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7KLV�UHSRUW�ZDV�SUHSDUHG�E\�$GDP�&ODUN�RI�WKH�3XEOLF�$GYRFDWHV�2IILFH�XQGHU�WKH�

JHQHUDO�VXSHUYLVLRQ�RI�3URJUDP�	�3URMHFW�6XSHUYLVRU��6KHOO\�/\VHU��$WWDFKPHQW�$�WR�WKLV�

WHVWLPRQ\�LV�D�VWDWHPHQW�RI�TXDOLILFDWLRQV�IURP�$GDP�&ODUN��7KH�3XEOLF�$GYRFDWHV�2IILFH�LV�

UHSUHVHQWHG�LQ�WKLV�SURFHHGLQJ�E\�OHJDO�FRXQVHO��7UDYLV�)RVV��

7KLV�WHVWLPRQ\�LV�FRPSULVHG�RI�WKH�IROORZLQJ�FKDSWHUV��

6HFWLRQ� 'HVFULSWLRQ�

,� 6SULQW¶V�)LQDQFLDO�&RQGLWLRQ��$QDO\VLV�DQG�GLVFXVVLRQ�RQ�6SULQW¶V�

ILQDQFLDO�FRQGLWLRQ��

,,� &DSLWDO�,QYHVWPHQWV��$QDO\VLV�DQG�GLVFXVVLRQ�RQ�WKH�SURSRVHG�PHUJHU¶V�

OLNHO\�LPSDFWV�RQ�FDSLWDO�LQYHVWPHQWV�LQ�&DOLIRUQLD��

,,,� ,QQRYDWLRQ��$�GLVFXVVLRQ�RQ�7�0RELOH�DQG�6SULQW¶V�KLVWRU\�RI�GLVUXSWLYH�

LQQRYDWLRQ�LQ�WKH�PRELOH�ZLUHOHVV�PDUNHW��

,9� &RQFOXVLRQ��

�
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MEMORANDUM

This report was prepared by Adam Clark of the Public Advocates Office under the

general supervision of Program & Project Supervisor, Shelly Lyser. Attachment Ato this

testimony is a statement of qualifications from Adam Clark. The Public Advocates Office is

represented in this proceeding by legal counsel, Travis Foss.

This testimony is comprised of the following chapters:

Section D e s c r i p t i o n

I Sprint's Financial Condition: Analysis and discussion on Sprint's

financial condition.

I I Capital Investments: Analysis and discussion on the proposed merger's
likely impacts on capital investments in California.

I I I Innovation: A discussion on T-Mobile and Sprint's history of disruptive
innovation in the mobile wireless market.

IV Conclusion.
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2Q�2FWREHU����������WKH�DVVLJQHG�$GPLQLVWUDWLYH�/DZ�-XGJH�LVVXHG�DQ�$PHQGHG�6FRSLQJ���

0HPR�RXWOLQLQJ�LVVXHV�UHOHYDQW�WR�GHWHUPLQLQJ�ZKHWKHU�WKH�SURSRVHG�PHUJHU��LV�LQ�WKH�SXEOLF���

LQWHUHVW���7KLV�WHVWLPRQ\�DGGUHVVHV�6SULQW¶V�ILQDQFLDO�FRQGLWLRQ�DV�D�VWDQGDORQH�FRPSDQ\��WKH���

SURSRVHG�PHUJHU¶V�OLNHO\�LPSDFW�RQ�FDSLWDO�LQYHVWPHQW�LQ�&DOLIRUQLD��DQG�WKH�SURSRVHG�PHUJHU¶V���

SRWHQWLDO�LPSDFW�RQ�LQQRYDWLRQ�LQ�WKH�ZLUHOHVV�WHOHFRPPXQLFDWLRQV�PDUNHW��7R�SUHSDUH�WKLV���

WHVWLPRQ\��,�UHYLHZHG�WKH�$SSOLFDWLRQV�DQG�DFFRPSDQ\LQJ�GRFXPHQWV��WKH�-RLQW�$SSOLFDQWV¶���

UHVSRQVHV�WR�GDWD�UHTXHVWV�IURP�3XEOLF�$GYRFDWHV�2IILFH��DQG�RWKHU�SXEOLFO\�DYDLODEOH���

LQIRUPDWLRQ��.H\�ILQGLQJV�LQFOXGH����

x� 6SULQW�LV�ILQDQFLDOO\�YLDEOH�DV�D�VWDQGDORQH�FRPSDQ\��,W�GRHV�QRW�QHHG�WR�PHUJH�ZLWK�7����

0RELOH�WR�UHPDLQ�ILQDQFLDOO\�YLDEOH�����

x� 6SULQW�KDV�FRQWLQXHG�WR�LQYHVW�LQ�LWV�QHWZRUN�����

x� 6SULQW�DQG�7�0RELOH�DUH�ERWK�FXUUHQWO\�GHSOR\LQJ��*�QHWZRUN�HTXLSPHQW�LQ�VHOHFW����

PDUNHWV������

x� 6SULQW�SODQV�WR�LQFUHDVH�LWV�QHWZRUN�LQYHVWPHQWV�LQ�&DOLIRUQLD�WR�LPSURYH�LWV�VHUYLFHV����

DQG�GHSOR\��*�ZLUHOHVV�VHUYLFHV�����

x� 1HZ�7�0RELOH¶V�SODQQHG�FDSLWDO�H[SHQGLWXUHV�IRU�LQYHVWPHQWV�LQ�&DOLIRUQLD�DFURVV�WKH����

QH[W�ILYH�\HDUV�DUH�OHVV�WKDQ�WKH�FRPELQHG�SODQQHG�LQYHVWPHQWV�RI�6SULQW�DQG�7�0RELOH����

DV�VWDQGDORQH�FRPSDQLHV������

x� $V�VWDQGDORQH�FRPSDQLHV��ERWK�7�0RELOH�DQG�6SULQW�KDYH�D�UREXVW�KLVWRU\�RI�LQQRYDWLRQ����

DQG�FRQVXPHU�IULHQGO\�RIIHULQJV�����

�������������������������������������������������
�

��2Q�-XO\�����������7�0RELOH�86$��,QF���³7�0RELOH´��DQG�6SULQW�&RUSRUDWLRQ¶V��³6SULQW´��&DOLIRUQLD�VXEVLGLDULHV��
FROOHFWLYHO\�³-RLQW�$SSOLFDQWV´��VXEPLWWHG�$SSOLFDWLRQV�����������DQG������������³$SSOLFDWLRQV´��VHHNLQJ�UHYLHZ�
DQG�DSSURYDO�IURP�WKH�&DOLIRUQLD�3XEOLF�8WLOLWLHV�&RPPLVVLRQ��³&38&´�RU�³&RPPLVVLRQ´��IRU�WKH�WUDQVIHU�RI�FRQWURO�
RI�6SULQW�6SHFWUXP�/�3���8������&���9LUJLQ�0RELOH�86$��/�3����8������&���DQG�6SULQW�&RPPXQLFDWLRQV�&RPSDQ\�
/�3���8������&��WR�7�0RELOH��7KH�$SSOLFDWLRQV�DUH�SDUW�RI�D�ODUJHU�QDWLRQZLGH�GHDO�LQ�ZKLFK�7�0RELOH�ZRXOG�
DFTXLUH�6SULQW�DQG�DOO�RI�6SULQW¶V�VXEVLGLDULHV�WR�IRUP�D�FRPELQHG�HQWLW\�UHIHUUHG�WR�IRU�SXUSRVHV�RI�WKLV�SURFHHGLQJ�
DV�³1HZ�7�0RELOH�´��,Q�WKH�0DWWHU�RI�$SSOLFDWLRQV�RI�7�0RELOH�86��,QF��DQG�6SULQW�&RUSRUDWLRQ�IRU�&RQVHQW�WR�
7UDQVIHU�&RQWURO�RI�/LFHQVHV�DQG�$XWKRUL]DWLRQV��:7�'RFNHW�1R����������
��$PHQGHG�6FRSLQJ�0HPR�DW�SDJH����

1 S U M M A R Y

2 O n  October 4, 2018, the assigned Administrative Law Judge issued an Amended Scoping

3 M e m o  outlining issues relevant to determining whether the proposed mergerl is in the public

4 interest.1 This testimony addresses Sprint's financial condition as a standalone company, the

5 proposed merger's likely impact on capital investment in California, and the proposed merger's

6 po ten t ia l  impact on innovation in the wireless telecommunications market. To prepare this

7 test imony,  I reviewed the Applications and accompanying documents, the Joint Applicants'
8 responses to data requests from Public Advocates Office, and other publicly available

9 information.  Key findings include:

10 •  Spr in t  is financially viable as a standalone company. It does not need to merge with T-

11 M o b i l e  to remain financially viable.

12 •  Spr in t  has continued to invest in its network.

13 •  Spr in t  and T-Mobile are both currently deploying 5G network equipment in select

14 m a r k e t s .

15 •  Spr in t  plans to increase its network investments in California to improve its services

16 a n d  deploy 5G wireless services.

17 •  N e w  T-Mobile's planned capital expenditures for investments in California across the

18 n e x t  five years are less than the combined planned investments of Sprint and T-Mobile

19 a s  standalone companies.

20 •  A s  standalone companies, both T-Mobile and Sprint have a robust history of innovation

21 a n d  consumer-friendly offerings.

1 On July 13, 2018, T-Mobile USA, Inc. ("T-Mobile") and Sprint Corporation's ("Sprint") California subsidiaries,
collectively "Joint Applicants", submitted Applications 18-07-011 and 18-07-012 ("Applications") seeking review
and approval from the California Public Utilities Commission ("CPUC" or "Commission") for the transfer of control
of Sprint Spectrum L.P. (U-3062-C), Virgin Mobile USA, L.P. (U -4327-C), and Sprint Communications Company
L.P. (U-5112-C) to T-Mobile. The Applications are part of a larger nationwide deal in which T-Mobile would
acquire Sprint and all of Sprint's subsidiaries to form a combined entity referred to for purposes of this proceeding
as "New T-Mobile." (In the Matter of Applications of T-Mobile US, Inc. and Sprint Corporation for Consent to
Transfer Control of Licenses and Authorizations, WT Docket No.18-197.)

Amended Scoping Memo at page 2.
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%RWK�6SULQW�DQG�7�0RELOH�DUH�ILQDQFLDOO\�YLDEOH�DV�VWDQGDORQH�FRPSDQLHV��6SULQW�GRHV�QRW���

QHHG�WKH�PHUJHU�WR�UHPDLQ�ILQDQFLDOO\�YLDEOH��)XUWKHU��WKH�SURSRVHG�PHUJHU�ZLOO�OLNHO\�SURGXFH���

KDUPV�FDXVHG�E\�WKH�ORVV�RI�6SULQW�DV�D�FRPSHWLWLYH�IDFLOLWLHV�EDVHG�SURYLGHU��DV�GHPRQVWUDWHG�E\���

WKH�WHVWLPRQLHV�RI�WKH�3XEOLF�$GYRFDWHV�2IILFH�ZLWQHVVHV�.ULVWLQD�'RQQHOO\��(LOHHQ�2GHOO����

&DPHURQ�5HHG��DQG�'U��/HH�6HOZ\Q��,I�WKH�&RPPLVVLRQ�GRHV�QRW�GHQ\�WKH�PHUJHU��LW�VKRXOG���

GHYHORS�PLWLJDWLQJ�FRQGLWLRQV�WKDW�DUH�HQIRUFHDEOH��PHDVXUDEOH��DEOH�WR�EH�WUDFNHG�DQG�PRQLWRUHG���

RQ�DQ�RQ�JRLQJ�EDVLV�WKDW�DGGUHVV�WKH�IROORZLQJ�DUHDV����

x� 5HTXLUH�1HZ�7�0RELOH�WR�FRPSOHWH�WKH�&DOLIRUQLD�VSHFLILF�FDSLWDO�LQYHVWPHQWV�WKDW�WKH���

-RLQW�$SSOLFDQWV�FODLP�WKH�PHUJHU�ZLOO�SURGXFH����

x� 5HTXLUH�1HZ�7�0RELOH�WR�VXUSDVV�WKH�OHYHO�RI�FDSLWDO�LQYHVWPHQWV�LQ�&DOLIRUQLD�SODQQHG����

E\�7�0RELOH�DQG�6SULQW�DV�VWDQGDORQH�FRPSDQLHV��LQ�WRWDO��IURP������WKURXJK����������

x� 5HTXLUH�1HZ�7�0RELOH�WR�VXEPLW�DQQXDO�UHSRUWV�RQ�LWV�FDSLWDO�LQYHVWPHQWV�LQ�&DOLIRUQLD����

DQG�LQFOXGH��DW�PLQLPXP��WKH�LQIRUPDWLRQ�OLVWHG�LQ�$WWDFKPHQW�%�����

����

� ����

1 B o t h  Sprint and T-Mobile are financially viable as standalone companies. Sprint does not

2 n e e d  the merger to remain financially viable. Further, the proposed merger will likely produce

3 h a r m s  caused by the loss of Sprint as a competitive facilities-based provider, as demonstrated by
4 t h e  testimonies of the Public Advocates Office witnesses Kristina Donnelly, Eileen Odell,

5 C a m e r o n  Reed, and Dr. Lee Selwyn. I f  the Commission does not deny the merger, it should

6 d e v e l o p  mitigating conditions that are enforceable, measurable, able to be tracked and monitored

7 o n  an on-going basis that address the following areas:

8 •  Require New T-Mobile to complete the California specific capital investments that the

9 J o i n t  Applicants claim the merger will produce.

10 •  Require New T-Mobile to surpass the level of capital investments in California planned

11 b y  T-Mobile and Sprint as standalone companies, in total, from 2019 through 2023.

12 •  Require New T-Mobile to submit annual reports on its capital investments in California

13 a n d  include, at minimum, the information listed in Attachment B.

14

15
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6SULQW¶V�ILQDQFLDO�FRQGLWLRQ�LQGLFDWHV�WKH�FRPSDQ\�FDQ�FRQWLQXH�FRPSHWLQJ�LQ�&DOLIRUQLD¶V���

PRELOH�ZLUHOHVV�WHOHFRPPXQLFDWLRQV�PDUNHW�DV�D�VWDQGDORQH�VHUYLFH�SURYLGHU��&RQWUDU\�WR�WKH���

-RLQW�$SSOLFDQW¶V�UHSUHVHQWDWLRQV���6SULQW¶V�ILQDQFLDO�KHDOWK�LV�LPSURYLQJ�DQG�LV�UHDVRQDEO\���

FRPSDUDEOH�WR�WKDW�RI�7�0RELOH��$7	7��DQG�9HUL]RQ��7KH�-RLQW�$SSOLFDQWV�GHVFULEH�6SULQW¶V���

EXVLQHVV�FKDOOHQJHV��LQFOXGLQJ�WKH�QHHG�IRU�ILQDQFLDO�UHVRXUFHV�WR�LQYHVW�LQ�LWV�QHWZRUN��DQG���

SRUWUD\�6SULQW�DV�D�ILQDQFLDOO\�EXUGHQ�FRPSDQ\�WKDW�FDQQRW�FRPSHWH�DV�D�VWDQGDORQH�HQWLW\�����

+RZHYHU��ZKLOH�6SULQW�IDFHG�ILQDQFLDO�KDUGVKLSV�LQ�WKH�SDVW��WKH�FRPSDQ\�VLQFH�UHWXUQHG�WR���

ILQDQFLDO�VWDELOLW\��6SULQW¶V�UHFHQW�VXFFHVVHV�DQG�VROLG�ILQDQFLDO�IRRWLQJ�ZLOO�DOORZ�WKH�FRPSDQ\�WR����

LQYHVW�LQ�LWV�QHWZRUN��LPSURYH�VHUYLFH�TXDOLW\��DQG�UROO�RXW��*�WHFKQRORJ\�LQ�&DOLIRUQLD���7KH����

LQIRUPDWLRQ�DQG�DQDO\VLV�SUHVHQWHG�EHORZ�GHPRQVWUDWHV�6SULQW¶V�ILQDQFLDO�KHDOWK�DQG�VXSSRUWV�WKH����

FRPSDQ\¶V�YLDELOLW\�DV�D�VWDQGDORQH�VHUYLFH�SURYLGHU�DQG�FRPSHWLWRU�WR�7�0RELOH��$7	7��DQG����

9HUL]RQ��������

6SULQW¶V�ILQDQFLDO�FRQGLWLRQ�KDV�LPSURYHG�FRQVLGHUDEO\�LQ�UHFHQW�\HDUV��6SULQW�IDLOHG�WR����

JHQHUDWH�SRVLWLYH�QHW�LQFRPH�RYHU�WKH�SDVW�GHFDGH�DQG�SRVWHG�D�QHW�ORVV�HYHU\�\HDU�IURP���������

WKURXJK�������+RZHYHU��WKH�FRPSDQ\�UHFHQWO\�EHJDQ�WR�LPSURYH�LWV�ERWWRP�OLQH�WKRXJK�D�YDULHW\����

RI�FRVW�VDYLQJV�DQG�FXVWRPHU�DFTXLVLWLRQ�LQLWLDWLYHV���)ROORZLQJ�D�IDLOHG�DWWHPSW�WR�DFTXLUH�7����

0RELOH�LQ��������6SULQW�DSSRLQWHG�D�QHZ�&KLHI�([HFXWLYH�2IILFHU��0DUFHOR�&ODXUH��ZKR�EHJDQ����

FRQFHQWUDWHG�HIIRUWV�WR�LPSURYH�WKH�FRPSDQ\¶V�SHUIRUPDQFH���7KHVH�HIIRUWV�KDYH�DOORZHG�6SULQW����

�������������������������������������������������
�

��$�����������DW�SDJH�����6HH�DOVR��WKH�'HVFULSWLRQ�RI�7UDQVDFWLRQ��3XEOLF�,QWHUHVW�6WDWHPHQW��DQG�5HODWHG�
'HPRQVWUDWLRQV��:7%�'RFNHW�1R����������ILOHG�-XQH�����������³3XEOLF�,QWHUHVW�6WDWHPHQW´��DW�SDJH�����
��$�����������DW�SDJHV����WR�����6HH�DOVR��3XEOLF�,QWHUHVW�6WDWHPHQW�DW�SDJH�����
��5HIHU�WR�WKH�7HVWLPRQ\�RI�3XEOLF�$GYRFDWHV�2IILFH¶V�ZLWQHVV�&DPHURQ�5HHG�IRU�DQDO\VLV�DQG�GLVFXVVLRQ�RQ�
6SULQW¶V�QHWZRUN��VSHFWUXP�DQG�WHFKQLFDO�FDSDELOLWLHV�WR�GHSOR\��*���
��3XEOLF�,QWHUHVW�6WDWHPHQW�DW�$SSHQGL[�)��'HFODUDWLRQ�RI�%UDQGRQ�'RZ�'UDSHU��DW�SDJH����
��³6SULQW�'URSV�%LG�WR�%X\�7�0RELOH��&KDQJHV�&(2�´�5HXWHUV��$XJXVW����������$YDLODEOH�DW��
KWWSV���ZZZ�UHXWHUV�FRP�DUWLFOH�XV�VSULQW�FRUS�WPRELOH�VSULQW�GURSV�ELG�WR�EX\�W�PRELOH�FKDQJHV�FHR�
LG86.%1�*��-9�����������
��³6SULQW�&(2�0DUFHOR�&ODXUH�2XWOLQHV�6KDNH�XS�RI�(QWLUH�&RPSDQ\�´�7KH�.DQVDV�&LW\�6WDU��6HSWHPEHU�����������
$YDLODEOH�DW��KWWSV���ZZZ�NDQVDVFLW\�FRP�QHZV�EXVLQHVV�DUWLFOH��������KWPO��

1 1 .  S P R I N T  DOES NOT NEED TO MERGE WITH T-MOBILE TO BE
2 F I N A N C I A L L Y  VIABLE.

3 S p r i n t ' s  financial condition indicates the company can continue competing in California's

4 m o b i l e  wireless telecommunications market as a standalone service provider. Contrary to the

5 J o i n t  Applicant's representations,1 Sprint's financial health is improving and is reasonably

6 comparable to that of T-Mobile, AT&T, and Verizon. The Joint Applicants describe Sprint's

7 business challenges, including the need for financial resources to invest in its network, and

8 p o r t r a y  Sprint as a financially burden company that cannot compete as a standalone entity.4

9 However,  while Sprint faced financial hardships in the past, the company since returned to
10 f i nanc ia l  stability. Sprint's recent successes and solid financial footing will allow the company to

11 i n v e s t  in its network, improve service quality, and roll out 5G technology in California.5 The

12 in format ion and analysis presented below demonstrates Sprint's financial health and supports the

13 company 's  viability as a standalone service provider and competitor to T-Mobile, AT&T, and
14 Ve r i z o n .

15 S p r i n t ' s  financial condition has improved considerably in recent years. Sprint failed to

16 generate positive net income over the past decade and posted a net loss every year from 2009

17 t h r o u g h  2016. However, the company recently began to improve its bottom line though a variety

18 o f  cost savings and customer acquisition initiatives.1 Following a failed attempt to acquire T-

19 M o b i l e  in 2014,2 Sprint appointed a new Chief Executive Officer, Marcelo Claure, who began

20 concentrated efforts to improve the company's performance.1 These efforts have allowed Sprint

3 A.18-07-012 at page 28. See also, the Description of Transaction, Public Interest Statement, and Related
Demonstrations, WTB Docket No. 18-197, filed June 18, 2018 ("Public Interest Statement") at page 98.
4 A.18-07-012 at pages 28 to 29. See also, Public Interest Statement at page 98.
—5 Refer to the Testimony of Public Advocates Office' s witness Cameron Reed for analysis and discussion on
Sprint's network, spectrum and technical capabilities to deploy 5G.
—6 Public Interest Statement at Appendix F (Declaration of Brandon Dow Draper) at page 2.
7  4 G— Sprint Drops Bid to Buy T-Mobile, Changes CEO." Reuters. August 5, 2014. Available at,
https://www.reuters.com/article/us-sprint-corp-tmobile/sprint-drops-bid-to-buy-t-mobile-changes-ceo-
idUSKBNOG52JV20140806.
8 —"Sprint CEO Marcelo Claure Outlines Shake-up of Entire Company." The Kansas City Star. September 11, 2014.
Available at, https://www.kansascity.com/news/business/artic1e2063795.html.
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WR�LPSURYH�LWV�ILQDQFLDO�FRQGLWLRQ�DV�HYLGHQFHG�E\�WKUHH�FRQVHFXWLYH�\HDU�RYHU�\HDU���

LPSURYHPHQWV�LWV�ERWWRP�OLQH��0RVW�UHFHQWO\��LQ�������6SULQW�PDGH�D�SURILW�RI������PLOOLRQ�����

6SULQW¶V�UHFHQW�PXOWL\HDU�XSZDUG�WUHQG�DQG�UHWXUQ�WR�SURILWDELOLW\�LV�D�SRVLWLYH�VLJQ�IRU�WKH���

FRPSDQ\¶V�RXWORRN��6WLOO��QHW�LQFRPH�LV�RQO\�RQH�SLHFH�RI�WKH�SX]]OH�DQG�LW�LV�LPSRUWDQW�WR���

HYDOXDWH�RWKHU�ILQDQFLDO�LQGLFDWRUV�WR�EHWWHU�DVVHVV�WKH�FRPSDQ\¶V�RYHUDOO�ILQDQFLDO�KHDOWK����

7R�HYDOXDWH�6SULQW¶V�ILQDQFLDO�FRQGLWLRQ��,�UHYLHZHG�WKH�FRPSDQ\¶V�UHFHQW�ILQDQFLDO���

VWDWHPHQWV�WR�FDOFXODWH�NH\�PHWULFV�RQ�OLTXLGLW\��VROYHQF\��SURILWDELOLW\��DQG�FDVK�IORZ��,���

FDOFXODWHG�WKH�VDPH�PHWULFV�IRU�7�0RELOH��$7	7��DQG�9HUL]RQ��,Q�WKH�VHFWLRQV�EHORZ��,�FRPSDUH���

WKH�UHVXOWV�RI�DOO�IRXU�FRPSDQLHV�UHODWLYH�WR�HDFK�RWKHU��7KH�DQDO\VLV�EHORZ�FXOPLQDWHV�ZLWK�DQ���

DJJUHJDWH�VFRUH�WR�HYDOXDWH�6SULQW¶V�RYHUDOO�ILQDQFLDO�FRQGLWLRQ��UHODWLYH�WR�LWV�SHHUV��E\����

FRPELQLQJ�WKH�UHVXOWV�RI�IRXU�FDWHJRULHV�RI�ILQDQFLDO�KHDOWK�±�OLTXLGLW\��VROYHQF\��SURILWDELOLW\�����

DQG�FDVK�IORZ�����

$�� /LTXLGLW\����

/LTXLGLW\�PHWULFV�SURYLGH�LQVLJKWV�WR�D�FRPSDQ\¶V�DELOLW\�WR�PHHW�QHDU�WHUP�ILQDQFLDO����

REOLJDWLRQV��7R�DVVHVV�6SULQW¶V�OLTXLGLW\��,�DQDO\]HG�WKH�IROORZLQJ�IRXU�PHWULFV��FXUUHQW�UDWLR�����

TXLFN�UDWLR��LQWHUHVW�FRYHUDJH�UDWLR��DQG�FDVK�IORZ�IURP�RSHUDWLRQV�WR�FXUUHQW�GHEW��)LJXUH���EHORZ����

SUHVHQWV�6SULQW¶V�OLTXLGLW\�PHWULFV�IRU�HDFK�\HDU�IURP������WR�������5HIHU�WR�$WWDFKPHQW�&�IRU����

WKH�OLTXLGLW\�PHWULFV�RI�7�0RELOH��9HUL]RQ��DQG�$7	7��:LWK�HDFK�RI�WKHVH�OLTXLGLW\�PHWULFV��D����

KLJKHU�QXPEHU�LQGLFDWHV�D�KHDOWKLHU�ILQDQFLDO�SRVLWLRQ��DQ�LQFUHDVHG�DELOLW\�WR�PHHW�QHDU�WHUP�GHEW����

REOLJDWLRQV��DQG�D�ORZHU�ULVN�RI�GHIDXOWLQJ�����

�������������������������������������������������
�

��6SULQW�UHSRUWHG�QHW�LQFRPH�RI������ELOOLRQ�IRU�WKH�ILVFDO�\HDU�HQGLQJ�0DUFK�����������6SULQW¶V������SURILW�LQFOXGHV�
D������ELOOLRQ�QRQ�FDVK�EHQHILW�UHODWHG�WR�WKH�FRPSDQ\¶V�UHPHDVXUHPHQW�RI�LWV�H[FHVV�GHIHUUHG�WD[�DVVHWV�DQG�
OLDELOLWLHV��5HIHU�WR�6SULQW¶V�$QQXDO�5HSRUW�)RUP����.�IRU�WKH�ILVFDO�\HDU�HQGHG�0DUFK����������DYDLODEOH�DW�
KWWSV���LQYHVWRU�W�PRELOH�FRP�ILQDQFLDO�SHUIRUPDQFH�VHF�ILOLQJV�GHIDXOW�DVS[����

1 t o  improve its financial condition as evidenced by three consecutive year-over-year

2 improvements its bottom line. Most recently, in 2017, Sprint made a profit of $7.4 million.2

3 S p r i n t ' s  recent multiyear upward trend and return to profitability is a positive sign for the

4 company 's  outlook. Still, net income is only one piece of the puzzle and it is important to
5 eva luate  other financial indicators to better assess the company's overall financial health.

