

3 Belgaco m  S.A .

4 T elst ra  Co rp .

5 BellSo ut h  Co rp o ra t io n

6 Ver izo n  Co m m un icat io n s In c.

7 Bell Can ada

8 A lian t  T eleco m  In c .

9
Sask a t ch ewan  
T e leco m m un ica t io n s H o ldin g 

10 T ele fo n ica  S.A .

11 M an it o ba  T eleco m  Serv ices In c.

12 T eleco m  I t alia  S.p .A .

13 Brit ish  T e leco m m un cat io n s p lc

14 D eut sch e T e lek o m  A G

15 T E L U S Co rp o ra t io n

16 Fran ce T e leco m

17 Sp rin t  Co rp o ra t io n

18 Ro y a l K P N  N .V.

19
Q west  Co m m un icat io n s 
In t ern at io n a l In c.

C ri te r i a
EB ITD A  
M a rg i n s D e bt  to  C a pi ta l

C a s h  Fl o w  to  
D e bt

EB ITD A  In t . 
C o ve ra g e

 W i re l i n e  
S u bs cr i be rs

S u ppo rt  / 
O th e r

              A bo v e  av erage >4 2 % <4 5 % >0 .3 0 >7 .0 0 >2 0  m illio n  
Go v 't  /Regul./ 
Sh areh o lder

A v erage 3 8 -4 2 % 4 5 -5 5 % 0 .2 5 -0 .3 0 5 .0 0 -7 .0 0 1 0 -2 0  m illio n  
Regul.  / 

Sh areh o lder

            Be lo w av erage <3 8 % >5 5 % <0 .2 5 <5 .0 0 <1 0  m illio n  
N o n e/ 

Sh areh o lder  D rag

                  = A bo v e av erage 

Global Telco Comparis on

 
 
Summary: 
• SBC ranks as the strongest incumbent telco reviewed by 

DBRS 
• SBC benefits from its substantial liquidity and low 

financial risk 
• SBC has conservatively managed its financial risk in 

anticipation of a much more competitive operating 
environment 

• Short-term financing risk is minimal given the 
substantial free cash flow generated and added liquidity 
through the divestiture of its interest in Bell Canada 

• SBC is expected to continue to use its sizable free cash 
flow surpluses to (1) repay maturing debt, (2) buy back 
shares, and (3) increase its dividend  

• Major acquisitions over the near term are not anticipated 
at this time 
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SB C Communications  Inc. 

(U S$ millions) June 30 D ec. 31 D ec. 31 June 30 D ec. 31 D ec. 31
Balance  S h e e t 2002 2001 2000 2002 2001 2000
Cash 543 703 643 A ccounts  p ay able 12,147 14,057 19,024
A ccount s  receivable 8,475 9,376 10,144 L.t .d. due in one y ear 6,992 9,033 10,470
O ther 3,310 2,501 2,861 O ther 896 858 863
T otal current  assets  12,328 12,580 13,648 T otal current  liab. 20,035 23,948 30,357
N et  fixed asset s 49,270 49,827 47,195 Long-term debt  18,807 17,133 15,492
Investment s  in affiliates  15,515 17,891 21,946 O ther 23,756 22,750 21,339
Intangibles 15,555 12,447 10,387 P referred shares 0 0 1,000
O ther 1,658 3,577 5,475 Common equity  31,728 32,461 30,463
T otal asset s  94,326 96,322 98,651 T otal liab. and equity  94,326 96,322 98,651

12 mos. 12 mos. 12 mos. 12 mos . 12 mos. 12 mos. 
June 2002 D ec. 2001 D ec. 2000 D ec. 1999 D ec. 1998 D ec. 1997

Liqu idi ty Ratios
Current  rat io 0.62 0.53 0.45 0.62 0.70 0.69
%  tot al debt  in cap it al s t ructure 44.8% 44.6% 45.2% 42.9% 47.3% 57.1%
A sset  coverage 2.17 2.11 2.00 2.00 1.87 1.51
Cash flow /tot al debt 0.66 0.66 0.64 0.72 0.67 0.53
T otal debt  t o EBIT D A  1.17 1.17 1.19 1.03 1.12 1.39
%  cap . sp ending funded internally 152% 124% 101% 114% 125% 102%
C ove rage  Ratios
EBIT  gross int erest  coverage 7.16 7.07 7.57 8.11 6.99 6.22
EBIT D A  gross int erest  coverage 12.99 12.68 13.27 14.09 11.88 10.84
Profi tabi l i ty, Earn in gs Q ual i ty Ratios
EBIT D A  margin 41.4% 41.1% 40.9% 40.7% 41.2% 41.0%
Core net  income margin 13.5% 13.7% 13.9% 13.1% 13.9% 12.6%
Return on equity 22.4% 23.7% 25.8% 26.2% 28.3% 32.1%
O th e r D ata June 2002 D ec. 2001 D ec. 2000 D ec. 1999 D ec. 1998 D ec. 1997
N etw ork access lines  (thousands) 58,255 59,532 61,250 60,682 58,845 35,727
Cellular access  lines  (thousands) 13,310 12,960 11,809 9,959 8,686 5,951
Long dist ance access  lines (thousands) 5,600 4,878 3,043 - - -
Emp loy ees  186,030 193,420 220,090 204,530 200,377 128,100
S e le cte d Re su l ts
T otal revenue 53,249 54,301 53,211 49,531 46,241 26,869
EBIT D A 22,035 22,291 21,744 20,151 19,064 11,013
EBIT 12,150 12,432 12,393 11,598 11,223 6,316
EBT  11,083 11,462 11,340 9,963 9,902 5,200
Core net  income 7,204 7,450 7,371 6,476 6,436 3,380
Rep orted net  income 5,379 7,242 7,967 8,159 7,690 1,674
C ash  Flow From  O pe rations June 2002 D ec. 2001 D ec. 2000 D ec. 1999 D ec. 1998 D ec. 1997
Core net  income 7,204 7,450 7,371 6,476 6,436 3,380
D ep reciat ion and amort iz at ion 9,885 9,859 9,351 8,553 7,841 4,697
O p erat ing cash flow  17,089 17,309 16,722 15,029 14,277 8,077
Less : cap ital exp enditures 8,941 11,189 13,124 10,304 8,882 6,230
          dividends 3,491 3,456 3,418 3,287 3,177 1,724
F ree cash flow  4,657 2,664 180 1,438 2,218 123
Changes in w orking cap it al (2,660) (3,736) (2,204) 242 1,098 (586)
F ree cash flow  1,997 (1,072) (2,024) 1,680 3,316 (463)
A cquisit ions/disp osit ions/other 879 4,073 (1,433) 1,032 (21,734) (2,482)
Cash flow  before financing 2,876 3,001 (3,457) 2,712 (18,418) (2,945)
Change in debt  (1,034) 274 5,128 (2,381) 6,033 2,050
Change in equity  (1,948) (3,215) 1,523 (435) 12,254 879
Change in cash (106) 60 148 (104) (131) (16)  