6 T o  evaluate Sprint's financial condition, I reviewed the company's recent financial

7 statements to calculate key metrics on liquidity, solvency, profitability, and cash flow. I

8 calculated the same metrics for T-Mobile, AT&T, and Verizon. In the sections below, I compare

9 t h e  results of all four companies relative to each other. The analysis below culminates with an
10 aggregate score to evaluate Sprint's overall financial condition, relative to its peers, by

11 comb in ing  the results of four categories of financial health — liquidity, solvency, profitability,

12 a n d  cash flow.

13 A .  Liquidity

14 L i q u i d i t y  metrics provide insights to a company's ability to meet near term financial

15 obligations. To assess Sprint's liquidity, I analyzed the following four metrics: current ratio,

16 q u i c k  ratio, interest coverage ratio, and cash flow from operations to current debt. Figure 1 below

17 presents Sprint's liquidity metrics for each year from 2013 to 2017. Refer to Attachment C for
18 t h e  liquidity metrics of T-Mobile, Verizon, and AT&T. With each of these liquidity metrics, a

19 h i g h e r  number indicates a healthier financial position, an increased ability to meet near-term debt

20 obligations, and a lower risk of defaulting.

9 Sprint reported net income of $7.4 billion for the fiscal year ending March 31, 2018. Sprint' s 2017 profit includes
a $7.1 billion non-cash benefit related to the company's remeasurement of its excess deferred tax assets and
liabilities. Refer to Sprint's Annual Report Form 10-K for the fiscal year ended March 31, 2018 available at
https://investor.t-mobile.com/fmancial-performance/sec-filings/default.aspx.
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)LJXUH����6SULQW�/LTXLGLW\�0HWULFV����

� ����� ����� ����� ����� �����
&XUUHQW�5DWLR� ����� ����� ����� ����� �����
4XLFN�5DWLR� ����� ����� ����� ����� �����
,QWHUHVW�&RYHUDJH�5DWLR� ����� ������� ����� ����� �����
&)2�WR�&XUUHQW�'HEW� ����� ����� ������� ������� �����

���

7KH�FXUUHQW�UDWLR�LV�HTXDO�WR�D�FRPSDQ\¶V�FXUUHQW�DVVHWV�WR�LWV�FXUUHQW�OLDELOLWLHV�DQG���

PHDVXUHV�D�FRPSDQ\
V�DELOLW\�WR�SD\�VKRUW�WHUP�DQG�ORQJ�WHUP�REOLJDWLRQV��$�FXUUHQW�UDWLR�JUHDWHU���

WKDQ�RQH�JHQHUDOO\�LQGLFDWHV�DQ�DELOLW\�WR�PHHW�GHEW�REOLJDWLRQV��6SULQW¶V������FXUUHQW�UDWLR����������

LV�KLJKHU�WKDQ�ERWK�$7	7¶V��������DQG�9HUL]RQ¶V��������DQG�LQGLFDWHV�D�KHDOWK\�DELOLW\�WR�PHHW���

GHEW�REOLJDWLRQV�����

7KH�TXLFN�UDWLR�LV�VLPLODU�WR�WKH�FXUUHQW�UDWLR�EXW�PHDVXUHV�FXUUHQW�GHEW�DJDLQVW�RQO\�WKH���

PRVW�OLTXLG�DVVHWV��LQFOXGLQJ�FDVK��PDUNHWDEOH�VHFXULWLHV��DQG�DFFRXQWV�UHFHLYDEOH���$�TXLFN�UDWLR���

DERYH�RQH�LQGLFDWHV�WKDW�WKH�FRPSDQ\¶V�OLTXLG�DVVHWV�DUH�VXIILFLHQW�WR�FRYHU�LWV�FXUUHQW�OLDELOLWLHV�����

6SULQW¶V������TXLFN�UDWLR�RI������LPSOLHV�DGHTXDWH�OLTXLGLW\�DQG�LQGLFDWHV�WKH�FRPSDQ\�KDV����������

RI�OLTXLG�DVVHWV�DYDLODEOH�WR�FRYHU�HDFK����RI�LWV�FXUUHQW�OLDELOLWLHV�����

7KH�LQWHUHVW�FRYHUDJH�UDWLR�PHDVXUHV�HDUQLQJV�EHIRUH�LQWHUHVW�DQG�WD[HV��³(%,7´��WR����

LQWHUHVW�SD\PHQWV�WR�DVVHVV�ZKHWKHU�D�FRPSDQ\¶V�SURILWV�DUH�HQRXJK�WR�SD\�RII�LWV�LQWHUHVW����

H[SHQVHV��$Q�LQWHUHVW�FRYHUDJH�UDWLR�RI�WZR�RU�PRUH�LV�W\SLFDOO\�FRQVLGHUHG�D�KHDOWK\�SRVLWLRQ�����

ZKHUHDV�D�FRYHUDJH�UDWLR�EHORZ�RQH�LQGLFDWHV�WKH�FRPSDQ\�PLJKW�QRW�PHHW�LWV�VKRUW�WHUP�LQWHUHVW����

SD\PHQW�REOLJDWLRQV��6SULQW¶V������LQWHUHVW�FRYHUDJH�UDWLR��������IDOOV�EHWZHHQ�WKHVH�WKUHVKROGV�����

LQGLFDWLQJ�VRPH�ULVN�FRQFHUQLQJ�WKH�FRPSDQ\¶V�LQWHUHVW�H[SHQVH�REOLJDWLRQV��ZKLFK�ZHUH�����������

PLOOLRQ�IRU�ILVFDO�\HDU����������+RZHYHU��WKH�FRPSDQ\¶V�SRVLWLRQ�LV�LPSURYLQJ�DQG�GRHV�QRW����

QHFHVVDULO\�LQGLFDWH�DQ�LQVXUPRXQWDEOH�ILQDQFLDO�EXUGHQ��6SULQW¶V�LQWHUHVW�FRYHUDJH�UDWLR�KDV����

LPSURYHG�HDFK�\HDU�VLQFH������EHFDXVH�WKH�FRPSDQ\�KDV�VXFFHVVIXOO\�LQFUHDVHG�LWV�HDUQLQJV����

ZKLOH�LWV�DQQXDO�LQWHUHVW�H[SHQVH�KDV�UHPDLQHG�UHODWLYHO\�VWDEOH��DV�GHPRQVWUDWHG�E\�)LJXUH������

�������������������������������������������������
�

���6SULQW�$QQXDO�5HSRUW�)RUP���.�IRU�ILVFDO�\HDU�HQGHG�0DUFK�����������

1 F i g u r e  1. Sprint Liquidity Metrics.

2013 2014 2015 2016 2017
Current Ratio 1.19 0.89 0.57 1.13 1.32
Quick Ratio 1.01 0.59 0.31 1.00 1.17
Interest Coverage Ratio 0.33 (0.91) 0.15 0.69 1.13
CFO to Current Debt 2.63 1.88 (0.09) (0.65) 2.93

2

3 T h e  current ratio is equal to a company's current assets to its current liabilities and
4 measures a company's ability to pay short-term and long-term obligations. A current ratio greater

5 t h a n  one generally indicates an ability to meet debt obligations. Sprint's 2017 current ratio (1.32)
6 i s  higher than both AT&T's (0.97) and Verizon's (0.91) and indicates a healthy ability to meet

7 d e b t  obligations.

8 T h e  quick ratio is similar to the current ratio but measures current debt against only the

9 m o s t  liquid assets (including cash, marketable securities, and accounts receivable). A quick ratio
10 a b o y e  one indicates that the company's liquid assets are sufficient to cover its current liabilities.

11 S p r i n t ' s  2017 quick ratio of 1.17 implies adequate liquidity and indicates the company has $1.17

12 o f  liquid assets available to cover each $1 of its current liabilities.

13 T h e  interest coverage ratio measures earnings before interest and taxes ("EBIT") to

14 in te res t  payments to assets whether a company's profits are enough to pay off its interest

15 expenses. An interest coverage ratio of two or more is typically considered a healthy position,

16 whereas  a coverage ratio below one indicates the company might not meet its short-term interest

17 p a y m e n t  obligations. Sprint's 2017 interest coverage ratio (1.13) falls between these thresholds,
18 ind ica t ing  some risk concerning the company's interest expense obligations (which were $2,365

19 m i l l i o n  for fiscal year 2017).2 However, the company's position is improving and does not

20 necessari ly indicate an insurmountable financial burden. Sprint's interest coverage ratio has

21 i m p r o v e d  each year since 2014 because the company has successfully increased its earnings

22 w h i l e  its annual interest expense has remained relatively stable, as demonstrated by Figure 2

10Sprint Annual Report Form10-K for fiscal year ended March 31, 2018.
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EHORZ��6SULQW�H[SHFWV�LWV�UHYHQXH�WR�FOLPE�LQ�WKH�FXUUHQW�ILVFDO�\HDU����ZKLFK�PD\�SURYLGH�WKH���

FRPSDQ\�D�ODUJHU�ILQDQFLDO�FXVKLRQ�RYHU�LWV�GHEW�LQWHUHVW�REOLJDWLRQV��)XUWKHUPRUH��6SULQW�KDV���

VL]DEOH�XSFRPLQJ�GHEW�PDWXULWLHV��DV�GLVFXVVHG�LQ�PRUH�GHWDLO�EHORZ��DQG�LWV�LQWHUHVW�H[SHQVHV���

PD\�GHFOLQH�XSRQ�IXOILOOPHQW�RI�WKRVH�REOLJDWLRQV�����

)LJXUH����6SULQW�,QWHUHVW�([SHQVH�YV�(%,7����

�0LOOLRQV����

���

)LQDOO\��FDVK�IORZ�IURP�RSHUDWLRQV�WR�FXUUHQW�GHEW�PHDVXUHV�WKH�DPRXQW�RI�FDVK�JHQHUDWHG���

IURP�RSHUDWLRQV�WKDW�D�FRPSDQ\�PLJKW�XVH�WR�SD\�RII�LWV�XSFRPLQJ�OLDELOLWLHV��6SULQW¶V������DQG���

�����UDWLRV�RI�FDVK�IORZ�IURP�RSHUDWLRQV�WR�FXUUHQW�GHEW�DUH�QHJDWLYH�EHFDXVH�WKH�FRPSDQ\�GLG����

QRW�JHQHUDWH�SRVLWLYH�FDVK�IORZ�IURP�RSHUDWLRQV�LQ������DQG��������,�VHSDUDWHO\�DQDO\]H�WKH����

6SULQW¶V�FDVK�IORZV�EHORZ�DW�SDJH������)RU�WKH�SXUSRVHV�RI�WKLV�OLTXLGLW\�DVVHVVPHQW��6SULQW¶V����

�����DQG������UHVXOWV�ZRXOG�EH�FDXVH�IRU�FRQFHUQ�LI�QRW�IRU�WKH�FRPSDQ\¶V�VXEVHTXHQW����

VDWLVIDFWRU\�IXOILOOPHQW�RI�LWV�GHEW�REOLJDWLRQV�DQG�LWV�UHWXUQ�WR�D�KHDOWKLHU�UDWLR�RI�FDVK�IORZ�IURP����

RSHUDWLRQV�WR�FXUUHQW�OLDELOLWLHV�LQ��������������)RU�UHIHUHQFH��6SULQW�SRVWHG�D�KLJKHU�UDWLR�RI�FDVK����

IORZ�IURP�RSHUDWLRQV�WR�FXUUHQW�OLDELOLWLHV�WKDQ�$7	7��������LQ�����������

�������������������������������������������������
�

���$QGUHZ�'DYLHV��6SULQW�&)2���%DQN�RI�$PHULFD�0HUULOO�/\QFK�/HYHUDJHG�)LQDQFH�&RQIHUHQFH��'HFHPEHU����
������³7KLV�ODVW�TXDUWHU�ZH�UHWXUQHG�WR�ZLUHOHVV�VHUYLFH�UHYHQXH�JURZWK�\HDU�RQ�\HDU��:H�H[SHFW�WKDW�OHYHO�RI�
ZLUHOHVV�VHUYLFH�UHYHQXH�JURZWK�WR�FRQWLQXH�IRU�WKH�IRUHVHHDEOH�IXWXUH�´�:HEFDVW�DYDLODEOH�DW��
KWWS���LQYHVWRUV�VSULQW�FRP�QHZV�DQG�HYHQWV�SDVW�HYHQWV�HYHQW�GHWDLOV������%DQN�RI�$PHULFD�0HUULOO�/\QFK�
/HYHUDJHG�)LQDQFH�&RQIHUHQFH������GHIDXOW�DVS[���

�Ψ;Ϯ͕ϬϬϬͿ

�Ψ;ϭ͕ϬϬϬͿ

�ΨͲ

�Ψϭ͕ϬϬϬ

�ΨϮ͕ϬϬϬ

�Ψϯ͕ϬϬϬ

ϮϬϭϯ ϮϬϭϰ ϮϬϭϱ ϮϬϭϲ ϮϬϭϳ

/ŶƚĞƌĞƐƚ��ǆƉĞŶƐĞ ��/d

1 b e l o w .  Sprint expects its revenue to climb in the current fiscal year,ll which may provide the

2 c o m p a n y  a larger financial cushion over its debt interest obligations. Furthermore, Sprint has

3 s i z a b l e  upcoming debt maturities, as discussed in more detail below, and its interest expenses
4 m a y  decline upon fulfillment of those obligations.

5
6

$3,000

$2,000

$1,000

$ -

$(1,000)

$(2,000)

Figure 2. Sprint Interest Expense vs EBIT.
(Millions)

2013 2014 2015 2016

Interest Expense E B I T

2017

7

8 F i n a l l y ,  cash flow from operations to current debt measures the amount of cash generated

9 f r o m  operations that a company might use to pay off its upcoming liabilities. Sprint's 2015 and

10 2 0 1 6  ratios of cash flow from operations to current debt are negative because the company did

11 n o t  generate positive cash flow from operations in 2015 and 2016. (I separately analyze the

12 S p r i n t ' s  cash flows below at page 21.) For the purposes of this liquidity assessment, Sprint's

13 2 0 1 5  and 2016 results would be cause for concern if not for the company's subsequent
14 satisfactory fulfillment of its debt obligations and its return to a healthier ratio of cash flow from

15 operat ions to current liabilities in 2017 (2.93). For reference, Sprint posted a higher ratio of cash
16 f l o w  from operations to current liabilities than AT&T (1.02) in 2017.

—11 Andrew Davies (Sprint CFO). Bank of America Merrill Lynch Leveraged Finance Conference. December 5,
2018. "This last quarter we returned to wireless service revenue growth year-on-year. We expect that level of
wireless service revenue growth to continue for the foreseeable future." Webcast available at,
http://investors.sprint.com/news-and-events/past-events/event-details/2018/Bank-of-America-Merrill-Lynch-
Leveraged-Finance-Conference-2018/default.aspx.
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6SULQW¶V�OLTXLGLW\�UDWLRV�LQGLFDWH�WKH�FRPSDQ\�FDQ�PHHW�LWV�VKRUW�WHUP�GHEW�REOLJDWLRQV����

6SULQW¶V�&KLHI�)LQDQFLDO�2IILFHU��³&)2´��$QGUHZ�0DUN�'DYLHV�UHFHQWO\�FRQILUPHG�WKLV���

DVVHVVPHQW�ZKLOH�DGGUHVVLQJ�WKH�FRPSDQ\¶V�VHFRQG�TXDUWHU�UHVXOWV�IRU�WKH�FXUUHQW�ILVFDO�\HDU���

��������

³:H�FRQWLQXHG�WR�KDYH�VWURQJ�OLTXLGLW\�ZLWK�RYHU�����ELOOLRQ�RI���
JHQHUDO�SXUSRVH�DYDLODELOLW\�LQFOXGLQJ�QHDUO\����ELOOLRQ�RI�FDVK����
FDVK�HTXLYDOHQWV�DQG�VKRUW�WHUP�LQYHVWPHQWV�DV�ZH
YH�SUH�IXQGHG�D���
VLJQLILFDQW�SRUWLRQ�RI�RXU�FDSLWDO�LQYHVWPHQWV�DQG�GHEW�PDWXULWLHV���
IRU�WKLV�ILVFDO�\HDU�´������

7R�FRPSDUH�6SULQW¶V�DELOLW\�WR�PHHW�VKRUW�WHUP�GHEW�REOLJDWLRQV�DJDLQVW�WKH�RWKHU�WKUHH����

QDWLRQDO�PRELOH�ZLUHOHVV�FDUULHUV��,�GHYHORSHG�D�VFRUH�IRU�HDFK�FRPSDQ\�E\�PHDVXULQJ�HDFK�RI�WKH����

OLTXLGLW\�UDWLRV�DJDLQVW�WKH�KLJKHVW�DQG�ORZHVW�ZLWKLQ�WKH�JURXS��)LJXUH���EHORZ�GHSLFWV�WKH����

FRPSDQLHV¶�DJJUHJDWH�OLTXLGLW\�VFRUHV��7KH�DJJUHJDWH�VFRUHV�IRU�HDFK�FRPSDQ\�SURYLGH�D����

FRPSDULVRQ�UHODWLYH�WR�WKH�RWKHU�WKUHH�FRPSDQLHV�VHSDUDWHO\�IRU������WKURXJK�������7KH����

DJJUHJDWH�VFRUHV�DUH�RQ�D�VFDOH�RI�]HUR�WR�WHQ�±�ZKHUH�D�VFRUH�RI�WHQ�ZRXOG�LQGLFDWH�WKH�FRPSDQ\����

KHOG�WKH�PRVW�IDYRUDEOH�OLTXLGLW\�UDWLRV�DFURVV�WKH�ERDUG�IRU�WKH�\HDU������

�������������������������������������������������
�

���$QGUHZ�'DYLHV��6SULQW�&)2���6SULQW�6HFRQG�4XDUWHU�)LVFDO�<HDU������5HVXOWV�(DUQLQJV�&DOO��2FWREHU�����������

1 S p r i n t ' s  liquidity ratios indicate the company can meet its short-term debt obligations.

2 S p r i n t ' s  Chief Financial Officer ("CFO") Andrew Mark Davies recently confirmed this

3 assessment while addressing the company's second quarter results for the current fiscal year

4 2 0 1 8 :

5 " W e  continued to have strong liquidity with over $11 billion of
6 g e n e r a l - p u r p o s e  availability including nearly $9 billion of cash,
7 c a s h  equivalents and short-term investments as we've pre-funded a
8 s i g n i f i c a n t  portion of our capital investments and debt maturities
9 f o r  this fiscal year."12

10 T o  compare Sprint's ability to meet short-term debt obligations against the other three

11 na t i ona l  mobile wireless carriers, I developed a score for each company by measuring each of the
12 l i q u i d i t y  ratios against the highest and lowest within the group. Figure 3 below depicts the

13 companies'  aggregate liquidity scores. The aggregate scores for each company provide a

14 comparison relative to the other three companies separately for 2013 through 2017. The
15 aggregate scores are on a scale of zero to ten — where a score of ten would indicate the company

16 h e l d  the most favorable liquidity ratios across the board for the year.

—12 Andrew Davies (Sprint CFO). Sprint Second Quarter Fiscal Year 2018 Results Earnings Call. October 31, 2018.
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)LJXUH����/LTXLGLW\�6FRUHV����

���

6SULQW¶V�OLTXLGLW\�VFRUH�KDV�LPSURYHG�FRQVLVWHQWO\�VLQFH������DQG�WKH�FRPSDQ\�ILQLVKHG���

LWV�ILVFDO�\HDU������LQ�D�PRUH�IDYRUDEOH�SRVLWLRQ�WKDQ�ERWK�$7	7�DQG�7�0RELOH�ZKLOH�RQO\���

VOLJKWO\�WUDLOLQJ�9HUL]RQ��6SULQW¶V�DELOLW\�WR�PHHW�LWV�QHDU�WHUP�ILQDQFLDO�REOLJDWLRQ�LV�UHODWLYHO\���

VLPLODU�WR�WKDW�RI�WKH�RWKHU�WKUHH�FDUULHUV�����

%�� 6ROYHQF\���

6ROYHQF\�PHDVXUHV�D�FRPSDQ\¶V�DELOLW\�WR�PHHW�LWV�ILQDQFLDO�REOLJDWLRQV��DFKLHYH�ORQJ���

WHUP�JURZWK��DQG�VXVWDLQ�SURILWDELOLW\��6ROYHQF\�UHODWHV�WR�D�FRPSDQ\¶V�OHYHUDJHG�VWDWXV�E\���

DVVHVVLQJ�WKH�GHJUHH�WR�ZKLFK�WKH�FRPSDQ\�UHOLHV�RQ�GHEW�ILQDQFLQJ��$�KLJKO\�OHYHUDJHG�FRPSDQ\����

ZLWK�LQDGHTXDWH�VROYHQF\�PD\�EH�XQDEOH�WR�SD\�LWV�GHEWV�DQG�LV�DW�DQ�LQFUHDVHG�ULVN�RI����

EDQNUXSWF\������

6SULQW�KDV�XSFRPLQJ�GHEW�PDWXULWLHV�RI�������ELOOLRQ�DFURVV�WKH�QH[W�ILYH�\HDUV����������

WKURXJK����������7KH�-RLQW�$SSOLFDQWV�SRLQW�WR�WKHVH�GHEW�REOLJDWLRQV�DV�LQVXUPRXQWDEOH�EXUGHQV����

WKDW�ZLOO�NHHS�WKH�FRPSDQ\�IURP�VXFFHVVIXOO\�FRPSHWLQJ����7R�WHVW�WKHVH�FODLPV��LW�LV�QHFHVVDU\�WR����

�������������������������������������������������
�

���6SULQW¶V�$QQXDO�5HSRUW�)RUP����.�IRU�ILVFDO�\HDU�HQGHG�0DUFK����������DW�SDJH�����
���$�����������DW�SDJH�����6HH�DOVR��3XEOLF�,QWHUHVW�6WDWHPHQW�DW�SDJH������
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1 F i g u r e  3. Liquidity Scores.
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3 S p r i n t ' s  liquidity score has improved consistently since 2015 and the company finished

4 i t s  fiscal year 2017 in a more favorable position than both AT&T and T-Mobile while only

5 s l i g h t l y  trailing Verizon. Sprint's ability to meet its near-term financial obligation is relatively

6 s i m i l a r  to that of the other three carriers.

7 B .  Solvency

8 S o l v e n c y  measures a company's ability to meet its financial obligations, achieve long-

9 t e r m  growth, and sustain profitability. Solvency relates to a company's leveraged status by

10 assessing the degree to which the company relies on debt financing. A highly leveraged company

11 w i t h  inadequate solvency may be unable to pay its debts and is at an increased risk of
12 bankruptcy.

13 S p r i n t  has upcoming debt maturities of $26.3 billion across the next five years (2019

14 t h r o u g h  2023).0 The Joint Applicants point to these debt obligations as insurmountable burdens

15 t h a t  will keep the company from successfully competing.14 To test these claims, it is necessary to

13Sprmt, s Annual Report Form 10-K for fiscal year ended March 31, 2018 at page 54.
14 A.18-07-012 at page 28. See also, Public Interest Statement at page 98.
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HYDOXDWH�6SULQW¶V�GHEW�UHODWLYH�WR�RWKHU�DVSHFWV�RI�WKH�FRPSDQ\¶V�ILQDQFLDO�FRQGLWLRQ�LQ�RUGHU���

DVVHVV�VLJQLILFDQFH�DQG�SRWHQWLDO�LPSDFW�RQ�WKH�EXVLQHVV��'HEW�ILQDQFLQJ�FDQ�LPSDFW�ILQDQFLDO���

IOH[LELOLW\�EXW�LV�DOVR�D�XVHIXO�PHWKRG�RI�REWDLQLQJ�WKH�FDSLWDO�QHFHVVDU\�WR�RSHUDWH�DQG�IXQG���

JURZWK�RSSRUWXQLWLHV��6SULQW¶V�UHOLDQFH�RQ�GHEW�DSSHDUV�UHDVRQDEOH�UHODWLYH�WR�WKH�VL]H�RI�WKH���

FRPSDQ\��DV�GHPRQVWUDWHG�EHORZ�����

7R�DVVHVV�6SULQW¶V�VROYHQF\��,�DQDO\]HG�WKH�IROORZLQJ�IRXU�PHWULFV��GHEW�WR�HTXLW\��GHEW�WR���

FDSLWDO��OLDELOLWLHV�WR�DVVHWV��DQG�GHEW�WR�HDUQLQJV�EHIRUH�LQWHUHVW��WD[HV��GHSUHFLDWLRQ�DQG���

DPRUWL]DWLRQ��³(%,7'$´���)LJXUH���EHORZ�SUHVHQWV�6SULQW¶V�VROYHQF\�PHWULFV�IRU�HDFK�\HDU�IURP���

�����WR�������:LWK�HDFK�RI�WKHVH�UDWLRV��D�KLJKHU�QXPEHU�VXJJHVWV�WKH�FRPSDQ\�LQFUHDVLQJO\���

UHOLHV�RQ�GHEW�DQG�LQGLFDWHV�PRUH�ULVN�����

)LJXUH����6SULQW�6ROYHQF\�0HWULFV�����

� ����� ����� ����� ����� �����
'HEW�WR�(TXLW\� ����� ����� ����� ����� �����
'HEW�WR�&DSLWDO� ����� ����� ����� ����� �����
/LDELOLWLHV�WR�$VVHWV� ����� ����� ����� ����� �����
'HEW�WR�(%,7'$� ����� ����� ����� ����� �����

����

$V�WKHVH�UDWLRV�VKRZ��6SULQW¶V�VROYHQF\�KDV�LPSURYHG�IURP������WR������DQG�KDV�EHHQ�LQ����

UHODWLYHO\�JRRG�FRQGLWLRQ�DW�VHYHUDO�SRLQWV�RYHU�WKH�ODVW�ILYH�\HDUV��'HEW�WR�HTXLW\�PHDVXUHV�WKH����

FDSLWDO�FRQWULEXWHG�E\�FUHGLWRUV�DJDLQVW�WKH�FDSLWDO�FRQWULEXWHG�E\�VKDUHKROGHUV�DQG�GHPRQVWUDWHV����

WKH�H[WHQW�WR�ZKLFK�VKDUHKROGHUV¶�HTXLW\�FDQ�IXOILOO�REOLJDWLRQV�WR�FUHGLWRUV��,Q�JHQHUDO��D�GHEW�WR����

HTXLW\�UDWLR�EHORZ�WZR�LV�D�KHDOWK\�SRVLWLRQ��DOWKRXJK�D�FRPSDQ\¶V�GHEW�WR�HTXLW\�UDWLRV�FDQ�YDU\����

VLJQLILFDQWO\�GHSHQGLQJ�RQ�FLUFXPVWDQFHV��6SULQW¶V������GHEW�WR�HTXLW\�UDWLR�RI������LQGLFDWHV�D����

KHDOWK\�ILQDQFLDO�SRVLWLRQ��HVSHFLDOO\�FRQVLGHULQJ�WKH�PRELOH�ZLUHOHVV�EXVLQHVV�QHFHVVLWDWHV�ODUJH����

LQYHVWPHQWV�LQ�IL[HG�DVVHWV�ZKLFK�FDQ�MXVWLI\�LQFUHDVHG�UHOLDQFH�RQ�GHEW��)RU�FRPSDULVRQ�����

9HUL]RQ¶V�UDWLR�RI�GHEW�WR�HTXLW\�ZDV������LQ������DQG������LQ��������5HIHU�WR�$WWDFKPHQW�'�IRU����

WKH�VROYHQF\�PHWULFV�IRU�7�0RELOH��9HUL]RQ��DQG�$7	7�������

'HEW�WR�FDSLWDO�PHDVXUHV�D�FRPSDQ\
V�ILQDQFLDO�OHYHUDJH�DQG�HTXDOV�VKRUW�DQG�ORQJ�WHUP����

ERUURZLQJV��LQFOXGLQJ�FDSLWDO�OHDVH�REOLJDWLRQV��GLYLGHG�E\�WRWDO�FDSLWDO��6SULQW¶V�GHEW�WR�FDSLWDO����

UDWLR�ZDV������LQ�������DQ�LPSURYHPHQW�RYHU�WKH�SUHYLRXV�\HDU¶V�ILJXUH�RI�������ZKLFK�LQGLFDWHV����

WKH�FRPSDQ\�LV�EHFRPLQJ�OHVV�UHOLDQW�RQ�GHEW�ILQDQFLQJ�ZLWKLQ�LWV�FDSLWDO�VWUXFWXUH������

1 eva lua te  Sprint's debt relative to other aspects of the company's financial condition in order

2 assess significance and potential impact on the business. Debt financing can impact financial

3 f l e x i b i l i t y  but is also a useful method of obtaining the capital necessary to operate and fund

4 g r o w t h  opportunities. Sprint's reliance on debt appears reasonable relative to the size of the
5 company,  as demonstrated below.

2013 2014 2015 2016 2017
Debt to Equity 1.29 1.55 1.72 2.18 1.55
Debt to Capital 0.56 0.61 0.63 0.69 0.61
Liabilities to Assets 0.70 0.74 0.75 0.78 0.69
Debt to EBITDA 7.85 6.37 4.79 4.26 3.67

6 T o  assess Sprint's solvency, I analyzed the following four metrics: debt to equity, debt to

7 cap i ta l ,  liabilities to assets, and debt to earnings before interest, taxes, depreciation and
8 amort izat ion ("EBITDA"). Figure 4 below presents Sprint's solvency metrics for each year from

9 2 0 1 3  to 2017. With each of these ratios, a higher number suggests the company increasingly

10 r e l i e s  on debt and indicates more risk.

11 F i g u r e  4. Sprint Solvency Metrics.

12

13 A s  these ratios show, Sprint's solvency has improved from 2016 to 2017 and has been in

14 re la t i ve ly  good condition at several points over the last five years. Debt to equity measures the

15 c a p i t a l  contributed by creditors against the capital contributed by shareholders and demonstrates

16 t h e  extent to which shareholders' equity can fulfill obligations to creditors. In general, a debt to

17 e q u i t y  ratio below two is a healthy position, although a company's debt to equity ratios can vary
18 s igni f icant ly  depending on circumstances. Sprint's 2017 debt to equity ratio of 1.55 indicates a

19 h e a l t h y  financial position, especially considering the mobile wireless business necessitates large

20 investments in fixed assets which can justify increased reliance on debt. For comparison,
21 Ve r i z o n ' s  ratio of debt to equity was 4.50 in 2016 and 2.62 in 2017. (Refer to Attachment D for

22 t h e  solvency metrics for T-Mobile, Verizon, and AT&T.)

23 D e b t  to capital measures a company's financial leverage and equals short and long-term

24 borrowings (including capital lease obligations) divided by total capital. Sprint's debt to capital

25 r a t i o  was 0.61 in 2017, an improvement over the previous year's figure of 0.69, which indicates

26 t h e  company is becoming less reliant on debt financing within its capital structure.
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ILQDQFLQJ��)RU�FRPSDULVRQ��LQ�������7�0RELOH�DQG�$7	7�HDFK�KDG�D������UDWLR�RI�OLDELOLWLHV�WR���

DVVHWV�DQG�9HUL]RQ�KHOG�D������UDWLR�RI�OLDELOLWLHV�WR�DVVHWV����

)LQDOO\��WKH�GHEW�WR�(%,7'$�UDWLR�PHDVXUHV�WKH�DPRXQW�RI�LQFRPH�DYDLODEOH�WR�VHUYLFH���

GHEW�REOLJDWLRQV�EHIRUH�GHGXFWLQJ�LQWHUHVW��WD[HV��GHSUHFLDWLRQ�DQG�DPRUWL]DWLRQ��$�KLJK�UDWLR�RI���

GHEW�WR�(%,7'$�LQGLFDWHV�D�FRPSDQ\�ZLWK�VLJQLILFDQW�GHEW�REOLJDWLRQV��&RPSDQLHV�ZLWK�D�KLJK���

GHEW�WR�(%,7'$�UDWLR�PD\�KDYH�D�ORZHU�FUHGLW�UDWLQJ�DQG�DUH�PRUH�OLNHO\�WR�RIIHU�KLJKHU�\LHOGV���

RQ�ERQGV��:KLOH�PRVW�FRPSDQLHV�KDYH�D�GHEW�WR�(%,7'$�UDWLR�KLJKHU�WKDQ�RQH��D�UDWLR�KLJKHU����

WKDQ�IRXU�FDQ�LQGLFDWH�D�OHVV�KHDOWK\�ILQDQFLDO�FRQGLWLRQ��6SULQW¶V�GHEW�WR�(%,7'$�UDWLR�ZDV����

DERYH�IRXU�IURP������WKURXJK������EXW�GHFUHDVHG�WR������LQ������DV�WKH�FRPSDQ\�LPSURYHG�LWV����

ILQDQFLDO�FRQGLWLRQ��6SULQW�LPSURYHG�LWV�GHEW�WR�(%,7'$�UDWLR�E\�JURZLQJ�LWV�DQQXDO�(%,7'$�DW����

D�IDVWHU�UDWH�WKDQ�LQFUHDVHV�WR�LWV�GHEW��DV�GHPRQVWUDWHG�LQ�)LJXUH���EHORZ�����

)LJXUH����6SULQW¶V�'HEW�DQG�(%,7'$�����

�0LOOLRQV�����
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1 T h e  liabilities to assets ratio measure the amount of total assets financed by debt instead

2 o f  investors. Sprint's 2017 ratio of liabilities to assets (0.69) was the company's lowest in the

3 p rev ious  five fiscal years, another indication that Sprint is becoming less reliant on debt

4 f inancing.  For comparison, in 2017, T-Mobile and AT&T each had a 0.68 ratio of liabilities to

5 asse ts  and Verizon held a 0.83 ratio of liabilities to assets.

6 F i n a l l y ,  the debt to EBITDA ratio measures the amount of income available to service

7 d e b t  obligations before deducting interest, taxes, depreciation and amortization. A high ratio of

8 d e b t  to EBITDA indicates a company with significant debt obligations. Companies with a high

9 d e b t  to EBITDA ratio may have a lower credit rating and are more likely to offer higher yields

10 o n  bonds. While most companies have a debt to EBITDA ratio higher than one, a ratio higher

11 t h a n  four can indicate a less healthy financial condition. Sprint's debt to EBITDA ratio was

12 a b o y e  four from 2013 through 2016 but decreased to 3.67 in 2017 as the company improved its
13 f i nanc ia l  condition. Sprint improved its debt to EBITDA ratio by growing its annual EBITDA at

14 a  faster rate than increases to its debt, as demonstrated in Figure 5 below.
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Figure 5. Sprint's Debt and EBITDA.
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18 A l t h o u g h  improving, Sprint's solvency scores indicate that the company owns significant

19 d e b t  obligations and is moderately to highly leveraged. This can influence Sprint's ability to

20 b o r r o w  capital. The three largest credit-rating agencies score Sprint's credit rating at the higher-
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���)LWFK�5DWLQJ¶V�UDWLQJ�GHILQLWLRQV�DUH�DYDLODEOH�DW�KWWSV���ZZZ�ILWFKUDWLQJV�FRP�VLWH�GHILQLWLRQV���
���0RRG\¶V�,QYHVWRU�6HUYLFH��5DWLQJ�6\PEROV�DQG�'HILQLWLRQV��1RYHPEHU�������$YDLODEOH�DW��
KWWSV���ZZZ�PRRG\V�FRP�UHVHDUFKGRFXPHQWFRQWHQWSDJH�DVS["GRFLG 3%&B��������
���6	3�*OREDO�5DWLQJV��6	3�*OREDO�5DWLQJV�'HILQLWLRQV��2FWREHU�����������$YDLODEOH�DW��
KWWSV���ZZZ�VWDQGDUGDQGSRRUV�FRP�HQB86�ZHE�JXHVW�DUWLFOH���YLHZ�VRXUFH,G����������

1 e n d  of the "speculative" territory based on Sprint's current ability to meet its obligations and

2 tempered by a material risk of default.

Agency Rating Type Credit Rating15 Rating Definition
Fitch Ratings Long-Term

Issuer Default
Rating

B+ "B-ratings indicate that material default
risk is present, but a limited margin of
safety remains. Financial commitments
are currently being met; however,
capacity for continued payment is
vulnerable to deterioration in the business
and economic environment." 16

Moody's
Investor
Services

Long-Term
Corporate
Family Ratings

B2 "Obligations rated B are considered
speculative and are subject to high credit
risk."2

Standard and
Poor's
Financial
Services

Local Currency
Long-Term

B A 'B' rating suggests the company
currently has the capacity to meet its
financial commitments, but also carries at
least some vulnerability to nonpayment.
Further, adverse business, financial, or
economic conditions will likely impair
the company's capacity or willingness to
meet its financial commitments.2

3 F i g u r e  6. Sprint's Credit Rating.

4

5 S p r i n t ' s  suboptimal credit ratings mean lenders will charge the company more to borrow

6 m o n e y.  The speculative nature of Sprint's debt offerings requires the company to pay higher

15 •  ,   •— Sprmt s rating available from Fitch Ratings at https://www.fitchratings.com/site/pr/10051921; Moody's
Investor Services at https://www.moodys.com/credit-ratings/Sprint-Corporation-credit-rating-823536068; and,
Standard & Poor's Financial Services at https://www.standardandpoors.com/en US/web/guest/ratings/entity/-/org-
details/sectorCode/CORP/entityId/556115.
16-  Fitch Rating' s rating definitions are available at https://www.fitchratings.com/site/definitions.
17 Moody's Investor Service. Rating Symbols and Definitions. November 2018. Available at,
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_79004.
18 S&P Global Ratings. S&P Global Ratings Definitions. October 31, 2018. Available at,
https://www.standardandpoors.com/en_US/web/guest/article/-/view/sourceId/504352.
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\LHOGV�LQ�H[FKDQJH�IRU�WKH�ERUURZHG�FDSLWDO����&RVWO\�GHEW�LV�QRW�LGHDO�IRU�6SULQW�DV�WKH�FRPSDQ\���

ZRUNV�WR�LPSURYH�LWV�SURILWDELOLW\�DQG�FDVK�IORZ�FRQGLWLRQ��ZKLFK�DUH�GLVFXVVHG�LQ�PRUH�GHWDLO���

EHORZ���)RUWXQDWHO\�IRU�6SULQW��WKH�FRPSDQ\�RZQV�YDVW�DPRXQWV�RI�YDOXDEOH�VSHFWUXP�ZKLFK�LW���

UHFHQWO\�XVHG�DV�OHYHUDJH�WR�ERUURZ�FDSLWDO�DW�ORZHU�LQWHUHVW�UDWHV��,Q�WRWDO��6SULQW�KDV�PDGH���

DYDLODEOH����ELOOLRQ�LQ�VSHFWUXP�EDFNHG�ERQGV��LQFOXGLQJ�WKH�UHFHQW�LVVXDQFH�RI������ELOOLRQ�LQ���

0DUFK���������6SULQW¶V�VSHFWUXP�EDFNHG�QRWHV�DOORZ�WKH�FRPSDQ\�WR�SD\�D�PXFK�ORZHU�DQQXDO���

LQWHUHVW�UDWH�WKDQ�LW�ZRXOG�RWKHUZLVH�REWDLQ�WKURXJK�WKH�LVVXDQFH�RI�KLJK�\LHOG�ERQGV��6SULQW�FDQ���

SRWHQWLDOO\�LVVXH�HYHQ�PRUH�VSHFWUXP�EDFNHG�ERQGV�LQ�WKH�IXWXUH��DV�LW�KDV�FXUUHQWO\�GHGLFDWHG���

RQO\�����RI�LWV�WRWDO�VSHFWUXP�KROGLQJV�WR�LWV�VSHFWUXP�EDFNHG�ILQDQFLQJ��6SULQW¶V�VSHFWUXP���

EDFNHG�QRWHV�ZLOO�KHOS�IDFLOLWDWH�WKH�QHFHVVDU\�LQYHVWPHQWV�WR�PDLQWDLQ�DQG�XSJUDGH�6SULQW¶V����

QHWZRUN��������

7R�FRPSDUH�6SULQW¶V�OHYHUDJHG�VWDWXV�DJDLQVW�WKH�RWKHU�WKUHH�QDWLRQZLGH�PRELOH�ZLUHOHVV����

SURYLGHUV��,�GHYHORSHG�D�VFRUH�IRU�HDFK�FRPSDQ\�E\�PHDVXULQJ�LWV�VROYHQF\�UDWLRV�DJDLQVW�WKH����

KLJKHVW�DQG�ORZHVW�LQ�WKH�JURXS��)LJXUH���EHORZ�GHSLFWV�WKH�FRPSDQLHV¶�DJJUHJDWH�VROYHQF\����

VFRUHV��7KH�DJJUHJDWH�VFRUHV�IRU�HDFK�FRPSDQ\�DUH�D�PHDQV�WR�FRPSDUH�WKH�FRPSDQLHV¶�VROYHQF\����

UHODWLYH�WR�WKH�RWKHU�WKUHH�FRPSDQLHV�VHSDUDWHO\�IRU�HDFK�\HDU�IURP������WKURXJK�������7KH����

DJJUHJDWH�VFRUHV�DUH�RQ�D�VFDOH�RI�]HUR�WR�WHQ�±�ZKHUH�D�VFRUH�RI�WHQ�ZRXOG�LQGLFDWH�WKH�FRPSDQ\����

ZDV�WKH�PRVW�VROYHQW��FRPSDUHG�WR�WKH�RWKHU�WKUHH�FRPSDQLHV��IRU�WKDW�\HDU������

�������������������������������������������������
�

���6PLWK��0ROO\��³6SULQW�6HOOV������%LOOLRQ�LQ�)LUVW�-XQN�%RQG�2IIHULQJ�6LQFH������´�%ORRPEHUJ�1HZV��)HEUXDU\�����
������$YDLODEOH�DW��KWWSV���ZZZ�EORRPEHUJ�FRP�QHZV�DUWLFOHV������������VSULQW�WR�VHOO���ELOOLRQ�RI�MXQN�ERQGV�DV�
LW�EXLOGV��J�QHWZRUN���
���6SULQW¶V�$QQXDO�5HSRUW�)RUP����.�IRU�WKH�ILVFDO�\HDU�HQGHG�0DUFK����������DW�SDJH������
���$QGUHZ�'DYLHV��6SULQW¶V�&KLHI�)LQDQFLDO�2IILFHU��DW�%DQN�RI�$PHULFD�0HUULOO�/\QFK�/HYHUDJHG�)LQDQFH�
&RQIHUHQFH��'HFHPEHU�����������³:H
YH�UHFHQWO\�LPSURYHG�WKH�OLTXLGLW\�DJDLQ�E\�H[SDQGLQJ�WKH�WHUP�ORDQ�%�E\�MXVW�
RYHU�D�ELOOLRQ�GROODUV�DQG�PRUH�LPSRUWDQWO\��LQ�PDQ\�UHJDUGV�IURP�P\�UHVSHFW��SXWWLQJ�LQ�SODFH�WKLV�DPHQGPHQW�WR�WKH�
WHUP�ORDQ�%�GRFXPHQWDWLRQ�ZKLFK�WKHQ�DOORZV�XV�WR�SRWHQWLDOO\�VLJQLILFDQWO\�XS�VL]H�WKH�VSHFWUXP�QRWHV�LI�WKH�PHUJHU�
GLGQ
W�JHW�DSSURYHG��DQG�LI�ZH�KDG�WR�SD\�IRU�VWDQGDORQH�OLIH´�>(PSKDVLV�DGGHG@��$YDLODEOH�DW��
KWWS���LQYHVWRUV�VSULQW�FRP�QHZV�DQG�HYHQWV�SDVW�HYHQWV�HYHQW�GHWDLOV������%DQN�RI�$PHULFD�0HUULOO�/\QFK�
/HYHUDJHG�)LQDQFH�&RQIHUHQFH������GHIDXOW�DVS[���

1 y i e l d s  in exchange for the borrowed capital)- Costly debt is not ideal for Sprint as the company

2 w o r k s  to improve its profitability and cash flow condition (which are discussed in more detail

3 b e l o w ) .  Fortunately for Sprint, the company owns vast amounts of valuable spectrum which it

4 r ecen t l y  used as leverage to borrow capital at lower interest rates. In total, Sprint has made

5 ava i lab le  $7 billion in spectrum-backed bonds, including the recent issuance of $3.9 billion in

6 M a r c h  2018.20 Sprint's spectrum-backed notes allow the company to pay a much lower annual

7 in te res t  rate than it would otherwise obtain through the issuance of high-yield bonds. Sprint can

8 potent ia l ly  issue even more spectrum-backed bonds in the future, as it has currently dedicated
9 o n l y  14% of its total spectrum holdings to its spectrum-backed financing. Sprint's spectrum-

10 b a c k e d  notes will help facilitate the necessary investments to maintain and upgrade Sprint's

11 ne two rk . 21

12 T o  compare Sprint's leveraged status against the other three nationwide mobile wireless

13 providers,  I developed a score for each company by measuring its solvency ratios against the

14 h i g h e s t  and lowest in the group. Figure 6 below depicts the companies' aggregate solvency

15 scores .  The aggregate scores for each company are a means to compare the companies' solvency
16 re la t i ve  to the other three companies separately for each year from 2013 through 2017. The

17 aggregate scores are on a scale of zero to ten — where a score of ten would indicate the company

18 w a s  the most solvent (compared to the other three companies) for that year.

19-  Smith, Molly. "Sprint Sells $1.5 Billion in First Junk Bond Offering Since 2015." Bloomberg News. February 20,
2018. Available at, http s ://www.bloomberg .com/news/articles/2018-02-20/sprint-to- sell-1 -billion-of-j unk-bonds-a s-
it-builds-5 g-network.
20 •— Sprmt, s Annual Report Form 10-K for the fiscal year ended March 31, 2018 at page 51.
—21 Andrew Davies (Sprint's Chief Financial Officer) at Bank of America Merrill Lynch Leveraged Finance
Conference (December 5, 2018), "We've recently improved the liquidity again by expanding the term loan B by just
over a billion dollars and more importantly, in many regards from my respect, putting in place this amendment to the
term loan B documentation which then allows us to potentially significantly up size the spectrum notes i f  the merger
didn't get approved, and if we had to pay for standalone life" [Emphasis added]. Available at,
http://investors.sprint.com/news-and-events/past-events/event-details/2018/Bank-of-America-Merrill-Lynch-
Leveraged-Finance-Conference-2018/default.aspx.
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6SULQW¶V�VFRUHV�LQGLFDWH�WKH�FRPSDQ\¶V�UHOLDQFH�RQ�GHEW�ILQDQFLQJ�UDQNV�LQ�WKH�PLGGOH�RI���

WKH�SDFN�DV�FRPSDUHG�WR�WKH�RWKHU�WKUHH�QDWLRQDO�PRELOH�ZLUHOHVV�WHOHFRPPXQLFDWLRQV�SURYLGHUV����

6SULQW¶V�VROYHQF\�PHWULFV�VLJQLILFDQWO\�WUDLOHG�ERWK�$7	7�DQG�9HUL]RQ�LQ�������EXW�PRUH�UHFHQW���

PHWULFV�LQGLFDWH�6SULQW�LV�QRZ�VLPLODUO\�VLWXDWHG�WR�$7	7�DQG��UHODWLYHO\��OHVV�OHYHUDJHG�WKDQ���

9HUL]RQ����

&�� 3URILWDELOLW\����

3URILWDELOLW\�LV�WKH�PHDVXUH�RI�D�FRPSDQ\¶V�DELOLW\�WR�JHQHUDWH�HDUQLQJV�UHODWLYH�WR�LWV���
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H[DPLQH�WKH�IROORZLQJ�IRXU�PHWULFV��JURVV�PDUJLQ��(%,7'$�PDUJLQ��QHW�SURILW�PDUJLQ��DQG�UHWXUQ����

RQ�DVVHWV��)RU�WKHVH�SURILWDELOLW\�PHWULFV��D�KLJKHU�YDOXH�LQGLFDWHV�D�PRUH�IDYRUDEOH�FRQGLWLRQ�����

)LJXUHV���EHORZ�SUHVHQWV�6SULQW¶V�SURILWDELOLW\�PHWULFV�IRU�HDFK�\HDU�IURP������WR�������5HIHU�WR����

$WWDFKPHQW�(�IRU�WKH�SURILWDELOLW\�PHWULFV�RI�7�0RELOH��9HUL]RQ��DQG�$7	7�����
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1 F i g u r e  6. Solvency Scores.
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Sprint . A T & T  V e r i z o n

2017

2

3 S p r i n t ' s  scores indicate the company's reliance on debt financing ranks in the middle of

4 t h e  pack as compared to the other three national mobile wireless telecommunications providers.
5 S p r i n t ' s  solvency metrics significantly trailed both AT&T and Verizon in 2013, but more recent

6 m e t r i c s  indicate Sprint is now similarly situated to AT&T and (relatively) less leveraged than
7 Ve r i z o n .

8 C .  Profitability

9 P r o f i t a b i l i t y  is the measure of a company's ability to generate earnings relative to its

10 associated expenses. Assessing Sprint's profitability helps to gauge the company's overall

11 performance and its ability to access capital and resources. To evaluate Sprint's profitability, I
12 examine  the following four metrics: gross margin, EBITDA margin, net profit margin, and return

13 o n  assets. For these profitability metrics, a higher value indicates a more favorable condition.

14 F igu res  7 below presents Sprint's profitability metrics for each year from 2013 to 2017. Refer to

15 At tachment  E for the profitability metrics of T-Mobile, Verizon, and AT&T.
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(%,7'$�0DUJLQ� ����� ����� ����� ����� �����
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���

� 7KH�JURVV�PDUJLQ�UDWLR�LV�HTXDO�WR�JURVV�SURILWV�GLYLGHG�E\�WRWDO�UHYHQXH�DQG�PHDVXUHV�WKH���
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WUDLOLQJ�9HUL]RQ�������SHUFHQW������

(%,7'$�PDUJLQ��ZKLFK�LV�HTXDO�WR�(%,7'$�GLYLGHG�E\�WRWDO�UHYHQXH��GHSLFWV�D����

FRPSDQ\¶V�SURILWDELOLW\��EHIRUH�LQWHUHVW��WD[HV��GHSUHFLDWLRQ��DQG�DPRUWL]DWLRQ��DV�D�SHUFHQWDJH�RI����

LWV�WRWDO�UHYHQXH��6SULQW¶V�(%,7'$�PDUJLQ�LQGLFDWHV�WKH�FRPSDQ\�KDV�FRQVLVWHQWO\�LPSURYHG�LWV����

RSHUDWLQJ�SURILWDELOLW\�LQ�UHFHQW�\HDUV��$V�ZDV�WKH�FDVH�ZLWK�JURVV�PDUJLQ��6SULQW�VXFFHVVIXOO\����

LQFUHDVHG�LWV�(%,7'$�PDUJLQ�HYHU\�\HDU�IURP������WR�������7KLV�GHPRQVWUDWHV�WKDW�6SULQW�ZDV����

DEOH�WR�ORZHU�LWV�RSHUDWLQJ�H[SHQVHV�LQ�UHODWLRQ�WR�LWV�WRWDO�UHYHQXH��DQG�VXJJHVWV�WKH�FRPSDQ\�LV����

WUHQGLQJ�WRZDUGV�D�KHDOWKLHU�ILQDQFLDO�FRQGLWLRQ��,QGHHG��6SULQW�KDV�IRFXVHG�RQ�FXWWLQJ�LWV����

RSHUDWLQJ�H[SHQVHV�IRU�WKH�SDVW�VHYHUDO�\HDUV����DQG�ZDV�DEOH�WR�ORZHU�LWV�RSHUDWLQJ�H[SHQVHV����
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���³6SULQW
V�5REELDWL��:H�&DQ�&XW���%�LQ�2SHUDWLQJ�([SHQVHV������0�RQ�(TXLSPHQW�6SHQGLQJ�´�)LHUFH�:LUHOHVV��
2FWREHU����������$YDLODEOH�DW��KWWSV���ZZZ�ILHUFHZLUHOHVV�FRP�ZLUHOHVV�VSULQW�V�UREELDWL�ZH�FDQ�FXW��E�RSHUDWLQJ�
H[SHQVHV����P�HTXLSPHQW�VSHQGLQJ���
���+HUH��RSHUDWLQJ�H[SHQVHV�DUH�HTXDO�WR�6SULQW¶V�FRVW�RI�VDOHV�SOXV�RWKHU�VDOHV��JHQHUDO��DQG�DGPLQLVWUDWLYH�H[SHQVHV��
DQG�DGMXVWHG�IRU�KXUULFDQH�DQG�RWKHU�QRQ�UHFXUULQJ�FKDUJHV��6HH��6SULQW¶V�4��)<������5HVXOWV�&RQIHUHQFH�&DOO�
3UHVHQWDWLRQ��0D\��QG��������DW�SDJH����$YDLODEOH�DW��
KWWS���V���T�FGQ�FRP�����������ILOHV�GRFBILQDQFLDOV�TXDUWHUO\������T����B�4)<���6OLGHV�)LQDO�SGI���

1 F i g u r e  7. Sprint Profitability Metrics.
2 ( P e r c e n t )

2013 2014 2015 2016 2017
Gross Margin 42.7 45.1 51.7 53.8 58.6
EBITDA Margin 11.8 15.3 22.0 28.8 34.4
Net Profit Margin (8.5) (9.7) (6.2) (3.6) 22.8
Return on Assets (3.6) (4.0) (2.5) (1.4) 8.6

3

4 T h e  gross margin ratio is equal to gross profits divided by total revenue and measures the

5 p o r t i o n  of sales revenue a company keeps as profit after paying for the cost of the goods or

6 serv ices sold. Sprint's gross margin has increased every year since 2013, which indicates the

7 c o m p a n y  has increased the percentage of revenue it retains after accounting for the cost of goods
8 s o l d  and services provided. Sprint finished its most recent fiscal year with a gross margin of 58.6

9 percent ,  which outpaced both T-Mobile (56.4 percent) and AT&T (51.8 percent) while slightly

10 t r a i l i n g  Verizon (59.1 percent).

11 E B I T D A  margin, which is equal to EBITDA divided by total revenue, depicts a

12 company 's  profitability (before interest, taxes, depreciation, and amortization) as a percentage of

13 i t s  total revenue. Sprint's EBITDA margin indicates the company has consistently improved its
14 operat ing profitability in recent years. As was the case with gross margin, Sprint successfully

15 increased its EBITDA margin every year from 2013 to 2017. This demonstrates that Sprint was

16 a b l e  to lower its operating expenses in relation to its total revenue, and suggests the company is
17 t rend ing  towards a healthier financial condition. Indeed, Sprint has focused on cutting its

18 operat ing expenses for the past several years,22 and was able to lower its operating expenses

19 f r o m  $20.8 billion in 2013 to $14.8 billion in 2017.23 Sprint is now collecting the profits made

22 „ Sprint, s Robbiati: We Can Cut $2B in Operating Expenses, $500M on Equipment Spending." Fierce Wireless.
October 9, 2015. Available at, https://www.fiercewireless.com/wireless/sprint-s-robbiati-we-can-cut-2b-operating-
expenses-500m-equipment-spending.
-23 Here, operating expenses are equal to Sprint's cost of sales plus other sales, general, and administrative expenses,
and adjusted for hurricane and other non-recurring charges. See, Sprint's Q4 FY 2017 Results Conference Call
Presentation (May 2nd, 2018) at page 6. Available at,
http://s21.q4cdn.com/487940486/files/doc_financials/quarterly/2017/q4/02_4QFY17-Slides-Final.pdf.
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�������6SULQW�SRVWHG�LWV�IRXUWK�FRQVHFXWLYH�TXDUWHU�RI�QHW�LQFRPH�DQG�LWV�HOHYHQWK�FRQVHFXWLYH����

TXDUWHU�RI�SRVLWLYH�RSHUDWLQJ�LQFRPH����$OVR��LQ�WKH�ILVFDO�VHFRQG�TXDUWHU�RI�������6SULQW�JUHZ�LWV����

ZLUHOHVV�VHUYLFH�UHYHQXH�\HDU�RYHU�\HDU�IRU�WKH�ILUVW�WLPH�LQ�QHDUO\�ILYH�\HDUV����6SULQW¶V����

�������������������������������������������������
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���³6SULQW�6ZLQJV�WR�D�3URILW��+HOSHG�E\�&RVW�&XWV�´�5HXWHUV��$XJXVW����������$YDLODEOH�DW��
KWWSV���ZZZ�FQEF�FRP������������VSULQW�VZLQJV�WR�D�SURILW�KHOSHG�E\�FRVW�FXWV�KWPO���
���$QGUHZ�'DYLHV��6SULQW¶V�&KLHI�)LQDQFLDO�2IILFHU��DW�%DQN�RI�$PHULFD�0HUULOO�/\QFK�/HYHUDJHG�)LQDQFH�
&RQIHUHQFH��'HFHPEHU�����������³7KLV�ODVW�TXDUWHU�ZH�UHWXUQHG�WR�ZLUHOHVV�VHUYLFH�UHYHQXH�JURZWK�\HDU�RQ�\HDU��:H�
H[SHFW�WKDW�OHYHO�RI�ZLUHOHVV�VHUYLFH�UHYHQXH�JURZWK�WR�FRQWLQXH�IRU�WKH�IRUHVHHDEOH�IXWXUH��6R�WKHUH
V�D�UHYHQXH�
JURZWK�VWRU\��:H�GLGQ
W�WDON�DERXW�LW�HDUOLHU�EXW�HYHQ�WKRXJK�ZH
YH�PDGH�VLJQLILFDQW�FRVW�UHGXFWLRQV�LQ�WKH�SDVW��ZH�
VWLOO�WKLQN�WKHUH
V�URRP�WR�JURZ�WR�JHW�PRUH�FRVW�UHGXFWLRQV�´�>(PSKDVLV�DGGHG@��$YDLODEOH�DW��
KWWS���LQYHVWRUV�VSULQW�FRP�QHZV�DQG�HYHQWV�SDVW�HYHQWV�HYHQW�GHWDLOV������%DQN�RI�$PHULFD�0HUULOO�/\QFK�
/HYHUDJHG�)LQDQFH�&RQIHUHQFH������GHIDXOW�DVS[��
���6SULQW¶V������QHW�SURILW�PDUJLQ�DQG�UHWXUQ�RQ�DVVHWV�DUH�QHW�RI�DQ\�ILQDQFLDO�LPSDFWV�WKH�FRPSDQLHV�UHDOL]HG�LQ�
�����DV�D�UHVXOW�RI�WKH�7D[�&XW�DQG�-REV�$FW��
���6SULQW�4XDUWHUO\�,QYHVWRU�8SGDWH�)LVFDO��4����2FWREHU�����������$YDLODEOH�DW��
KWWS���V���T�FGQ�FRP�����������ILOHV�GRFBILQDQFLDOV�TXDUWHUO\������4����B)LVFDO��4���6SULQW�4XDUWHUO\�,QYHVWRU�
8SGDWH�),1$/�3')���
���([FOXGLQJ�WKH�HIIHFWV�RI�D�QHZ�UHYHQXH�VWDQGDUG�LVVXHG�E\�WKH�)LQDQFLDO�$FFRXQWLQJ�6WDQGDUGV�%RDUG�LQ�0D\�
�����DQG�DGRSWHG�E\�6SULQW�EHJLQQLQJ�RQ�$SULO����������)RU�PRUH�LQIRUPDWLRQ�VHH�6SULQW¶V�4XDUWHUO\�5HSRUW�)RUP�
���4��6HSWHPEHU�����������DW�SDJHV���WR����

1 poss ib le ,  at least in part, by reductions to its operating expenses.24 Sprint expects to make

2 addi t ional  cost reductions in the future which should allow the company to continue to grow its

3 E B I T D A  margin.25

4 T h e  net profit margin is the percentage of revenue remaining after accounting for all

5 associated expenses and is equal to net income divided by total revenue. The return on assets

6 met r i cs ,  which is equal to net income divided by total assets, is a measure of how well a
7 c o m p a n y  is using its assets to generate profits. Sprint's net profit margin and return on assets are

8 negat i ve  from 2013 through 2016 because of the company's failure to achieve net income. Sprint
9 p o s t e d  a successful fiscal year 2017 with net income ($7.4 billion), which produced a healthy net

10 p r o f i t  margin and return on assets.

11 S p r i n t ' s  profitability metrics demonstrate an upward trend across the past five fiscal years

12 a n d  culminate with a return to profitability in 2017. Sprint's net income in 2017 is a positive sign

13 f o r  the company's prospects as a standalone entity. Moreover, Sprint continues to improve its

14 b o t t o m  line. In its most recently completed fiscal quarter (for the period ending September 30,

15 2 0 1 8 ) ,  Sprint posted its fourth consecutive quarter of net income and its eleventh consecutive

16 q u a r t e r  of positive operating income.27 Also, in the fiscal second quarter of 2018, Sprint grew its

17 w i re less  service revenue year-over-year for the first time in nearly five years.28 Sprint's

24 - "Sprint Swings to a Profit, Helped by Cost Cuts." Reuters. August 1, 2017. Available at,
https://www.cnbc.com/2017/08/01/sprint-swings-to-a-profit-helped-by-cost-cuts.html.
25 Andrew Davies (Sprint's Chief Financial Officer) at Bank of America Merrill Lynch Leveraged Finance
Conference (December 5, 2018), "This last quarter we returned to wireless service revenue growth year-on-year. We
expect that level of wireless service revenue growth to continue for the foreseeable future. So there's a revenue
growth story. We didn't talk about it earlier but even though we've made significant cost reductions in the past, we
still think there's room to grow to get more cost reductions." [Emphasis added]. Available at,
http://investors.sprint.com/news-and-events/past-events/event-details/2018/Bank-of-America-Merrill-Lynch-
Leveraged-Finance-Conference-2018/default.aspx.
26-  Sprint's 2017 net profit margin and return on assets are net of any financial impacts the companies realized in
2017 as a result of the Tax Cut and Jobs Act.
—27 Sprint Quarterly Investor Update Fiscal 2Q18. October 31, 2018. Available at,
http://s21.q4cdn.com/487940486/files/doc_financials/quarterly/2018/Q2/03_Fiscal-2Q18-Sprint-Quarterly-Investor-
Update-FINALPDF.
—28 Excluding the effects of a new revenue standard issued by the Financial Accounting Standards Board in May
2014 and adopted by Sprint begirming on April 1, 2018. For more information see Sprint' s Quarterly Report Form
10-Q (September 30, 2018) at pages 7 to 8.
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����
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0RELOH��2QFH�DJDLQ��LW�LV�LPSRUWDQW�WR�QRWH�WKH�LPSDFWV�RI�WKH�UHFHQW�WD[�UDWH�FKDQJH��ZKLFK����

SURGXFHG�QRQUHFXUULQJ�EHQHILWV�UHODWHG�WR�WKH�FRPSDQLHV¶�GHIHUUHG�WD[�DVVHWV�DQG�OLDELOLWLHV���)RU����

6SULQW��WKH�WD[�UDWH�FKDQJH�FUHDWHG�D������ELOOLRQ�QRQ�FDVK�EHQHILW�ZKLFK�DFFRXQWHG�IRU����SHUFHQW����
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1 pro f i tab i l i t y  is growing and highlights the company's ability to compete without the proposed

2 merge r.

3 T o  compare Sprint's profitability against the other three nationwide mobile wireless

4 providers,  I developed a score for each company by measuring its profitability ratios against the

5 h i g h e s t  and lowest of the group. Figure 8 below depicts the companies' aggregate profitability

6 scores.  As with the aboye discussed categories of financial metrics, the aggregate scores for each

7 c o m p a n y  are a means to compare the companies' condition relative to the other three companies
8 separately for each year from 2013 through 2017. The aggregate profitability scores are on a

9 s c a l e  of zero to ten — where a score of ten would indicate the company was the most profitable,

10 re l a t i ve  to its revenue and assets, in a particular year.
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Figure 8. Profitability Scores.

2013 2014 2015 2016

T Mobile S p r i n t  A T & T  V e r i z o n

2017

12

13 S p r i n t ' s  profitability scores are low for 2013 through 2016 — years in which the company

14 f a i l e d  to generate net profit. Sprint consistently posted the worst profitability metrics across the

15 b o a r d  as compared to the other three companies each year from 2013 through 2016. However,
16 S p r i n t ' s  profitability ranking improved in 2017, where Sprint ranked aboye both AT&T and T-

17 M o b i l e .  Once again, it is important to note the impacts of the recent tax rate change (which
18 produced nonrecurring benefits related to the companies' deferred tax assets and liabilities). For

19 S p r i n t ,  the tax rate change created a $7.1 billion non-cash benefit which accounted for 95 percent

20 o f  the company's 2017 profits. T-Mobile, AT&T, and Verizon also realized several billions in
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WD[�EHQHILWV�HDFK�LQ���������:LWKRXW�WKH�HIIHFWV�RI�WKH�WD[�UDWH�FKDQJH��6SULQW�VWLOO�SRVWHG�QHW���
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LPSURYHPHQWV�DOORZHG�WKH�FRPSDQ\�WR�UHGXFH�LWV�QHWZRUN�FRVWV��LQFOXGLQJ�ODERU�DQG�EDFNKDXO���

H[SHQVHV��LQ������������

'�� &DVK�)ORZ���

&DVK�IORZ�GHVFULEHV�WKH�UHFHLSW�DQG�WKH�GLVEXUVHPHQW�RI�FDVK�WKDW�UHVXOWV�IURP�D���

FRPSDQ\¶V�RSHUDWLQJ��ILQDQFH��DQG�LQYHVWPHQW�DFWLYLWLHV��$Q�DQDO\VLV�RI�D�FRPSDQ\¶V�FDVK�IORZ����

PHDVXUHV�WKH�PRQH\�IORZLQJ�LQ�DQG�RXW�RI�D�EXVLQHVV�DQG�FDQ�SURYLGH�YDOXDEOH�LQVLJKWV�RQ�WKH����

FRPSDQ\¶V�DELOLW\�WR�SD\�H[SHQVHV��PHHW�GHEW�REOLJDWLRQV��LQYHVW��DQG�JURZ��&DVK�IORZ�LV����

WKHUHIRUH�D�NH\�LQGLFDWRU�RI�D�FRPSDQ\¶V�RYHUDOO�ILQDQFLDO�FRQGLWLRQ�DQG�YLDELOLW\��$�KHDOWK\�FDVK����

IORZ�XVXDOO\�LQGLFDWHV�D�YLDEOH�EXVLQHVV�DQG�LV�D�VWURQJ�LQGLFDWRU�RI�D�KHDOWK\�RYHUDOO�ILQDQFLDO����

FRQGLWLRQ��2Q�WKH�RWKHU�KDQG��D�SHUVLVWHQW�QHJDWLYH�FDVK�IORZ��HVSHFLDOO\�RSHUDWLRQDO�FDVK�IORZV�����

FDQ�LQGLFDWH�VHULRXV�WURXEOH�IRU�D�EXVLQHVV��LQFOXGLQJ�SRWHQWLDO�EDQNUXSWF\������

)LJXUH���EHORZ�GHSLFWV�WKH�FDVK�IORZ�IURP�RSHUDWLRQV�IRU�6SULQW�DQG�7�0RELOH�IRU���������

WKURXJK����������

�������������������������������������������������
�

���$V�D�UHVXOW�RI�WKH�7D[�&XW�DQG�-REV�$FW��7�0RELOH�UHDOL]HG�WD[�EHQHILWV�RI������ELOOLRQ�LQ�������$7	7�UHDOL]HG�
WD[�EHQHILWV�RI�������ELOOLRQ�LQ�������DQG�9HUL]RQ�UHDOL]HG�WD[�EHQHILWV�RI�������ELOOLRQ�LQ��������5HIHU�WR�WKH�
FRPSDQLHV¶�$QQXDO�5HSRUWV�)RUPV����.�IRU�WKH�ILVFDO�\HDU�HQGHG�'HFHPEHU�����������
���6SULQW�$QQXDO�5HSRUW�)RUP���.�IRU�WKH�ILVFDO�\HDU�HQGHG�0DUFK����������DW�SDJH�����
���,G��

1 t a x  benefits each in 2017.29 Without the effects of the tax rate change, Sprint still posted net

2 i n c o m e  in 2017 of approximately $303 million, its first annual profits in eleven years. Sprint's

3 r e t u r n  to profitability was driven by a decrease to its cost of service, which decreased $1.1 billion

4 ( 1 6 % )  from 2016 to 2017 primarily due to the outsourcing of Sprint's device insurance program

5 t o  a third party vendor.30 In addition, Sprint's transformation initiatives and network

6 improvements allowed the company to reduce its network costs, including labor and backhaul

7 expenses, in 2017.31

8 D .  Cash Flow

9 C a s h  flow describes the receipt and the disbursement of cash that results from a
10 company 's  operating, finance, and investment activities. An analysis of a company's cash flow

11 measures the money flowing in and out of a business and can provide valuable insights on the

12 company 's  ability to pay expenses, meet debt obligations, invest, and grow. Cash flow is
13 therefore  a key indicator of a company's overall financial condition and viability. A healthy cash

14 f l o w  usually indicates a viable business and is a strong indicator of a healthy overall financial

15 condi t ion.  On the other hand, a persistent negative cash flow (especially operational cash flows)

16 c a n  indicate serious trouble for a business, including potential bankruptcy.

17 F i g u r e  9 below depicts the cash flow from operations for Sprint and T-Mobile for 2010

18 t h r o u g h  2017.

29 As a result of the Tax Cut and Jobs Act, T-Mobile realized tax benefits of $2.2 billion in 2017, AT&T realized
tax benefits of $20.3 billion in 2017, and Verizon realized tax benefits of $16.8 billion in 2017. Refer to the
companies' Annual Reports Forms 10-K for the fiscal year ended December 31, 2017.
30 Sprint Annual Report Form10-K for the fiscal year ended March 31, 2018 at page 44.
31 Id.
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321 F i g u r e  9. Cash Flow from Operations.
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5 T - M o b i l e  and Sprint operations are similar in size, which allows for a direct comparison

6 o f  the company's total cash flow from operations.

7 T - M o b i l e ' s  cash flow from operations fluctuated from year to year but displayed

8 consistent growth from 2010 through 2017 on an overall basis. T-Mobile reported $7.96 billion

9 i n  total cash flows from operations for 2017. Sprint, on the other hand, saw its cash flows from

10 operations decline year over year from 2010 through 2016, reaching a low of negative $3.29

11 b i l l i o n  in 2016. Sprint's negative cash flow from operations in 2015 and 2016 is cause for

12 concern,  but the company rebounded during 2017 and recorded $10.06 billion in positive cash

13 f l o w  from operations. Sprint generate higher cash flow from operations than did T-Mobile in

14 2 0 1 7 .  Sprint's cash flows from operating activities increased by $13.4 billion from 2016 to

32 T-Mobile and Sprint Annual Report Forms 10-K for fiscal years 2010 to 2017.

22



� ���
�

��������6SULQW�DOVR�LQFUHDVHG�LWV�WRWDO�FDVK�KROGLQJV�LQ�UHFHQW�\HDUV��6SULQW�DGGHG������ELOOLRQ�LQ���

FDVK�GXULQJ�ILVFDO�\HDU������DQG�HQGHG�ZLWK������ELOOLRQ�LQ�WRWDO�FDVK����0RUHRYHU��6SULQW���

FRQWLQXHV�WR�LPSURYH�FDVK�IORZ��,Q�LWV�PRVW�UHFHQWO\�FRPSOHWHG�ILVFDO�TXDUWHU��IRU�WKH�SHULRG���

HQGLQJ�6HSWHPEHU������������6SULQW�SRVWHG�DGMXVWHG�IUHH�FDVK�IORZ���RI������PLOOLRQ�FRPSDUHG���

WR������PLOOLRQ�LQ�WKH�VHFRQG�ILVFDO�TXDUWHU�RI������DQG����PLOOLRQ�LQ�WKH�SULRU�TXDUWHU�������

6SULQW¶V�LPSURYHG�FDVK�IORZ��UHODWLYH�WR������DQG�������ZLOO�KHOS�WR�IDFLOLWDWH�KLJKHU�OHYHOV�RI���

QHWZRUN�LQYHVWPHQWV��ZKLFK�GHPRQVWUDWHV�WKH�FRPSDQ\¶V�DELOLW\�WR�FRPSHWH�ZLWKRXW�WKH���

SURSRVHG�PHUJHU����

7R�IXUWKHU�DVVHVV�6SULQW¶V�FDVK�IORZ��,�H[DPLQH�WKH�IROORZLQJ�WKUHH�PHWULFV��RSHUDWLQJ���

FDVK�IORZ�UDWLR��DVVHW�HIILFLHQF\��DQG�FDVK�IORZ�IURP�RSHUDWLRQV�WR�VDOHV��7KH�RSHUDWLQJ�FDVK�IORZ����

UDWLR�LV�FDOFXODWHG�E\�GLYLGLQJ�FDVK�IORZ�IURP�RSHUDWLRQV�WR�FXUUHQW�OLDELOLWLHV��7KLV�UDWLR�LV�D����

PHDVXUH�RI�WKH�H[WHQW�WR�ZKLFK�D�FRPSDQ\¶V�FDVK�IORZV�JHQHUDWHG�IURP�LWV�RSHUDWLRQV�FDQ�FRYHU����

LWV�FXUUHQW�OLDELOLWLHV��7KH�DVVHW�HIILFLHQF\�PHWULF��ZKLFK�LV�HTXDO�WR�D�FRPSDQ\¶V�FDVK�IURP����

RSHUDWLQJ�DFWLYLWLHV�GLYLGHG�E\�LWV�WRWDO�DVVHWV��LV�D�PHDVXUH�RI�KRZ�ZHOO�D�FRPSDQ\�LV�DEOH�WR�XVH����

LWV�DVVHWV�WR�JHQHUDWH�FDVK�IORZ�YLD�LWV�RSHUDWLQJ�DFWLYLWLHV��)LQDOO\��WKH�FDVK�IORZ�IURP�RSHUDWLRQV����

WR�VDOHV�PHWULF�LV�FDOFXODWHG�E\�GLYLGLQJ�FDVK�IORZ�IURP�RSHUDWLQJ�DFWLYLWLHV�E\�WRWDO�UHYHQXH��7KH����

FDVK�IORZ�IURP�RSHUDWLRQV�WR�VDOHV�PHWULF�PHDVXUHV�WKH�FRPSDQ\¶V�DELOLW\�WR�WXUQ�LWV�VDOHV�LQWR����

FDVK��:LWK�DOO�WKUHH�RI�WKHVH�FDVK�IORZ�PHWULFV��D�KLJKHU�YDOXH�LQGLFDWHV�D�PRUH�IDYRUDEOH����

FRQGLWLRQ�����

)LJXUHV����EHORZ�SUHVHQWV�6SULQW¶V�FDVK�IORZ�PHWULFV�IRU�HDFK�\HDU�IURP������WR����������

5HIHU�WR�$WWDFKPHQW�)�IRU�WKH�FDVK�IORZ�PHWULFV�RI�7�0RELOH��9HUL]RQ��DQG�$7	7�����

�������������������������������������������������
�

���7KLV�LQFUHDVH�LQFOXGHV�D������ELOOLRQ�LQFUHDVH�GXH�WR�D�FKDQJH�LQ�WKH�FRPSDQ\¶V�DFFRXQWLQJ�IRU�FHUWDLQ�UHFHLYDEOHV�
UHODWHG�WR�WKH�VDOH�OHDVH�RI�FXVWRPHU�GHYLFHV��ZKLFK�ZHUH�SUHYLRXVO\�FODVVLILHG�DV�LQYHVWLQJ�DFWLYLWLHV��6HH��6SULQW¶V�
$QQXDO�5HSRUW�)RUP����.�IRU�WKH�ILVFDO�\HDU�HQGHG�0DUFK����������DW�����
���,G��DW�)����
���$GMXVWHG�IUHH�FDVK�IORZ�LV�WKH�FDVK�SURYLGHG�E\�RSHUDWLQJ�DFWLYLWLHV�OHVV�WKH�FDVK�XVHG�LQ�LQYHVWLQJ�DFWLYLWLHV�
�RWKHU�WKDQ�VKRUW�WHUP�LQYHVWPHQWV�DQG�HTXLW\�PHWKRG�LQYHVWPHQWV��SOXV�WKH�SURFHHGV�IURP�GHYLFH�ILQDQFLQJV�DQG�
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1 2017.33  Sprint also increased its total cash holdings in recent years: Sprint added $3.7 billion in

2 c a s h  during fiscal year 2017 and ended with $6.7 billion in total cash.34 Moreover, Sprint

3 cont inues to improve cash flow. In its most recently completed fiscal quarter (for the period

4 e n d i n g  September 30, 2018), Sprint posted adjusted free cash flow o f  $525 million compared

5 t o  $420 million in the second fiscal quarter of 2017 and $8 million in the prior quarter.

6 S p r i n t ' s  improved cash flow, relative to 2015 and 2016, will help to facilitate higher levels of

7 n e t w o r k  investments, which demonstrates the company's ability to compete without the
8 proposed merger.

9 T o  further assess Sprint's cash flow, I examine the following three metrics: operating
10 c a s h  flow ratio, asset efficiency, and cash flow from operations to sales. The operating cash flow

11 r a t i o  is calculated by dividing cash flow from operations to current liabilities. This ratio is a

12 measure  of the extent to which a company's cash flows generated from its operations can cover

13 i t s  current liabilities. The asset efficiency metric, which is equal to a company's cash from

14 operat ing activities divided by its total assets, is a measure of how well a company is able to use
15 i t s  assets to generate cash flow via its operating activities. Finally, the cash flow from operations

16 t o  sales metric is calculated by dividing cash flow from operating activities by total revenue. The

17 c a s h  flow from operations to sales metric measures the company's ability to turn its sales into

18 c a s h .  With all three of these cash flow metrics, a higher value indicates a more favorable
19 condi t ion.

20 F i g u r e s  10 below presents Sprint's cash flow metrics for each year from 2013 to 2017.

21 R e f e r  to Attachment F for the cash flow metrics of T-Mobile, Verizon, and AT&T.

33-  This increase includes a $9.4 billion increase due to a change in the company's accounting for certain receivables
related to the sale/lease of customer devices, which were previously classified as investing activities. See, Sprint' s
Annual Report Form 10-K for the fiscal year ended March 31, 2018 at 48.
34-  Id at F-7.
35 - Adjusted free cash flow is the cash provided by operating activities less the cash used in investing activities
(other than short-term investments and equity method investments) plus the proceeds from device financings and
sales of receivables, net of repayments.
36-  Sprint Quarterly Investor Update Fiscal 2Q18. October 31, 2018. Available at,
http://s21.q4cdn.com/487940486/files/doc_financials/quarterly/2018/Q2/03_Fiscal-2Q18-Sprint-Quarterly-Investor-
Update-FINALPDF.
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1 F i g u r e  10. Cash Flow Metrics.

2 ( P e r c e n t )

2013 2014 2015 2016 2017
Operating Cash Flow Ratio 26.9 22.4 (3.5) (26.4) 93.2
Asset Efficiency 3.1 3.0 (0.5) (3.9) 11.8
CFO to Sales 7.4 7.1 (1.3) (9.9) 31.0

3

4 S p r i n t ' s  cash flow metrics indicates the company struggled to generate significant

5 pos i t i ve  cash flow from its operating activities from 2013 through 2016. Sprint's cash flow

6 m e t r i c s  turned negative in 2015 and 2016 because the company realized negative cash flow from

7 i t s  operating activities. In 2017, however, Sprint generated $10.1 billion in cash from its

8 operat ing  activities, which boosted all three of its cash flow metrics to the highest levels in the
9 p a s t  five years. Sprint's cash flow metrics indicate the company's financial condition is

10 improv ing,  and its 2017 metrics show the company was able to generate significant levels of

11 c a s h  flow from its operations.

12 S p r i n t  continues to improve its cash flow condition in the current fiscal year 2018.

13 S p r i n t ' s  CFO, Andrew Davies, recently explained to investors:

14 " [ S p r i n t ' s ]  net cash provided by operating activities of $2.9 billion
15 i m p r o v e d  by $125 million year-over-year while adjusted free cash
16 f l o w ,  w h i c h  had been positive for six of the last seven quarters,
17 w a s  $525 million in the quarter and improved by over $100 million
18 y e a r - o n - y e a r  even with the significant increase in network cash
19 C a p E x . "  37

20 S p r i n t  continues to increase its free cash flow, at least in part, by growing its EBITDA.

21 S p r i n t  recently issued guidance to investors estimating a year-over-year increase of $1.4 billion

22 t o  its EBITDA.M Sprint estimates it will generate total EBITDA of $12.55 billion for the current

37 Andrew Davies (Sprint Chief Financial Officer). Sprint's Second Quarter 2018 Results Earnings Call. October
31, 2018. Webcast available at, http://investors.sprint.cominews-and-events/past-events/event-details/2018/Fiscal-
2Q18-Earnings-Call/default.aspx.
38Sprint Quarterly Investor Update Fiscal 2Q18 (October 31, 2018) at page 17. Available at,
http://s21.q4cdn.com/487940486/files/doc_financials/quarterly/2018/Q2/03_Fiscal-2Q18-Sprint-Quarterly-Investor-
Update-FINALPDF.
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dͲDŽďŝůĞ ^ƉƌŝŶƚ �dΘd sĞƌŝǌŽŶ

1 f i s c a l  year 2018.39 The higher EBITDA will contribute to Sprint's free cash flow, which the

2 c o m p a n y  uses to fund its "Next-Gen" network initiatives40 and other expenses.

3 T o  compare Sprint's cash flow metrics against the other three nationwide mobile wireless

4 providers,  I developed a score for each company by measuring its cash flow metrics against the

5 h i g h e s t  and lowest of the group. Figure 11 below depicts the companies' aggregate cash flow

6 scores.  As with the aboye discussed categories of financial metrics, the aggregate scores for each

7 c o m p a n y  are a means to compare the companies' condition relative to the other three companies

8 separately for each year from 2013 through 2017. The aggregate cash flow scores are on a scale

9 o f  zero to ten — where a score of ten would indicate the company had the highest values for all

10 t h r e e  cash flow metrics in a particular year.

11 F i g u r e  11. Cash Flow Scores.
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13 S p r i n t ' s  cash flow scores indicate the company was the worst of the major wireless

14 m o b i l e  service providers at generating significant positive cash flow from its operating activities

39 .Sprint Quarterly Investor Update Fiscal 2Q18 (October 31, 2018) at page 19. Available at,
http://s21.q4cdn.com/487940486/files/doc financials/quarterly/2018/Q2/03_Fiscal-2Q18-Sprint-Quarterly-Investor-
Update-FINALPDF.
40 „— Sprint, s Next-Gen Network Build Gains Momentum." Sprint Press Release. August 1, 2018. Available at,
http://investors.sprint.com/news-and-events/press-releases/press-release-details/2018/Sprints-Next-Gen-Network-
Build-Gains-Momentum/default.aspx.
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1 f r o m  2013 through 2016. In 2017, Sprint's cash flow score jumped to the best in class as the

2 c o m p a n y  generated significant cash flow from operating activities. As previously explained, a

3 s i z a b l e  portion of Sprint's 2017 cash flow from operating activities was due to an accounting

4 c h a n g e  wherein certain cash generations were reclassified from investing activities to operating

5 act iv i t ies.  Nonetheless, Sprint still improved its cash flows from operating activities in 2017 by
6 approximately $4 billion, apart from the accounting change.

7 E .  Aggregate Financial Condition Scores

8 T h e  final step in my analysis of Sprint's financial condition involves the production of a

9 cumulat ive financial condition score, which is equal to the average of each company's liquidity

10 s c o r e ,  profitability score, solvency score, and cash flow score, per year. The cumulative financial

11 c o n d i t i o n  scores are a means to compare the companies' condition relative to the other three
12 companies separately for each year from 2013 through 2017. The cumulative financial condition

13 s c o r e s  are on a scale of zero to ten and a higher score indicates better overall financial health

14 re l a t i ve  to the other companies. The Figure 12 below depicts the company's cumulative financial

15 cond i t i on  scores for 2013 through 2017.

16 F i g u r e  12. Cumulative Financial Condition Scores.
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18 S p r i n t  once again trails the pack in years 2013 through 2016 but posts the top cumulative

19 f i nanc ia l  condition score in 2017. Some of Sprint's improvements from 2016 to 2017 are

20 attr ibutable to the company's nonrecurring tax benefits and accounting changes, as previously
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0RUHRYHU��LQ�WKH�FXUUHQW�ILVFDO�\HDU�������6SULQW�FRQWLQXHV�WR�LPSURYH�LWV�ILQDQFLDO���

FRQGLWLRQ��6SULQW�UHFHQWO\�UHSRUWHG�\HDU�RYHU�\HDU�LQFUHDVHV�WR�LWV�QHW�LQFRPH��RSHUDWLQJ�LQFRPH����

DGMXVWHG�(%,7'$��QHW�FDVK�E\�RSHUDWLQJ�DFWLYLWLHV��DQG�DGMXVWHG�IUHH�FDVK�IORZ����6SULQW���

LQFUHDVHG�LWV�H[SHFWDWLRQ�IRU�DGMXVWHG�(%,7'$�LQ�WKH�FXUUHQW�ILVFDO�\HDU������WR�D�UDQJH�RI���������

ELOOLRQ�WR�������ELOOLRQ����6SULQW�DOVR�LQFUHDVHG�LWV�H[SHFWDWLRQ�IRU�FDVK�FDSLWDO�H[SHQGLWXUHV����

�H[FOXGLQJ�OHDVHG�GHYLFHV��WR�D�UDQJH�RI����ELOOLRQ�WR������ELOOLRQ�IRU�WKH�FXUUHQW�ILVFDO�\HDU����

��������6SULQW¶V�PRVW�UHFHQW�TXDUWHUO\�UHSRUW�LQFOXGHG�WKH�IROORZLQJ�ILQDQFLDO�VXFFHVVHV�����

x� *URZLQJ�ZLUHOHVV�VHUYLFH�UHYHQXH�\HDU�RYHU�\HDU�IRU�WKH�ILUVW�WLPH�LQ�QHDUO\�ILYH�\HDUV�����

x� $�IRXUWK�FRQVHFXWLYH�TXDUWHU�RI�QHW�LQFRPH�������PLOOLRQ������

x� $Q���WK�FRQVHFXWLYH�TXDUWHU�RI�RSHUDWLQJ�LQFRPH�������PLOOLRQ������

x� 1HW�FDVK�SURYLGHG�E\�RSHUDWLQJ�DFWLYLWLHV�RI������ELOOLRQ�����

x� $Q�DGMXVWHG�IUHH�FDVK�IORZ�RI������PLOOLRQ��DQG�����

x� 3RVLWLYH�DGMXVWHG�IUHH�FDVK�IORZ�LQ�VL[�RI�WKH�ODVW�VHYHQ�TXDUWHUV�������

6SULQW�&KLHI�([HFXWLYH�2IILFHU��0DUFHOR�&ODXUH��UHFHQWO\�H[SODLQHG�����

³>6SULQW¶V@�ILVFDO������UHVXOWV�GHPRQVWUDWH«�DQRWKHU�PLOHVWRQH�LQ����
RXU�ILYH�\HDU�WXUQDURXQG�SODQ��:H�GHOLYHUHG�FXVWRPHU�JURZWK��:H����

�������������������������������������������������
�

���³6SULQW�5HSRUWV�<HDU�RYHU�\HDU�*URZWK�LQ�:LUHOHVV�6HUYLFH�5HYHQXH�ZLWK�)LVFDO�<HDU������6HFRQG�4XDUWHU�
5HVXOWV�´�6SULQW�1HZV�5HOHDVH��2FWREHU�����������$YDLODEOH�DW��
KWWS���V���T�FGQ�FRP�����������ILOHV�GRFBILQDQFLDOV�TXDUWHUO\������4����B)LVFDO��4���(DUQLQJV�5HOHDVH�
),1$/�3')��
���,G��
���³6SULQW�5HSRUWV�<HDU�RYHU�\HDU�*URZWK�LQ�:LUHOHVV�6HUYLFH�5HYHQXH�ZLWK�)LVFDO�<HDU������6HFRQG�4XDUWHU�
5HVXOWV�´�6SULQW�1HZV�5HOHDVH��2FWREHU�����������$YDLODEOH�DW��
KWWS���V���T�FGQ�FRP�����������ILOHV�GRFBILQDQFLDOV�TXDUWHUO\������4����B)LVFDO��4���(DUQLQJV�5HOHDVH�
),1$/�3')��
���,G��

1 discussed. Still, Sprint's recent improvements to its financial condition are significant and, at

2 w o r s t ,  the company's overall financial condition is on par with T-Mobile, AT&T and Verizon in

3 2 0 1 7 .  Sprint's year-over-year improvement and 2017 cumulative financial condition score

4 i nd i ca te  that the company is financially stable and can continue to compete in California's

5 m o b i l e  wireless telecommunications market.

6 M o r e o v e r ,  in the current fiscal year 2018, Sprint continues to improve its financial

7 condi t ion.  Sprint recently reported year-over-year increases to its net income, operating income,

8 ad jus ted  EBITDA, net cash by operating activities, and adjusted free cash flow.41 Sprint

9 increased its expectation for adjusted EBITDA in the current fiscal year 2018 to a range of $12.4

10 b i l l i o n  to $12.7 S p r i n t  also increased its expectation for cash capital expenditures

11 (exc lud ing  leased devices) to a range of $5 billion to $5.5 billion for the current fiscal year

12 2 0 1 8 . ' n  Sprint's most recent quarterly report included the following financial successes:

13 •  Growing wireless service revenue year-over-year for the first time in nearly five years;

14 •  A  fourth consecutive quarter of net income ($196 million);

15 •  A n  1 lth consecutive quarter of operating income ($778 million);

16 •  N e t  cash provided by operating activities of $2.9 billion;

17 •  A n  adjusted free cash flow of $525 million; and,

18 •  Positive adjusted free cash flow in six of the last seven quarters.44

19 S p r i n t  Chief Executive Officer, Marcelo Claure, recently explained:

20 " [ S p r i n t ' s ]  fiscal 2017 results demonstrate... another milestone in
21 o u r  five-year turnaround plan. We delivered customer growth. We

41 „— Sprint Reports Year-over-year Growth in Wireless Service Revenue with Fiscal Year 2018 Second Quarter
Results." Sprint News Release. October 31, 2018. Available at,
http://s21.q4cdn.com/487940486/files/doc_financials/quarterly/2018/Q2/01_Fiscal-2Q18-Earnings-Release-
FINALPDF.
42 - Id.
43 „ Sprint Reports Year-over-year Growth in Wireless Service Revenue with Fiscal Year 2018 Second Quarter
Results." Sprint News Release. October 31, 2018. Available at,
http://s21.q4cdn.com/487940486/files/doc_financials/quarterly/2018/Q2/01_Fiscal-2Q18-Earnings-Release-
FINALPDF.
44 - Id.
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GHOLYHUHG�SURILWDELOLW\�DQG�LPSURYHG�QHWZRUN�SHUIRUPDQFH�DQG���
ZH
YH�GRQH�DOO�RI�WKRVH�DW�WKH�VDPH�WLPH��:H
YH�GHOLYHUHG�WKH���
KLJKHVW�UHWDLO�SKRQH�QHW�DGGV�LQ�ILYH�\HDUV��:H�FRQWLQXH�WR�JURZ���
RXU�SRVWSDLG�FXVWRPHU�EXVLQHVV�DQG�SUHSDLG�FXVWRPHU�EDVH��:H���
KDYH�LPSURYHG�SURILWDELOLW\��:H
YH�GHOLYHUHG�QHW�LQFRPH�IRU�WKH���
ILUVW�WLPH�LQ����\HDUV��:H�KDYH�RXU�KLJKHVW�RSHUDWLQJ�LQFRPH�LQ���
FRPSDQ\
V�KLVWRU\�DQG�ZH�KDYH�RXU�KLJKHVW�DGMXVWHG�(%,7'$�LQ���
���\HDUV�´�����

,QGHHG��6SULQW¶V�ILQDQFLDO�FRQGLWLRQ�LPSURYHG�VXEVWDQWLDOO\�VLQFH������DQG�WKH�FRPSDQ\¶V���

PRVW�UHFHQW�ILVFDO�\HDU�UHVXOWV�LQGLFDWH�6SULQW�FDQ�FRQWLQXH�FRPSHWLQJ�LQ�&DOLIRUQLD¶V�PRELOH����

ZLUHOHVV�PDUNHW�DV�D�VWDQGDORQH�VHUYLFH�SURYLGHU��6SULQW¶V�ILQDQFLDO�FRQGLWLRQ�GRHV�QRW�LQGLFDWH����

WKH�PHUJHU�LV�QHFHVVDU\��0HWULFV�RQ�6SULQW¶V�OLTXLGLW\�DQG�VROYHQF\�VKRZ�WKH�FRPSDQ\¶V�UHOLDQFH����

RQ�GHEW�LV�UHDVRQDEOH�UHODWLYH�WR�WKH�HDUQLQJV�DQG�DVVHWV�LQ�FRPSDULVRQ�WR�7�0RELOH��$7	7��DQG����

9HUL]RQ��6SULQW�VLJQLILFDQWO\�LPSURYHG�LWV�SURILWDELOLW\�DQG�FDVK�IORZ�LQ�WKH�SDVW�FRXSOH�RI�\HDUV�����

ZKLFK�SURYLGHV�DGGLWLRQDO�VXSSRUW�IRU�WKH�FRPSDQ\¶V�RQJRLQJ�YLDELOLW\��2Q�DQ�RYHUDOO�EDVLV�����

6SULQW¶V�ILQDQFLDO�FRQGLWLRQ�LV�QRZ�VLPLODU�WR�WKDW�RI�7�0RELOH��$7	7��DQG�9HUL]RQ��6SULQW¶V����

ILQDQFLDO�FRQGLWLRQ�ZLOO�QRW�SUHYHQW�WKH�FRPSDQ\�PDNLQJ�FDSLWDO�LQYHVWPHQWV�QHFHVVDU\�WR����

FRPSHWH��LQFOXGLQJ�ZLWK�WKH�GHSOR\PHQW�RI��*�WHFKQRORJ\�LQ�&DOLIRUQLD��DV�IXUWKHU�GLVFXVVHG����

EHORZ��������

����

�������������������������������������������������
�

���0DUFHOR�&ODXUH��6SULQW�&RUSRUDWLRQ��4���(DUQLQJV�&RQIHUHQFH�&DOO��0D\����������:HEFDVW�DYDLODEOH�DW��
KWWS���LQYHVWRUV�VSULQW�FRP�QHZV�DQG�HYHQWV�SDVW�HYHQWV�HYHQW�GHWDLOV������)LVFDO��4���(DUQLQJV�&DOO�GHIDXOW�DVS[��
���5HIHU�WR�WKH�7HVWLPRQ\�RI�3XEOLF�$GYRFDWHV�2IILFH¶V�ZLWQHVV�&DPHURQ�5HHG�IRU�DQDO\VLV�DQG�GLVFXVVLRQ�RQ�
6SULQW¶V�QHWZRUN��VSHFWUXP�DQG�WHFKQLFDO�FDSDELOLWLHV�WR�GHSOR\��*��6HH�DOVR��$QGUHZ�'DYLHV��6SULQW�&KLHI�)LQDQFLDO�
2IILFHU��DW�%DQN�RI�$PHULFD�0HUULOO�/\QFK�/HYHUDJHG�)LQDQFH�&RQIHUHQFH��'HFHPEHU�����������³,�UHDOO\�GRQ
W�IHHO�
WKDW�P\�GHFLVLRQ�PDNLQJ�>RQ�VSHQGLQJ�DQG�QHWZRUN�LQYHVWPHQWV@�LV�FRQVWUDLQHG�DW�DOO�E\�DQ\�EDODQFH�VKHHW�RU�
OLTXLGLW\�FRQVLGHUDWLRQV�´�$YDLODEOH�DW��KWWS���LQYHVWRUV�VSULQW�FRP�QHZV�DQG�HYHQWV�SDVW�HYHQWV�HYHQW�
GHWDLOV������%DQN�RI�$PHULFD�0HUULOO�/\QFK�/HYHUDJHG�)LQDQFH�&RQIHUHQFH������GHIDXOW�DVS[���

1 d e l i v e r e d  profitability and improved network performance and
2 w e ' v e  done all of those at the same time. We've delivered the
3 h i g h e s t  retail phone net adds in five years. We continue to grow
4 o u r  postpaid customer business and prepaid customer base. We
5 h a v e  improved profitability. We've delivered net income for the
6 f i r s t  t i m e  in 11 years. We have our highest operating income in
7 c o m p a n y ' s  history and we have our highest adjusted EBITDA in
8 1 1  years."as

9 I n d e e d ,  Sprint's financial condition improved substantially since 2014 and the company's

10 m o s t  recent fiscal year results indicate Sprint can continue competing in California's mobile

11 w i re less  market as a standalone service provider. Sprint's financial condition does not indicate

12 t h e  merger is necessary. Metrics on Sprint's liquidity and solvency show the company's reliance
13 o n  debt is reasonable relative to the earnings and assets in comparison to T-Mobile, AT&T, and

14 Ve r i z o n .  Sprint significantly improved its profitability and cash flow in the past couple of years,

15 w h i c h  provides additional support for the company's ongoing viability. On an overall basis,
16 S p r i n t ' s  financial condition is now similar to that of T-Mobile, AT&T, and Verizon. Sprint's

17 f i nanc ia l  condition will not prevent the company making capital investments necessary to

18 compete,  including with the deployment of 5G technology in California, as further discussed

19 b e l o w.

20

45 Marcelo Claure. Sprint Corporation 4Q17 Earnings Conference Call. May 2, 2018. Webcast available at,
http://investors.sprint.com/news-and-events/past-events/event-details/2018/Fiscal-4Q17-Earnings-Call/default.aspx.
46 Refer to the Testimony of Public Advocates Office' s witness Cameron Reed for analysis and discussion on
Sprint's network, spectrum and technical capabilities to deploy 5G. See also, Andrew Davies (Sprint Chief Financial
Officer) at Bank of America Merrill Lynch Leveraged Finance Conference (December 5, 2018), "I really don't feel
that my decision-making [on spending and network investments] is constrained at all by any balance sheet or
liquidity considerations." Available at, http://investors.sprint.com/news-and-events/past-events/event-
details/2018/Bank-of-America-Merrill-Lynch-Leveraged-Finance-Conference-2018/default.aspx.
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$V�SDUW�RI�WKH�&RPPLVVLRQ¶V�UHYLHZ�RI�WKH�$SSOLFDWLRQV��LW�VKRXOG�DVVHVV�WKH�SURSRVHG���

PHUJHU¶V�OLNHO\�LPSDFWV�RQ�WKH�FRPSDQLHV¶�FDSLWDO�LQYHVWPHQWV�LQ�&DOLIRUQLD����0DLQWDLQLQJ�RU���

H[SDQGLQJ�D�PRELOH�ZLUHOHVV�WHOHFRPPXQLFDWLRQV�QHWZRUN�LV�FDSLWDO�LQWHQVLYH�DQG�UHTXLUHV���

VXIILFLHQW�LQYHVWPHQWV�WR�SURYLGH�FXVWRPHUV�ZLWK�KLJK�TXDOLW\�RI�VHUYLFH��)XUWKHUPRUH��WKH���

GHSOR\PHQW�RI��*�WHFKQRORJ\�ZLOO�DOVR�UHTXLUH�VLJQLILFDQW�FDSLWDO�LQYHVWPHQWV�IURP�VHUYLFH���

SURYLGHUV�WR�LQVWDOO�WKH�QH[W�JHQHUDWLRQ�RI�HTXLSPHQW�DQG�LQIUDVWUXFWXUH�����

7KH�-RLQW�$SSOLFDQWV�IDLO�WR�SURYLGH�VXIILFLHQW�HYLGHQFH�WKDW�WKH�SURSRVHG�PHUJHU�ZLOO���

LQFUHDVH�FDSLWDO�LQYHVWPHQW�LQ�&DOLIRUQLD�DV�D�EHQHILW�WR�WKH�SXEOLF�LQWHUHVW��,Q�IDFW��1HZ�7����

0RELOH¶V�SODQQHG�FDSLWDO�H[SHQGLWXUHV�IRU�LQYHVWPHQWV�LQ�&DOLIRUQLD�DFURVV�WKH�QH[W�ILYH�\HDUV�DUH����

OHVV�WKDQ�WKH�FRPELQHG�SODQQHG�LQYHVWPHQWV�RI�6SULQW�DQG�7�0RELOH�DV�VWDQGDORQH�FRPSDQLHV��DV����

GHSLFWHG�LQ�)LJXUH����EHORZ�����

�������������������������������������������������
�

���7KH�$PHQGHG�6FRSLQJ�0HPR�VHHNV�LQIRUPDWLRQ�RQ�PHUJHU¶V�SRWHQWLDO�LPSDFW�RQ�WKH�TXDOLW\�RI��DQG�DFFHVV�WR��
VHUYLFH�WR�&DOLIRUQLD�FXVWRPHUV��6HH��$PHQGHG�6FRSLQJ�0HPR�DW�SDJH����,QIRUPDWLRQ�RQ�SODQQHG�FDSLWDO�
H[SHQGLWXUHV�LQ�&DOLIRUQLD�ZLOO�KHOS�WKH�&RPPLVVLRQ�WR�GHWHUPLQH�WKH�PHUJHU¶V�SRWHQWLDO�LPSDFWV�RQ�WKH�DYDLODELOLW\�
DQG�TXDOLW\�RI�VHUYLFHV��

1 I I .  T H E  PROPOSED MERGER WILL NOT INCREASE CAPITAL
2 I N V E S T M E N T S  IN CALIFORNIA.

3 A s  part of the Commission's review of the Applications, it should assess the proposed

4 merger ' s  likely impacts on the companies' capital investments in California.42 Maintaining or

5 expanding a mobile wireless telecommunications network is capital intensive and requires

6 su f f i c ien t  investments to provide customers with high quality of service. Furthermore, the

7 deployment of 5G technology will also require significant capital investments from service

8 prov iders  to install the next generation of equipment and infrastructure.

9 T h e  Joint Applicants fail to provide sufficient evidence that the proposed merger will

10 increase capital investment in California as a benefit to the public interest. In fact, New T-

11 M o b i l e ' s  planned capital expenditures for investments in California across the next five years are

12 l e s s  than the combined planned investments of Sprint and T-Mobile as standalone companies, as

13 dep ic ted  in Figure 13 below.

47 The Amended Scoping Memo seeks information on merger's potential impact on the quality of, and access to,
service to California customers. See, Amended Scoping Memo at page 3. Information on planned capital
expenditures in California will help the Commission to determine the merger's potential impacts on the availability
and quality of services.
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7KH�-RLQW�$SSOLFDQW¶V�DOVR�SRUWUD\�6SULQW�DV�XQDEOH�WR�PDNH�VLJQLILFDQW�LQYHVWPHQWV�WR���

LPSURYH�LWV�VHUYLFHV�LQ�&DOLIRUQLD����+RZHYHU��WKLV�DSSHDUV�WR�EH�LQDFFXUDWH��DV�6SULQW¶V�UHFHQW���

FDSLWDO�LQYHVWPHQWV�KDYH�DOUHDG\�SURGXFHG�WDQJLEOH�EHQHILWV�IRU�FRQVXPHUV��LQGLFDWLQJ�WKH���

FRPSDQ\�KDV�WKH�DELOLW\�WR�PDNH�VXEVWDQWLDO�LQYHVWPHQWV�WR�LPSURYH�LWV�VHUYLFH�RIIHULQJV�ZLWKRXW���

WKH�PHUJHU��)RU�H[DPSOH��6SULQW¶V�³1H[W�*HQ�1HWZRUN´�LQYHVWPHQWV�KDYH�DOORZHG�WKH�FRPSDQ\����

WR�LQFUHDVH�LWV�QHWZRUN�VSHHGV��6RPH�RI�6SULQW¶V�PRVW�UHFHQW�QHWZRUN�LPSURYHPHQWV�DUH�QRW����

ZLWKLQ�&DOLIRUQLD��EXW�VWLOO�SURYLGH�WDQJLEOH�HYLGHQFH�RI�WKH�FRPSDQ\¶V�DELOLW\�WR�LPSURYH�DQG����

FRPSHWH�RQ�LWV�RZQ��6SULQW�QRZ�FODLPV�WR�RIIHU�WKH�IDVWHVW�GRZQORDG�VSHHGV�LQ�%RVWRQ���DV�ZHOO����

�������������������������������������������������
�

���([KLELW�$����6SULQW¶V�5HVSRQVH�WR�3XEOLF�$GYRFDWHV�2IILFH�'DWD�5HTXHVW�������
���([KLELW�$����7�0RELOH¶V�5HVSRQVH�WR�3XEOLF�$GYRFDWHV�2IILFH�'DWD�5HTXHVW�������
���7�0RELOH�SURYLGHG�WKH�3XEOLF�$GYRFDWHV�2IILFH�ZLWK�HVWLPDWHV�RI�WKH�QHWZRUN�FDSLWDO�H[SHQGLWXUHV�WKDW�1HZ�7�
0RELOH�FRXOG�LQYHVW�LQ�&DOLIRUQLD�LQ�IXWXUH�\HDUV��7�0RELOH�SURYLGHG�D�UDQJH�IRU�HDFK�\HDU�DQG�WKH�DQQXDO�DPRXQWV�
OLVWHG�LQ�)LJXUH����DUH�WKH�PLGSRLQW�RI�HDFK�HVWLPDWHG�UDQJH�SHU�\HDU��7KHVH�HVWLPDWHV�GR�QRW�DFFRXQW�IRU�FHUWDLQ�
FDSLWDO�LQYHVWPHQWV�WKDW�7�0RELOH�LV�FXUUHQWO\�XQDEOH�WR�HVWLPDWH�RQ�D�&DOLIRUQLD�VSHFLILF�EDVLV��LQFOXGLQJ�FDSLWDO�
LQYHVWPHQW�LQ�VWRUHV��6HH��([KLELW�$����7�0RELOH¶V�5HVSRQVH�WR�3XEOLF�$GYRFDWHV�2IILFH�'DWD�5HTXHVW�������
���$SSOLFDWLRQ����������DW�SDJH�����³$V�LV�WUXH�IRU�7�0RELOH��6SULQW�FDQQRW�PD[LPL]H�WKH�YDOXH�RI�LWV�VSHFWUXP�DV�LW�
DOVR�ODFNV�WKH�VSHFWUXP��VLWHV�DQG�VXIILFLHQW�ILQDQFLDO�UHVRXUFHV�WR�EXLOG�D�UREXVW�QDWLRQZLGH��*�QHWZRUN�RQ�LWV�RZQ�
WR�HQDEOH�FDSDFLW\��FRYHUDJH��DQG�TXDOLW\�FRPSDUDEOH�WR�1HZ�7�0RELOH¶V�QHWZRUN�´�
���³6SULQW�7RSV�WKH�&KDUWV�LQ�%RVWRQ�IRU�)DVWHVW�'RZQORDG�6SHHGV�DQG�0RVW�,PSURYHG�1HWZRUN�´�6SULQW�3UHVV�
5HOHDVH��'HFHPEHU�����������$YDLODEOH�DW��KWWS���LQYHVWRUV�VSULQW�FRP�QHZV�DQG�HYHQWV�SUHVV�UHOHDVHV�SUHVV�UHOHDVH�
GHWDLOV������6SULQW�7RSV�WKH�&KDUWV�LQ�%RVWRQ�IRU�)DVWHVW�'RZQORDG�6SHHGV�DQG�0RVW�,PSURYHG�
1HWZRUN�GHIDXOW�DVS[���

1

2

Figure 13. Capital Investments in California.
(Millions)

3 [ B E G I N  CONFIDENTIAL]

2019
2020
2021
2022
2023
Total

4

5

sprint" T-mnbi1e491Sprint + T-Mobile N e w  T-Mobiles°

[END CONFIDENTIAL]

6 T h e  Joint Applicant's also portray Sprint as unable to make significant investments to

7 i m p r o v e  its services in California.n However, this appears to be inaccurate, as Sprint's recent

8 c a p i t a l  investments have already produced tangible benefits for consumers, indicating the

9 c o m p a n y  has the ability to make substantial investments to improve its service offerings without
10 t h e  merger. For example, Sprint's "Next-Gen Network" investments have allowed the company

11 t o  increase its network speeds. Some of Sprint's most recent network improvements are not
12 w i t h i n  California, but still provide tangible evidence of the company's ability to improve and

13 compe te  on its own: Sprint now claims to offer the fastest download speeds in Boston a s  well

48 - Exhibit A-1: Sprint's Response to Public Advocates Office Data Request 1-33.
—49 Exhibit A-2: T-Mobile's Response to Public Advocates Office Data Request 1-33.
50 T-Mobile provided the Public Advocates Office with estimates of the network capital expenditures that New T-
Mobile could invest in California in future years. T-Mobile provided a range for each year and the annual amounts
Usted in Figure 13 are the midpoint of each estimated range per year. These estimates do not account for certain
capital investments that T-Mobile is currently unable to estimate on a California-specific basis, including capital
investment in stores. See, Exhibit A-3: T-Mobile's Response to Public Advocates Office Data Request 1-30.
51 - Application 18-7-012 at page 28. "As is true for T-Mobile, Sprint cannot maximize the value of its spectrum as it
also lacks the spectrum, sites and sufficient financial resources to build a robust nationwide 5G network on its own
to enable capacity, coverage, and quality comparable to New T-Mobile's network."
52 „— Sprint Tops the Charts in Boston for Fastest Download Speeds and Most Improved Network." Sprint Press
Release. December 10, 2018. Available at, http://investors.sprint.com/news-and-events/press-releases/press-release-
details/2018/Sprint-Tops-the-Charts-in-Boston-for-Fastest-Download-Speeds-and-Most-Improved-
Network/default.aspx.
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DV�WKH�IDVWHVW�GRZQORDG�VSHHGV�DQG�PRVW�UHOLDEOH�GDWD�VHUYLFHV�LQ�1HZ�<RUN�&LW\����)XUWKHU����
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���³6SULQW�7DNHV�0DQKDWWDQ�IRU�)DVWHVW�'RZQORDG�6SHHGV�DQG�'DWD�5HOLDELOLW\�´�6SULQW�3UHVV�5HOHDVH���1RYHPEHU�
����������$YDLODEOH�DW��KWWS���LQYHVWRUV�VSULQW�FRP�QHZV�DQG�HYHQWV�SUHVV�UHOHDVHV�SUHVV�UHOHDVH�GHWDLOV������6SULQW�
7DNHV�0DQKDWWDQ�IRU�)DVWHVW�'RZQORDG�6SHHGV�DQG�'DWD�5HOLDELOLW\�GHIDXOW�DVS[���
���³6SULQW�5HSRUWV�<HDU�RYHU�\HDU�*URZWK�LQ�:LUHOHVV�6HUYLFH�5HYHQXH�ZLWK�)LVFDO�<HDU������6HFRQG�4XDUWHU�
5HVXOWV�´�6SULQW�1HZV�5HOHDVH��2FWREHU�����������$YDLODEOH�DW��
KWWS���V���T�FGQ�FRP�����������ILOHV�GRFBILQDQFLDOV�TXDUWHUO\������4����B)LVFDO��4���(DUQLQJV�5HOHDVH�
),1$/�3')��
���,G��
���([KLELW�$����6SULQW¶V�5HVSRQVH�WR�3XEOLF�$GYRFDWHV�2IILFH�'DWD�5HTXHVW�������
���,G��

1 a s  the fastest download speeds and most reliable data services in New York City.-53 Further,

2 r e c e n t  analysis performed by Ookla, a third party organization that provides network testing

3 applications, data and analysis, recently named Sprint as having the fastest average download

4 speeds  in 123 cities nationwide.54 Ookla also recently recognized Sprint as the "most improved"

5 n e t w o r k  among national carriers after measuring a 31.5 percent year-over-year increase for

6 S p r i n t ' s  national average download speeds.s s

8

9

10

11

12

13

14

15

16

17 « E N D  SPRINT CONFIDENTIAL >>."57

18

19

20

21

Sprint's substantial network investments will continue without the merger. Sprint's board

recently approved an increase to the company's total planned capital expenditures (excluding
handsets) for fiscal years 2018 through 2022 by «  BEGIN SPRINT CONFIDENTIAL »  1

« E N D  SPRINT CONFIDENTIAL >>.-  In

response to a data request from the Public Advocates Office, Sprint explains that, "[t]he increase

was adopted in order to allow Sprint «  BEGIN SPRINT CONFIDENTIAL »

When adopting its «  BEGIN SPRINT CONFIDENTIAL >>

53 „ Sprint Takes Manhattan for Fastest Download Speeds and Data Reliability." Sprint Press Release. November
29, 2018. Available at, http://investors.sprint.cominews-and-events/press-releases/press-release-details/2018/Sprint-
Takes-Manhattan-for-Fastest-Download-Speeds-and-Data-Reliability/default.aspx.
54 „ Sprint Reports Year-over-year Growth in Wireless Service Revenue with Fiscal Year 2018 Second Quarter
Results." Sprint News Release. October 31, 2018. Available at,
http://s2 1 .q4cdn.com/487940486/file s/doc_financials/quarterly/20 1 8/Q2/0 l_Fiscal-2Q 1 8-Earnings-Release-
FINAL.PDF.
55 - Id.
56Exhibit A-4: Sprint's Response to Public Advocates Office Data Request 1-29.
57 - Id.

31



� ���
�

���

���

���

� ���

���

����(1'�635,17�&21),'(17,$/�!!�LQ�WRWDO�QRQ�KDQGVHW���

FDSLWDO�H[SHQGLWXUHV�LQ�ILVFDO�\HDUV������WKURXJK������������

7KH�PHUJHU�LV�OLNHO\�WR�GHFUHDVH�FRPSHWLWLRQ�LQ�&DOLIRUQLD¶V�PRELOH�ZLUHOHVV�PDUNHW������

ZKLFK�ZLOO�GLVLQFHQWLYL]H�1HZ�7�0RELOH�IURP�LQFUHDVLQJ�FDSLWDO�LQYHVWPHQWV�LQ�&DOLIRUQLD��7KH���

-RLQW�$SSOLFDQWV�IDLO�WR�SURYLGH�DQ\�VSHFLILF�&DOLIRUQLD�VSHFLILF�GDWD�RQ�FDSLWDO�H[SHQGLWXUHV�LQ����

WKH�$SSOLFDWLRQV��VWDWLQJ�RQO\��³>7@KH�H[SHFWHG�V\QHUJLHV�DQG�DQWLFLSDWHG�FDSLWDO�H[SHQGLWXUHV����

KDYH�EHHQ�FDOFXODWHG�EDVHG�RQ�QDWLRQDO�GDWD���7KHUH�LV�QR�&DOLIRUQLD�VSHFLILF�GDWD�DYDLODEOH�´������

+RZHYHU��WKH�-RLQW�$SSOLFDQW¶V�SURYLGHG�WKH�3XEOLF�$GYRFDWHV�2IILFH�ZLWK�&DOLIRUQLD�VSHFLILF����

HVWLPDWHV�IRU�IXWXUH�FDSLWDO�H[SHQGLWXUHV��ZKLFK�LQGLFDWH�WKH�PHUJHU�ZLOO�QRW�LQFUHDVH�LQYHVWPHQWV����

LQ�&DOLIRUQLD��,I�WKH�&RPPLVVLRQ�IDLOV�WR�GHQ\�WKH�SURSRVHG�PHUJHU��LW�VKRXOG�UHTXLUH�1HZ�7����

0RELOH�WR�FRPSOHWH�WKH�LQYHVWPHQWV�LQ�&DOLIRUQLD¶V�UXUDO�DUHDV�WKDW�WKH�-RLQW�$SSOLFDQW¶V����

FXUUHQWO\�RIIHU�DV�HYLGHQFH�WKDW�WKH�PHUJHU�ZLOO�EHQHILW�WKH�SXEOLF�LQWHUHVW��$OVR��LI�WKH����

&RPPLVVLRQ�IDLOV�WR�GHQ\�WKH�SURSRVHG�PHUJHU��LW�VKRXOG�UHTXLUH�1HZ�7�0RELOH�WR�VXUSDVV�WKH����

OHYHO�RI�FDSLWDO�LQYHVWPHQWV�LQ�&DOLIRUQLD�SODQQHG�E\�7�0RELOH�DQG�6SULQW�DV�VWDQGDORQH����

FRPSDQLHV��LQ�WRWDO��IURP������WKURXJK����������

����

�������������������������������������������������
�

���([KLELW�$����6SULQW¶V�5HVSRQVH�WR�3XEOLF�$GYRFDWHV�2IILFH�'DWD�5HTXHVW�������
���,G��
���5HIHU�WR�WKH�7HVWLPRQ\�RI�3XEOLF�$GYRFDWHV�2IILFH¶V�ZLWQHVV�'U��/HH�6HOZ\Q�IRU�DQDO\VLV�DQG�GLVFXVVLRQ�RQ�KRZ�
WKH�PHUJHU�ZLOO�GHFUHDVH�FRPSHWLWLRQ�LQ�&DOLIRUQLD¶V�PRELOH�ZLUHOHVV�WHOHFRPPXQLFDWLRQV�PDUNHW��
���$SSOLFDWLRQ�����������DW�SDJH�����

1

2

3

4

5

6 END SPRINT CONFIDENTIAL »  in total non-handset

7 c a p i t a l  expenditures in fiscal years 2018 through 2022.

8 T h e  merger is likely to decrease competition in California's mobile wireless market,óo

9 w h i c h  will disincentivize New T-Mobile from increasing capital investments in California. The

10 J o i n t  Applicants fail to provide any specific California-specific data on capital expenditures in

11 t h e  Applications, stating only, "[T]he expected synergies and anticipated capital expenditures

12 h a v e  been calculated based on national data. There is no California-specific data available."61

13 Howeve r,  the Joint Applicant's provided the Public Advocates Office with California-specific

14 est imates for future capital expenditures, which indicate the merger will not increase investments
15 i n  California. I f  the Commission fails to deny the proposed merger, it should require New T-

16 M o b i l e  to complete the investments in California's rural areas that the Joint Applicant's

17 cu r ren t l y  offer as evidence that the merger will benefit the public interest. Also, i f  the

18 Commission fails to deny the proposed merger, it should require New T-Mobile to surpass the

19 l e v e l  of capital investments in California planned by T-Mobile and Sprint as standalone

20 companies, in total, from 2019 through 2023.

21

58Exhibit A-4: Sprint's Response to Public Advocates Office Data Request 1-29.
59 - Id.

60 Refer to the Testimony of Public Advocates Office's witness Dr. Lee Selwyn for analysis and discussion on how
the merger will decrease competition in California's mobile wireless telecommunications market.
61 - Application 18-07-012 at page 23.
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7�0RELOH�DQG�6SULQW�DUH�DQ�LPSRUWDQW�VRXUFH�RI�FRPSHWLWLRQ�DPRQJ�WKH�PRELOH�ZLUHOHVV���

FDUULHUV�DQG�ERWK�FRPSDQLHV�KDYH�D�ZHOO�HVWDEOLVKHG�WUDFN�UHFRUG�RI�VXFFHVVIXOO\�GLVUXSWLQJ�WKH���

PRELOH�PDUNHW�WKURXJK�LQQRYDWLRQ�DQG�FRQVXPHU�IULHQGO\�VHUYLFH�RIIHULQJV��7KH�-RLQW���

$SSOLFDQW¶V�WRXW�WKHLU�VXFFHVVIXO�PDUNHW�GLVUXSWLRQV�DV�HYLGHQFH�WKDW�WKH�PHUJHU�ZLOO�EHQHILW���

FRQVXPHUV��+RZHYHU��WKH�-RLQW�$SSOLFDQW¶V�SURYLGH�DVSLUDWLRQDO��XQFRPPLWWHG��DQG�YDJXH���

SURPLVHV�WR�FRQWLQXH�WKHLU�LQQRYDWLYH�EHKDYLRU��7KH�&RPPLVVLRQ�VKRXOG�QRW�FRQIXVH�WKHVH���

DVSLUDWLRQDO�SURPLVHV�ZLWK�VWDWHPHQWV�RI�IDFW��DQG�LQVWHDG�VKRXOG�UHFRJQL]H�WKDW�WKH�PHUJHU�ZLOO���

HOLPLQDWH�DQ�LQQRYDWLYH�GLVUXSWHU�ZKLOH�DW�WKH�VDPH�WLPH�IXUWKHU�FRQVROLGDWLQJ�WKH�PDUNHW�ZKLFK����

ZLOO�FRXQWHUDFW�WKH�LQFHQWLYH�IRU�VHUYLFH�SURYLGHUV�WR�LQQRYDWH��7KH�&RPPLVVLRQ�VKRXOG�YLHZ�7����

0RELOH�DQG�6SULQW¶V�WUDFN�UHFRUG�RI�LQQRYDWLRQ�DV�FOHDU�HYLGHQFH�WKDW�WKH�PHUJHU�LV�QRW�LQ�WKH����

SXEOLF�LQWHUHVW�����

3ULRU�WR�WKH�LPSOHPHQWDWLRQ�RI�LWV�³XQFDUULHU´�VWUDWHJ\��7�0RELOH�ZDV�VWUXJJOLQJ��7����

0RELOH�&(2�-RKQ�/HJHUH�H[SODLQV�WKDW�SULRU�WR�KLV�LPSOHPHQWDWLRQ�RI�WKH�³XQFDUULHU´�EXVLQHVV����

VWUDWHJ\�LQ�6HSWHPEHU�RI����������

³7�0RELOH�KDG�QRW�\HW�EHJXQ�GHSOR\LQJ��*�/7(�WHFKQRORJ\��:H����
KDG�QR�/7(��:H�ZHUH�EHKLQG�DOO�RI�WKH�FRPSHWLWRUV�LQ�WKH�PDUNHW����
DQG�RXU�QHWZRUN�ZDV�XQFRPSHWLWLYH��:H�ZHUH�KHPRUUKDJLQJ�RYHU����
WZR�PLOOLRQ�FXVWRPHUV�D�\HDU��WKH�ILQDQFLDO�SRVLWLRQ�RI�WKH����
FRPSDQ\�ZDV�VWUDLQHG��DQG�WKH�LPSOLFDWLRQV�RI�QRW�LQYHVWLQJ�LQ�QHZ����
PRELOH�WHFKQRORJLHV�ZDV�SDLQIXOO\�REYLRXV�´������

$7	7¶V�IDLOHG�DWWHPSW�WR�DFTXLUH�WKH�VWUXJJOLQJ�7�0RELOH�ZDV�D�WXUQLQJ�SRLQW�IRU�7����

0RELOH�DQG�WKH�EURDGHU�PRELOH�ZLUHOHVV�WHOHFRPPXQLFDWLRQV�PDUNHW��$7	7�HQGHG�LWV�ELG�WR����

DFTXLUH�7�0RELOH�DPLG�VWLII�RSSRVLWLRQ�IURP�UHJXODWRUV�LQ���������7KH�IROORZLQJ�\HDU��7����

0RELOH¶V�QHZ�&(2�-RKQ�/HJHUH�LPSOHPHQWHG�WKH�FRPSDQ\¶V�QRZ�LQIDPRXV�³XQFDUULHU´�VWUDWHJ\�����

�������������������������������������������������
�

���3XEOLF�,QWHUHVW�6WDWHPHQW�DW�$SSHQGL[�$��'HFODUDWLRQ�RI�-RKQ�/HJHUH��&KLHI�([HFXWLYH�2IILFHU�RI�7�0RELOH�86��
,QF���DW�SDJH����
���³$7	7�(QGV�����%LOOLRQ�%LG�IRU�7�0RELOH�´�1HZ�<RUN�7LPHV��'HFHPEHU�����������$YDLODEOH�DW��
KWWSV���GHDOERRN�Q\WLPHV�FRP������������DWW�ZLWKGUDZV����ELG�IRU�W�PRELOH����

1 I I I .  T - M O B I L E  AND SPRINT CAN CONTINUE TO PROVIDE
2 I N N O V A T I V E  SERVICE OFFERINGS WITHOUT THE MERGER.

3 T - M o b i l e  and Sprint are an important source of competition among the mobile wireless

4 car r ie rs  and both companies have a well-established track record of successfully disrupting the

5 m o b i l e  market through innovation and consumer-friendly service offerings. The Joint

6 App l ican t ' s  tout their successful market disruptions as evidence that the merger will benefit

7 consumers. However, the Joint Applicant's provide aspirational, uncommitted, and vague

8 promises  to continue their innovative behavior. The Commission should not confuse these

9 aspirational promises with statements of fact, and instead should recognize that the merger will

10 e l im ina te  an innovative disrupter while at the same time further consolidating the market which

11 w i l l  counteract the incentive for service providers to innovate. The Commission should view T-

12 M o b i l e  and Sprint's track record of innovation as clear evidence that the merger is not in the
13 p u b l i c  interest.

14 P r i o r  to the implementation of its "uncarrier" strategy, T-Mobile was struggling. T-

15 M o b i l e  CEO John Legere explains that prior to his implementation of the "uncarrier" business

16 s t ra tegy  in S eptember of 2012:

17 " T - M o b i l e  had not yet begun deploying 4G LTE technology. We
18 h a d  no LTE. We were behind all of the competitors in the market
19 a n d  our network was uncompetitive. We were hemorrhaging over
20 t w o  million customers a year, the financial position of the
21 c o m p a n y  was strained, and the implications of not investing in new
22 m o b i l e  technologies was painfully obvious."62

23 A T & T ' s  failed attempt to acquire the struggling T-Mobile was a turning point for T-

24 M o b i l e  and the broader mobile wireless telecommunications market. AT&T ended its bid to

25 acqu i r e  T-Mobile amid stiff opposition from regulators in 2011.63 The following year, T-

26 M o b i l e ' s  new CEO John Legere implemented the company's now infamous "uncarrier" strategy.

62Public Interest Statement at Appendix A (Declaration of John Legere, Chief Executive Officer of T-Mobile US,
Inc.) at page 4.
63 "AT&T Ends $39 Billion Bid for T-Mobile." New York Times. December 19, 2011. Available at,
https://dealbook.nytime s. com/2011/12/19/att-withdraws-39-bid-for-t-mobile/.
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7�0RELOH�GHILQHV�LWV�³XQFDUULHU´�VWUDWHJ\�DV�D�GHGLFDWLRQ�WR�LQQRYDWLRQ�DQG�FRQVXPHU�IULHQGO\���

RIIHULQJV��%\�DOO�DFFRXQWV��WKH�³XQFDUULHU´�VWUDWHJ\�KDV�EHHQ�WUHPHQGRXVO\�VXFFHVVIXO�IRU�7���

0RELOH��7�0RELOH¶V�PDUNHW�FDSLWDOL]DWLRQ�KDV�LQFUHDVHG�VLJQLILFDQWO\�VLQFH�LWV�IDLOHG�PHUJHU�ZLWK���

$7	7��7�0RELOH�WUDFN�UHFRUG�VWURQJO\�LQGLFDWHV�WKDW�D�³VPDOOHU´�FRPSDQ\�FDQ�VXFFHVVIXOO\���

SURYLGH�VLJQLILFDQW�FRPSHWLWLRQ�DQG�LQQRYDWLRQ�WR�GHOLYHU�EHQHILWV�WR�FRQVXPHUV�����

7�0RELOH¶V�³XQFDUULHU´�EXVLQHVV�PRGHO�KDV�EURXJKW�WKH�FRPSDQ\�VXFFHVV�DQG�±�PRUH���

LPSRUWDQWO\�±�GHOLYHUHG�WDQJLEOH�EHQHILWV�WR�FRQVXPHUV��$JDLQ��7�0RELOH�&(2�-RKQ�/HJHUH���

H[SODLQV�����

³2QO\�VL[�\HDUV�DJR��ZLUHOHVV�FXVWRPHUV�GHDOW�ZLWK�RQHURXV�VHUYLFH���
DJUHHPHQWV��XQQHFHVVDU\�WHUPLQDWLRQ�IHHV��DQG�SHQDOWLHV�IRU�RYHU����
XVDJH��MXVW�WR�QDPH�D�IHZ�ULGLFXORXV�UHVWULFWLRQV�WKDW�FRQVXPHUV����
VLPSO\�DFFHSWHG�DQG�OLYHG�ZLWK��7RGD\��WKDQNV�WR�7�0RELOH¶V����
FRQVXPHU�ILUVW�DSSURDFK��8�6��ZLUHOHVV�FXVWRPHUV�KDYH�WUXH����
IUHHGRP�WR�FKRRVH�WKH�SODQV�DQG�RSWLRQV�WKDW�ZRUN�EHVW�IRU�WKHP�����
7KH�8Q�FDUULHU�DSSURDFK�GHYHORSHG�XQGHU�P\�OHDGHUVKLS�KDV����
IRUFHG�GUDPDWLF�FKDQJH�LQ�WKH�ZLUHOHVV�LQGXVWU\���´������

6LQFH�LWV�LPSOHPHQWDWLRQ��7�0RELOH¶V�³XQFDUULHU´�VWUDWHJ\�KDV�GHOLYHUHG�VLJQLILFDQW����

EHQHILWV�WR�FRQVXPHUV�LQ�&DOLIRUQLD�ZLWK�LQQRYDWLYH�VHUYLFH�RIIHULQJV��SHUNV�DQG�GLVFRXQWV�����

LQFOXGLQJ�����

x� (OLPLQDWLQJ�VHUYLFH�FRQWUDFWV�DQG�GDWD�FDSV�������
x� &RQVXPHU�IULHQGO\�ELOOLQJ�ZKHUH�WD[HV�DQG�IHHV�DUH�LQFOXGHG�LQ�WKH�SULFH�WKH�VHUYLFH����

SODQ�������
x� )UHH�XQOLPLWHG�DFFHVV�WR�1HWIOL[�������
x� 6SHFLDO�GLVFRXQWV�DQG�DFFHVV�WR�FRQFHUW�WLFNHWV�YLD�D�SDUWQHUVKLS�ZLWK�/LYH1DWLRQ�������

�������������������������������������������������
�

���3XEOLF�,QWHUHVW�6WDWHPHQW�DW�$SSHQGL[�$��'HFODUDWLRQ�RI�-RKQ�/HJHUH��&KLHI�([HFXWLYH�2IILFHU�RI�7�0RELOH�86��
,QF���DW�SDJH����
���KWWSV���ZZZ�W�PRELOH�FRP�RXU�VWRU\�XQ�FDUULHU�KLVWRU\��
���³7�0RELOH�21(�1RZ�,QFOXGHV�0RQWKO\�7D[HV�	�)HHV�´�7�0RELOH�3UHVV�5HOHDVH��-DQXDU\�����������$YDLODEOH�DW��
KWWSV���ZZZ�W�PRELOH�FRP�QHZV�W�PRELOH�RQH�QRZ�DYDLODEOH���
���³$PHULFD¶V�%HVW�8QOLPLWHG�-XVW�*RW�(YHQ�%HWWHU�²�7�0RELOH�1RZ�,QFOXGHV�1HWIOL[�2Q�8V�´�7�0RELOH�3UHVV�
5HOHDVH��6HSWHPEHU����������$YDLODEOH�DW��KWWSV���ZZZ�W�PRELOH�FRP�QHZV�7�0RELOHELOH�XQFDUULHU�QHWIOL[���
���KWWSV���ZZZ�W�PRELOH�FRP�RIIHUV�OLYH�QDWLRQ�WLFNHW�GLVFRXQW��

1 T- M o b i l e  defines its "uncarrier" strategy as a dedication to innovation and consumer-friendly

2 offer ings.  By all accounts, the "uncarrier" strategy has been tremendously successful for T-

3 M o b i l e .  T-Mobile's market capitalization has increased significantly since its failed merger with

4 A T & T .  T-Mobile track record strongly indicates that a "smaller" company can successfully

5 p r o v i d e  significant competition and innovation to deliver benefits to consumers.

6 T - M o b i l e ' s  "uncarrier" business model has brought the company success and — more

7 impor tant ly  — delivered tangible benefits to consumers. Again, T-Mobile CEO John Legere

8 expla ins:

9 " O n l y  six years ago, wireless customers dealt with onerous service
10 a g r e e m e n t s ,  unnecessary termination fees, and penalties for over-
11 u s a g e ,  just to name a few ridiculous restrictions that consumers
12 s i m p l y  accepted and lived with. Today, thanks to T-Mobile's
13 c o n s u m e r - f i r s t  approach, U.S. wireless customers have true
14 f r e e d o m  to choose the plans and options that work best for them.
15 T h e  Un-carrier approach developed under my leadership has
16 f o r c e d  dramatic change in the wireless indus

17 S i n c e  its implementation, T-Mobile's "uncarrier" strategy has delivered significant

18 bene f i t s  to consumers in California with innovative service offerings, perks and discounts,

19 inc lud ing:

20 •  Eliminating service contracts and data caps.65
21 •  Consumer-friendly billing where taxes and fees are included in the price the service
22
23 •  F ree  unlimited access to Netflix.
24 •  Special discounts and access to concert tickets via a partnership with LiveNation.

64-  Public Interest Statement at Appendix A (Declaration of John Legere, Chief Executive Officer of T-Mobile U S,
Inc.) at page 4.
65 - https://www.t-mobile.com/our-story/un-carrier-history
66 "T-Mobile ONE Now Includes Monthly Taxes & Fees." T-Mobile Press Release. January 22, 2017. Available at,
https://www.t-mobile.com/news/t-mobile-one-now-available.
67 "America' s Best Unlimited Just Got Even Better — T-Mobile Now Includes Netflix On Us." T-Mobile Press
Release. September 5, 2017. Available at, https://www.t-mobile.com/news/T-Mobilebile-uncarrier-netflix.
—68 https://www.t-mobile.com/offers/live-nation-ticket-discount
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x� 7�0RELOH�FXVWRPHUV�UHFHLYH�DW�QR�DGGLWLRQDO�FRVW�D����PRQWK�VXEVFULSWLRQ�RI�XQOLPLWHG����
DG�IUHH�PXVLF�RQ�3DQGRUD������

x� 3KRQH�XSJUDGH�SODQV�WKDW�HOLPLQDWHG�SUHYLRXV�FRQWUDFWXDO�ZDLWLQJ�SHULRGV�DQG�JDYH���
FRQVXPHUV�PRUH�IUHHGRP�LQ�GHFLGLQJ�ZKHQ�WR�XSJUDGH�WKHLU�GHYLFH������

6SULQW�DOVR�SURYLGHV�YDOXDEOH�PDUNHW�LQQRYDWLRQV�WKDW�EHQHILW�FRQVXPHUV�DQG�SURYRNHV���

FRPSHWLWLRQ�EHWZHHQ�VHUYLFH�SURYLGHUV��6SULQW�ILUVW�DQQRXQFHG�LWV�LQWHQWLRQV�WR�UHOHDVH�XQOLPLWHG���

SODQV�LQ������������VSXUULQJ�9HUL]RQ�WR�DQQRXQFH�LWV�RZQ�XQOLPLWHG�SODQV�PHUH�GD\V�EHIRUH���

6SULQW¶V�RIILFLDO�DQQRXQFHPHQW����6SULQW�ZDV�WKH�ILUVW�WR�PDUNHW�ZLWK�D��*�SKRQH��DQQRXQFLQJ�WKH���

UHOHDVH�RI�WKH�+7&�(YR�LQ���������,Q�'HFHPEHU�RI�������6SULQW�UHWXUQHG�WR�FXVWRPHU�JURZWK���

DIWHU�ODXQFKLQJ�LWV�KDOI�RII�UDWH�SODQ�SURPRWLRQ�WKDW�WDUJHWHG�9HUL]RQ�DQG�$7	7�E\�JLYLQJ����

FXVWRPHUV�WKDW�VZLWFK�WKH�VDPH�DPRXQW�RI�GDWD�DW�KDOI�WKH�FRVW����,Q�1RYHPEHU�RI�������6SULQW����

EHJDQ�WR�RIIHU�LWV�³6SULQW�8QOLPLWHG´�FXVWRPHUV�IUHH�DFFHVV�WR�+XOX¶V�VWUHDPLQJ�YLGHR�FRQWHQW����

VHUYLFH����6SULQW�KDV�FRQWLQXHG�LWV�SDUWQHUVKLS�ZLWK�+7&�DQG�UHFHQWO\�DQQRXQFHG�D�³�*�PRELOH����

VPDUW�KXE´�VHW�IRU�UHOHDVH�LQ�WKH�ILUVW�KDOI�RI���������5\DQ�6XOOLYDQ��9LFH�SUHVLGHQW�RI�3URGXFW����

�������������������������������������������������
�

���³3DQGRUD�7HDPV�XS�ZLWK�7�0RELOH�DV�DQ�8Q�FDUULHU�3DUWQHU�IRU�8QOLPLWHG�$G�IUHH�0XVLF�´�3DQGRUD�3UHVV�
5HOHDVH��$XJXVW�����������$YDLODEOH�DW��KWWS���EORJ�SDQGRUD�FRP�XV�SDQGRUD�WHDPV�XS�ZLWK�W�PRELOH�DV�DQ�XQ�
FDUULHU�SDUWQHU�IRU�XQOLPLWHG�DG�IUHH�PXVLF����
���³7�0RELOH�$QQRXQFHV�%ROGHVW�0RYHV�<HW�DV�$PHULFD
V�8Q�FDUULHU�´�7�0RELOH�3UHVV�5HOHDVH���-XO\�����������
$YDLODEOH�DW��KWWSV���ZZZ�W�PRELOH�FRP�QHZV�W�PRELOH�DQQRXQFHV�EROGHVW�PRYHV�\HW�DV�DPHULFDV�XQ�FDUULHU���
���&DXOH\��/HVOLH��³6SULQW�&(2�$LPV�IRU�:LQQLQJ�6WUDWHJ\�´�86$�7RGD\��)HEUXDU\�����������$YDLODEOH�DW��
KWWSV���XVDWRGD\���XVDWRGD\�FRP�WHFK�ZLUHOHVV������������VSULQWB1�KWP���
���³6SULQW�/DXQFKHV�5HYROXWLRQDU\��������6LPSO\�(YHU\WKLQJ�3ODQ�´�6SULQW�3UHVV�5HOHDVH��)HEUXDU\�����������
$YDLODEOH�DW��KWWSV���QHZVURRP�VSULQW�FRP�VSULQW�ODXQFKHV�UHYROXWLRQDU\������VLPSO\�HYHU\WKLQJVP�SODQ�KWP���
���+DQVHOO��6DXO��³9HUL]RQ�6WDEV�6SULQW�:LWK�8QOLPLWHG�:LUHOHVV�3ODQ�´�1HZ�<RUN�7LPHV��)HEUXDU\�����������
$YDLODEOH�DW��KWWSV���ELWV�EORJV�Q\WLPHV�FRP������������YHUL]RQ�VWDEV�VSULQW�ZLWK�XQOLPLWHG�ZLUHOHVV�SODQ���
���%DUUHWW��%ULDQ��³6SULQW¶V�+7&�(YR��WKH�)LUVW�(YHU��*�3KRQH��0HHW�WKH�1HZ�7HUULILF��0DUFK����������´�*L]PRGR��
$YDLODEOH�DW��KWWSV���JL]PRGR�FRP���������VSULQWV�KWF�HYR�WKH�ILUVW�HYHU��J�SKRQH�PHHW�WKH�QHZ�WHUULILF���
���³6SULQW¶V�2IIHU��&XW�<RXU�:LUHOHVV�%LOO�LQ�+DOI�(YHQW�´�6SULQW�3UHVV�5HOHDVH��'HFHPEHU����������$YDLODEOH�DW��
KWWSV���QHZVURRP�VSULQW�FRP�VSULQWV�RIIHU�FXW�\RXU�ZLUHOHVV�ELOO�LQ�KDOI�HYHQW�KWP���
���³6SULQW�6D\V�+HOOR�WR�+XOX�´�6SULQW�3UHVV�5HOHDVH��1RYHPEHU�����������$YDLODEOH�DW��
KWWS���LQYHVWRUV�VSULQW�FRP�QHZV�DQG�HYHQWV�SUHVV�UHOHDVHV�SUHVV�UHOHDVH�GHWDLOV������6SULQW�6D\V�+HOOR�WR�
+XOX�GHIDXOW�DVS[���
���³6SULQW�DQG�+7&�$QQRXQFH�,QQRYDWLYH��*�0RELOH�6PDUW�+XE�&RPLQJ�LQ�)LUVW�+DOI�RI������´�6SULQW�3UHVV�
5HOHDVH��1RYHPEHU�����������$YDLODEOH�DW��KWWSV���QHZVURRP�VSULQW�FRP�VSULQW�DQG�KWF�DQQRXQFH�LQQRYDWLYH��J�
PRELOH�VPDUW�KXE�FRPLQJ�LQ�ILUVW�KDOI������KWP��

1 •  T-Mobi le  customers receive at no additional cost a 12-month subscription of unlimited,
2 a d -free music on Pandora.
3 •  Phone upgrade plans that eliminated previous contractual waiting periods and gave
4 c o n s u m e r s  more freedom in deciding when to upgrade their device.2
5 S p r i n t  also provides valuable market innovations that benefit consumers and provokes

6 compet i t ion between service providers. Sprint first announced its intentions to release unlimited

7 p l a n s  in 2008,7172 spurring Verizon to announce its own unlimited plans mere days before

8 S p r i n t ' s  official announcement.2 Sprint was the first to market with a 4G phone, announcing the

9 re lease of the HTC Evo in 2010.'li In December of 2014, Sprint returned to customer growth

10 a f t e r  launching its half-off rate plan promotion that targeted Verizon and AT&T by giving

11 customers that switch the same amount of data at half the costas In November of 2017, Sprint

12 b e g a n  to offer its "Sprint Unlimited" customers free access to Hulu' s streaming video content

13 service.7ó Sprint has continued its partnership with HTC and recently announced a "5G mobile

14 s m a r t  hub" set for release in the first half of 2019.2 Ryan Sullivan, Vice president of Product

69 "Pandora Teams up with T-Mobile as an Un-carrier Partner for Unlimited Ad-free Music." Pandora Press
Release. August 15, 2018. Available at, http://blog.pandora.com/us/pandora-teams-up-with-t-mobile-as-an-un-
carrier-partner-for-unlimited-ad-free-music/.
70 "T-Mobile Armounces Boldest Moves Yet as America's Un-carrier." T-Mobile Press Release. July, 9, 2013.
Available at, https://www.t-mobile.com/news/t-mobile-armounces-boldest-moves-yet-as-americas-un-carrier.
71 Cauley, Leslie. "Sprint CEO Aims for Winning Strategy." USA Today. February 10, 2018. Available at,
https://usatoday30.usatoday.com/tech/wireless/2008-02-10-sprint_N.htm.
72 "Sprint Launches Revolutionary $99.99 Simply Everything Plan." Sprint Press Release. February 28, 2008.
Available at, https://newsroom.sprint.com/sprint-launches-revolutionary-9999-simply-everythingsm-plan.htm.
73 Hansell, Saul. "Verizon Stabs Sprint With Unlimited Wireless Plan." New York Times. February 19, 2008.
Available at, https://bits.blogs.nytimes.com/2008/02/19/verizon-stabs-sprint-with-unlimited-wireless-plan.
74 Barrett, Brian. "Sprint's HTC Evo, the First Ever 4G Phone: Meet the New Terrific. March 23, 2010." Gizmodo.
Available at, https://gizmodo.com/5500343/sprints-htc-evo-the-first-ever-4g-phone-meet-the-new-terrific.
75— "Sprint's Offer: Cut Your Wireless Bill in Half Event." Sprint Press Release. December 2, 2014. Available at,
https://newsroom.sprint.com/sprints-offer-cut-your-wireless-bill-in-half-event.htm.
76 "Sprint  Says Hello to Hulu!" Sprint Press Release. November 15, 2017. Available at,
http://investors.sprint.com/news-and-events/press-releases/press-release-details/2017/Sprint-Says-Hello-to-
Hulu/default.aspx.
77 —"Sprint and HTC Announce Irmovative 5G Mobile Smart Hub Coming in First Half of 2019." Sprint Press
Release. November 27, 2018. Available at, https://newsroom.sprint.com/sprint-and-htc-armounce-innovative-5g-
mobile-smart-hub-coming-in-first-half-2019.htm
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(QJLQHHULQJ�DQG�'HYHORSPHQW�DW�6SULQW��H[SODLQV�WKDW�6SULQW�ZLOO�EHJLQ�WR�FRPSHWH�LQ�WKH�LQ���

KRPH�LQWHUQHW�DFFHVV�VSDFH�ZLWK�WKH�LQWURGXFWLRQ�RI�WKH�QHZ�+7&�³�*�PRELOH�VPDUW�KXE�´�����

7�0RELOH�DQG�6SULQW�KDYH�GHPRQVWUDWHG�HYHQ�WKH�WKLUG�DQG�IRXUWK�ODUJHVW�PRELOH�ZLUHOHVV���

SURYLGHUV��WKRXJK�VPDOOHU�WKDQ�WKH�WRS�WZR�ZLUHOHVV�FDUULHUV��FDQ�VXFFHVVIXOO\�LQQRYDWH�DQG���

GLVUXSW�WKH�PDUNHW�WR�JURZ�WKHLU�FRPSDQ\�DQG�GHOLYHU�EHQHILWV�WR�FRQVXPHUV��'HVSLWH�EHLQJ���

VPDOOHU�WKDQ�$7	7�DQG�9HUL]RQ��7�0RELOH�DQG�6SULQW�KDYH�D�WUDFN�UHFRUG�RI�VXFFHVVIXOO\���

GLVUXSWLQJ�WKH�PRELOH�PDUNHW�WKURXJK�LQQRYDWLYH��FRQVXPHU�IULHQGO\�VHUYLFH�RIIHULQJV��,Q�IDFW����

$7	7�DQG�9HUL]RQ�KDYH�EHHQ�IRUFHG�WR�UHVSRQG�WR�7�0RELOH�DQG�6SULQW¶V�PDUNHW�GLVUXSWLRQ�E\���

PDNLQJ�WKHLU�VHUYLFH�RIIHULQJV�PRUH�FRQVXPHU�IULHQGO\����7KHVH�H[DPSOHV�FOHDUO\�GHPRQVWUDWH���

WKH�LPSRUWDQFH�RI�FRPSHWLWLRQ�IURP�VPDOOHU��PRUH�GLVUXSWLYH�FRPSDQLHV��3HUPLWWLQJ�WKH�-RLQW����

$SSOLFDQWV�WR�PHUJH�ZLOO�FUHDWH�D�ELJJHU�FRPSDQ\�WKDW�PRUH�FORVHO\�UHVHPEOHV�WKH�VL]H�RI�WKH�OHVV����

LQQRYDWLYH�$7	7�DQG�9HUL]RQ��ZKLFK�ZLOO�EH�FRXQWHUSURGXFWLYH�WR�SURPRWLQJ�LQQRYDWLRQ�ZLWKLQ����

WKH�PRELOH�ZLUHOHVV�PDUNHW��������

����

,9�� &21&/86,21����

7�0RELOH�DQG�6SULQW�DUH�ILQDQFLDOO\�KHDOWK\��SURILWDEOH��DQG�YLDEOH�EXVLQHVVHV�WKDW�FDQ����

FRQWLQXH�WR�FRPSHWH�LQ�&DOLIRUQLD�DV�VHSDUDWH�FRPSDQLHV��7�0RELOH�DQG�6SULQW�ERWK�VLJQLILFDQW����

FDSLWDO�LQYHVWPHQW�SODQV�DQG�SODQV�IRU�IXWXUH�LQQRYDWLRQ��7KH�SXEOLF�LQWHUHVW�LV�EHWWHU�VHUYHG�LI�7����

�������������������������������������������������
�

����6HJDQ��6DVFKD��³6SULQW��:H
OO�+DYH��*�+RPH�,QWHUQHW�DQG�6DPVXQJ�'HYLFHV��7RR�´�3&0DJ��'HFHPEHU����������
$YDLODEOH�DW��KWWSV���ZZZ�SFPDJ�FRP�QHZV��������VSULQW�ZHOO�KDYH��J�KRPH�LQWHUQHW�DQG�VDPVXQJ�GHYLFHV�WRR���
���)RU�H[DPSOH��LQ�UHVSRQVH�WR�7�0RELOH¶V�-803��SURJUDP��ERWK�$7	7�DQG�9HUL]RQ�UHVSRQGHG�E\�DOVR�
LPSOHPHQWLQJ�QHZ�SURJUDPV�WR�RIIHU�FXVWRPHUV�PRUH�FRQVXPHU�IULHQGO\�GHYLFH�XSJUDGH�SODQV��5HIHU�WR��
KWWSV���ZZZ�WHFKKLYH�FRP�DUWLFOH���������DWDQGW�DQG�YHUL]RQ�VFUDPEOH�WR�FRPSHWH�ZLWK�W�PRELOHV�MXPS�GHYLFH�
XSJUDGH�SODQ�KWPO��$OVR��9HUL]RQ�UHVSRQGHG�WR�7�0RELOH¶V�³%LQJH�2Q´�VHUYLFH�ZLWK�D�]HUR�UDWHG�VWUHDPLQJ�YLGHR�
VHUYLFH�RI�LWV�RZQ�FDOOHG�³*R���´�5HIHU�WR��KWWSV���ZZZ�ILHUFHZLUHOHVV�FRP�ZLUHOHVV�YHUL]RQ�IROORZV�W�PRELOH�V�
ELQJH�]HUR�UDWHG�VWUHDPLQJ�YLGHR�WKURXJK�JR�����
���5HIHU�WR�WKH�7HVWLPRQ\�RI�3XEOLF�$GYRFDWHV�2IILFH¶V�ZLWQHVV�'U��/HH�6HOZ\Q�IRU�DQDO\VLV�DQG�GLVFXVVLRQ�RQ�KRZ�
WKH�PHUJHU�ZLOO�OLNHO\�GHFUHDVH�LQQRYDWLRQ�ZLWKLQ�WKH�PRELOH�ZLUHOHVV�WHOHFRPPXQLFDWLRQV�PDUNHW��

1 Engineer ing and Development at Sprint, explains that Sprint will begin to compete in the in-

2 h o m e  internet access space with the introduction of the new HTC "5G mobile smart

3 T - M o b i l e  and Sprint have demonstrated even the third and fourth largest mobile wireless

4 providers,  though smaller than the top two wireless carriers, can successfully innovate and
5 d i s r u p t  the market to grow their company and deliver benefits to consumers. Despite being

6 s m a l l e r  than AT&T and Verizon, T-Mobile and Sprint have a track record of successfully

7 d isrupt ing the mobile market through innovative, consumer friendly service offerings. In fact,

8 A T & T  and Verizon have been forced to respond to T-Mobile and Sprint's market disruption by

9 m a k i n g  their service offerings more consumer friendly.2 These examples clearly demonstrate

10 t h e  importance of competition from smaller, more disruptive companies. Permitting the Joint

11 App l i can ts  to merge will create a bigger company that more closely resembles the size of the less

12 innovat ive AT&T and Verizon, which will be counterproductive to promoting innovation within

13 t h e  mobile wireless market.89

14

15 I V.  CONCLUSION

16 T - M o b i l e  and Sprint are financially healthy, profitable, and viable businesses that can

17 con t inue  to compete in California as separate companies. T-Mobile and Sprint both significant

18 c a p i t a l  investment plans and plans for future innovation. The public interest is better served if T-

78 - Segan, Sascha. "Sprint: Wein Have 5G Home Internet and Samsung Devices, Too." PCMag. December 4, 2018.
Available at, https://www.pcmag.com/news/365271/sprint-well-have-5g-home-internet-and-samsung-devices-too.
—79 For example, in response to T-Mobile's JUMP! program, both AT&T and Verizon responded by also
implementing new programs to offer customers more consumer-friendly device upgrade plans. Refer to,
https://www.techhive.com/article/2044469/atandt-and-verizon-scramble-to-compete-with-t-mobiles-jump-device-
upgrade-plan.html. Also, Verizon responded to T-Mobile's "Binge On" service with a zero-rated streaming video
service of its own called "Go90." Refer to, https://www.fiercewireless.com/wireless/verizon-follows-t-mobile-s-
binge-zero-rated-streaming-video-through-go90.
80 - Refer to the Testimony of Public Advocates Office's witness Dr. Lee Selwyn for analysis and discussion on how
the merger will likely decrease innovation within the mobile wireless telecommunications market.
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0RELOH�DQG�6SULQW�UHPDLQHG�FRPSHWLWRUV��DV�FRPSHWLWLRQ�SURYLGHV�ERWK�FRPSDQLHV�D�JUHDWHU���

LQFHQWLYH�WR�LQYHVW��LQQRYDWH��DQG�SURYLGH�FRQWLQXLQJ�YDOXH�WR�&DOLIRUQLD¶V�FXVWRPHUV������

�������������������������������������������������
�

���7KH�SURSRVHG�PHUJHU�ZLOO�OLNHO\�SURGXFH�KDUPV�FDXVHG�E\�WKH�ORVV�RI�6SULQW�DV�D�FRPSHWLWLYH�IDFLOLWLHV�EDVHG�
SURYLGHU��DV�GHPRQVWUDWHG�E\�WKH�WHVWLPRQLHV�RI�WKH�3XEOLF�$GYRFDWHV�2IILFH�ZLWQHVVHV�.ULVWLQD�'RQQHOO\��(LOHHQ�
2GHOO��&DPHURQ�5HHG��DQG�'U��/HH�6HOZ\Q��

1 M o b i l e  and Sprint remained competitors, as competition provides both companies a greater

2 incent ive  to invest, innovate, and provide continuing value to California's customers.n

81 The proposed merger will likely produce harms caused by the loss of Sprint as a competitive facilities-based
provider, as demonstrated by the testimonies of the Public Advocates Office witnesses Kristina Donnelly, Eileen
Odell, Cameron Reed, and Dr. Lee Selwyn.
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6WDWHPHQW�RI�4XDOLILFDWLRQV�DQG�([SHULHQFH�

0\�QDPH�LV�$GDP�&ODUN��0\�EXVLQHVV�DGGUHVV�LV�����9DQ�1HVV�$YHQXH��6DQ�)UDQFLVFR��

&DOLIRUQLD���������,�DP�D�3XEOLF�8WLOLW\�5HJXODWRU\�$QDO\VW�9�ZLWK�WKH�&DOLIRUQLD�3XEOLF�8WLOLWLHV�

&RPPLVVLRQ��³&38&´��LQ�WKH�&RPPXQLFDWLRQV�DQG�:DWHU�3ROLF\�%UDQFK�RI�WKH�3XEOLF�

$GYRFDWHV�2IILFH��,�UHFHLYHG�D�%DFKHORU�RI�$UWV�'HJUHH�LQ�%XVLQHVV�(FRQRPLFV�DQG�6RFLRORJ\�

IURP�WKH�8QLYHUVLW\�RI�&DOLIRUQLD�DW�6DQWD�%DUEDUD�LQ�������,�KDYH�DWWHQGHG�WKH�:HVWHUQ�1DWLRQDO�

$VVRFLDWLRQ�RI�5HJXODWRU\�8WLOLW\�&RPPLVVLRQHUV��0LFKLJDQ�6WDWH�8QLYHUVLW\�8WLOLW\�5DWH�

6FKRRO��

,�MRLQHG�WKH�3XEOLF�$GYRFDWHV�2IILFH�LQ�2FWREHU�������ZKHUH�,�ZRUN�WR�DGYDQFH�WKH�

RUJDQL]DWLRQ¶V�PLVVLRQ�DQG�DGYRFDWH�RQ�EHKDOI�RI�SXEOLF�XWLOLW\�FXVWRPHUV��,Q�P\�WLPH�ZLWK�WKH�

3XEOLF�$GYRFDWHV�2IILFH��,�KDYH�SHUIRUPHG�H[WHQVLYH�UHVHDUFK�DQG�DQDO\VLV�RQ�D�ZLGH�DUUD\�RI�

FRPPXQLFDWLRQV�LVVXHV�WR�LQIRUP�WKH�3XEOLF�$GYRFDWHV�2IILFH�GHFLVLRQ�PDNLQJ�DQG�SROLF\�

SRVLWLRQV��,�KDYH�SURYLGHG�H[SHUW�ZLWQHVV�WHVWLPRQ\�RQ�EHKDOI�RI�WKH�3XEOLF�$GYRFDWHV�2IILFH�WR�

VHYHUDO�&38&�SURFHHGLQJV��LQFOXGLQJ�RQ�FRPPXQLFDWLRQV�PDUNHW�FRPSHWLWLRQ��,�������������

LQGXVWU\�PHUJHUV�DQG�DFTXLVLWLRQV��$������������$������������DQG�$�������������JHQHUDO�UDWH�

FDVHV�RI�VPDOO�ORFDO�H[FKDQJH�FDUULHUV��$�����������DQG�$�������������ULJKW�RI�ZD\�DFFHVV��,����

�������DQG�5�������������DQG�3DFLILF�*DV�	�(OHFWULF¶V�DSSOLFDWLRQ�IRU�D�&HUWLILFDWH�RI�3XEOLF�

&RQYHQLHQFH�DQG�1HFHVVLW\��$��������������,�KDYH�DOVR�DXWKRUHG�DQG�RU�FRQWULEXWHG�DQDO\VLV�WR�

QXPHURXV�3XEOLF�$GYRFDWHV�2IILFH�FRPPHQWV��UHSRUWV�DQG�ILOLQJV�RQ�FRPPXQLFDWLRQV�LVVXHV�

UHODWHG�WR�SXEOLF�SXUSRVH�SURJUDPV��5�����������DQG�5�������������TXDOLW\�RI�VHUYLFH��SURWHVWV�

RI�LQGXVWU\�$GYLVH�/HWWHUV��LQGXVWU\�5HVROXWLRQV��VWDWH�OHJLVODWLRQ��)HGHUDO�&RPPXQLFDWLRQV�

&RPPLVVLRQ�SURFHHGLQJV�DQG�UHTXHVWV�IRU�LQIRUPDWLRQ��DQG�UXUDO�FDOO�FRPSOHWLRQ��,���������������

3ULRU�WR�P\�WLPH�ZLWK�WKH�3XEOLF�$GYRFDWHV�2IILFH��,�KHOG�WKH�SRVLWLRQ�RI�5HJXODWRU\�

$QDO\VW�LQ�WKH�&38&¶V�&RPPXQLFDWLRQV�'LYLVLRQ�FRPPHQFLQJ�-XQH�������ZKHUH�,�ZRUNHG�RQ�

YDULRXV�LVVXHV��LQFOXGLQJ��LQWHU�FDUULHU�FRPSHQVDWLRQ�UHIRUP��SXEOLF�SXUSRVH�SURJUDPV��PHUJHU�

SURFHHGLQJV��PDUNHW�DQDO\VLV��SROLF\�GHYHORSPHQW��DQG�EURDGEDQG�GHSOR\PHQW��,�DQDO\]HG�

$GYLFH�/HWWHUV�VHHNLQJ�&38&�DSSURYDO�IRU�WHOHFRPPXQLFDWLRQ�WDULII�FKDQJHV�DQG�UDWH�UHYLVLRQV��

,�DQDO\]HG�SURMHFW�SURSRVDOV�IRU�&DOLIRUQLD�$GYDQFHG�6HUYLFHV�)XQG��DV�ZHOO�DV�SURMHFW�SURSRVDOV�

ATTACHMENT A

Statement of Qualifications and Experience

My name is Adam Clark. My business address is 505 Van Ness Avenue, San Francisco,

California, 94102. I am a Public Utility Regulatory Analyst V with the California Public Utilities

Commission ("CPUC") in the Communications and Water Policy Branch of the Public
Advocates Office. I received a Bachelor of Arts Degree in Business Economics and Sociology

from the University of California at Santa Barbara in 2006. I have attended the Western National

Association of Regulatory Utility Commissioners/ Michigan State University Utility Rate
School.

I joined the Public Advocates Office in October 2014, where I work to advance the

organization's mission and advocate on behalf of public utility customers. In my time with the
Public Advocates Office, I have performed extensive research and analysis on a wide array of

communications issues to inform the Public Advocates Office decision-making and policy

positions. I have provided expert witness testimony on behalf of the Public Advocates Office to

several CPUC proceedings, including on communications market competition (1.15-11-007),

industry mergers and acquisitions (A.15-07-009, A.15-03-005, and A.14-04-013), general rate

cases of small local exchange carriers (A.16-10-003 and A.17-10-003), right of way access (1.17-

16-027 and R.17-06-028), and Pacific Gas & Electric's application for a Certificate of Public

Convenience and Necessity (A.17-04-010). I  have also authored and/or contributed analysis to
numerous Public Advocates Office comments, reports and filings on communications issues

related to public purpose programs (R.13-10-010 and R.12-10-012), quality of service, protests

of industry Advise Letters, industry Resolutions, state legislation, Federal Communications
Commission proceedings and requests for information, and rural call completion (1.14-05-012).

Prior to my time with the Public Advocates Office, I held the position of Regulatory

Analyst in the CPUC's Communications Division commencing June 2007, where I worked on

various issues, including: inter-carrier compensation reform, public purpose programs, merger

proceedings, market analysis, policy development, and broadband deployment. I analyzed

Advice Letters seeking CPUC approval for telecommunication tariff changes and rate revisions.

I analyzed project proposals for California Advanced Services Fund, as well as project proposals
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IRU�WKH�$PHULFDQ�5HFRYHU\�DQG�5HLQYHVWPHQW�$FW��,�SHUIRUPHG�H[WHQVLYH�UHVHDUFK�RQ�

&DOLIRUQLD¶V�WHOHFRPPXQLFDWLRQV�DQG�EURDGEDQG�PDUNHWV�DQG�FRQWULEXWHG�WR�QXPHURXV�UHSRUWV�

DQG�DVVHVVPHQWV�RQ�WKRVH�PDUNHWV��LQFOXGLQJ�FRPPHQWV�ILOHG�E\�WKH�&38&�LQ�UHVSRQVH�WR�

LQTXLULHV�E\�WKH�)HGHUDO�&RPPXQLFDWLRQV�&RPPLVVLRQ��,�DOVR�DLGHG�WKH�&38&�LQ�UHYLHZ�RI�

SURSRVHG�PHUJHUV�DQG�DFTXLVLWLRQV�LQ�WHOHFRPPXQLFDWLRQV�PDUNHWV��� �

for the American Recovery and Reinvestment Act. I performed extensive research on
California's telecommunications and broadband markets and contributed to numerous reports

and assessments on those markets, including comments filed by the CPUC in response to

inquiries by the Federal Communications Commission. I also aided the CPUC in review of

proposed mergers and acquisitions in telecommunications markets.
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ATTACHMENT B

New T-Mobile should submit annual reports on its capital investments in California and include,
at minimum, the following information:

PROJECT NAME

LOCATION OF PROJECT

PROJECT DESCRIPTION

SERVICES AFFECTED

LOCATION OF SERVICES AFFECTED (CENSUS BLOCK NUMBERS)

SERVICE AREA AFFECTED (SQUARE MILES)

ESTIMATED POPULATION OF SERVICE AREA AFFECTED

MAJOR EQUIPMENT INSTALLED

CHANGES TO BROADBAND DOWNLOAD SPEEDS (If Applicable)

CHANGES TO BROADBAND DOWNLOAD SPEEDS (If Applicable)

DESCRIPTION OF IMPACTS TO 9-1-1 SERVICE

DESCRIPTION OF IMPACTS TO SAFETY AND EMERGENCY SERVICES

START DATE

TARGET COMPLETION DATE

ACTUAL COMPLETION DATE

TOTAL CAPITAL COST ($)
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ATTACHMENT C

Liquidity Metrics

2013 2014 2015 2016 2017
Current Ratio 2.11 1.59 1.56 1.58 0.77
Quick Ratio 1.64 1.18 1.24 1.04 0.47
Interest Coverage Ratio 1.04 1.31 1.65 2.35 2.89
CFO to Current Debt 14.53 47.66 29.75 17.33 4.94

Sprint Current Ratio 1.19 0.89 0.57 1.13 1.32
Quick Ratio 1.01 0.59 0.31 1.00 1.17
Interest Coverage Ratio 0.33 (0.91) 0.15 0.69 1.13
CFO to Current Debt 2.63 1.88 (0.09) (0.65) 2.93

AT&T Current Ratio 0.66 0.90 0.75 0.76 0.97
Quick Ratio 0.46 0.62 0.45 0.45 0.82
Interest Coverage Ratio 8.12 3.87 6.02 5.04 3.40
CFO to Current Debt 6.33 5.17 4.70 4.00 1.02

Verizon Current Ratio 2.62 1.05 0.64 0.87 0.91
Quick Ratio 2.46 0.90 0.52 0.67 0.77
Interest Coverage Ratio 10.98 3.11 5.74 4.80 4.35
CFO to Current Debt 9.87 11.20 6.01 8.62 7.33
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ATTACHMENT D

Solvency Metrics

2013 2014 2015 2016 2017
Debt to Equity 1.42 1.40 1.59 1.52 1.26
Debt to Capital 0.59 0.58 0.61 0.60 0.56
Liabilities to Assets 0.71 0.72 0.73 0.72 0.68
Debt to EBITDA 4.37 3.77 3.66 2.70 2.60

Sprint Debt to Equity 1.29 1.55 1.72 2.18 1.55
Debt to Capital 0.56 0.61 0.63 0.69 0.61
Liabilities to Assets 0.70 0.74 0.75 0.78 0.69
Debt to EBITDA 7.85 6.37 4.79 4.26 3.67

AT&T Debt to Equity 0.82 0.91 1.02 1.00 1.16
Debt to Capital 0.45 0.48 0.51 0.50 0.54
Liabilities to Assets 0.67 0.70 0.69 0.69 0.68
Debt to EBITDA 1.52 2.68 2.70 2.46 3.63

Verizon Debt to Equity 0.98 8.28 6.15 4.50 2.62
Debt to Capital 0.50 0.89 0.86 0.82 0.72
Liabilities to Assets 0.65 0.94 0.93 0.90 0.83
Debt to EBITDA 1.93 3.13 2.24 2.51 2.64
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ATTACHMENT E

Profitability Metrics (Percent).

2013 2014 2015 2016 2017
T-Mobile Gross Margin 49.8 47.9 54.1 55.9 56.4

EBITDA Margin 18.9 19.7 22.1 27.5 26.8
Net Profit Margin 0.1 0.8 2.3 3.9 11.2
Return on Assets 0.1 0.4 1.2 2.2 6.4

Sprint Gross Margin 42.7 45.1 51.7 53.8 58.6
EBITDA Margin 11.8 15.3 22.0 28.8 34.4
Net Profit Margin (8.5) (9.7) (6.2) (3.6) 22.8
Return on Assets (3.6) (4.0) (2.5) (1.4) 8.6

AT&T Gross Margin 60.2 54.6 54.3 53.1 51.8
EBITDA Margin 38.2 23.0 31.9 30.6 28.2
Net Profit Margin 14.5 5.1 9.3 8.1 18.6
Return on Assets 6.7 2.3 3.4 3.3 6.7

Verizon Gross Margin 62.8 60.7 60.1 59.2 59.1
EBITDA Margin 40.3 28.4 37.3 34.1 35.2
Net Profit Margin 19.5 9.4 14.0 10.8 24.2
Return on Assets 8.6 5.1 7.5 5.6 11.9
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ATTACHMENT F

Cash Flow Metrics (Percent)

2013 2014 2015 2016 2017
Operating Cash Flow Ratio 61.0 47.2 56.8 68.0 69.1
Asset Efficiency 7.1 7.3 8.7 9.3 11.3
CFO to Sales 14.5 14.0 16.7 16.4 19.6
Operating Cash Flow Ratio 26.9 22.4 (3.5) (26.4) 93.2
Asset Efficiency 3.1 3.0 (0.5) (3.9) 11.8
CFO to Sales 7.4 7.1 (1.3) (9.9) 31.0
Operating Cash Flow Ratio 99.4 84.1 75.0 77.8 48.1
Asset Efficiency 12.5 10.6 8.9 9.7 8.8
CFO to Sales 27.0 23.7 24.4 24.0 24.4
Operating Cash Flow Ratio 143.5 109.4 111.3 75.2 76.6
Asset Efficiency 14.2 13.2 16.0 9.3 9.8
CFO to Sales 32.2 24.1 29.7 18.1 20.1

Sprint

AT&T

Verizon
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