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EXPERT REPORT OF DR. JAMES H. VANDER WEIDE 
REGARDING DR. SELWYN’S RESPONSE TO BENCH REQUEST NO. 3 

DOCKET NO. UT-023003 
JUNE 11, 2004

1. During his cross examination by Verizon NW’s counsel at the hearing in 

this matter on May 27, 2004, AT&T Witness Dr. Lee L. Selwyn admitted that some of 

the underlying data for SBC used in his regression analysis were incorrect.  As a result, 

the Commission asked Dr. Selwyn to file a revised regression analysis based on 

corrected input data.  At the time the Commission made this request, the Commission 

also noted that Dr. Selwyn had effectively revised his pre-filed testimony and stated that 

Verizon NW would have an opportunity to respond to Dr. Selwyn’s revised testimony 

and regression results.  Verizon NW has asked me to respond on its behalf. 

2. Dr. Selwyn provided revised results for his regression analysis that seem 

to indicate that his results are improved once he “corrects” for the incorrect SBC data 

identified in his cross examination.  However, Dr. Selwyn’s “improved” regression 

results arise solely from errors in his analysis.  Once these errors are corrected, Dr. 

Selwyn’s regression results deteriorate, as I suggested at the hearings.  Specifically, as 

explained below: 

• Dr. Selwyn purports to “correct” the errors in his SBC data solely by 
creating new data by extrapolation. 

• Dr. Selwyn’s results are sensitive to his omission of important data that 
were readily available at the time he did his studies. 

• Dr. Selwyn’s regression results are highly sensitive to his inappropriate 
inclusion of outlier “Qwest” data for beta and percent investment in “non-
ILEC” assets. 

• In addition to being outliers, the Qwest data in Dr. Selwyn’s study are 
incorrectly based on data for U S WEST, not Qwest, and on Qwest’s 
incorrect and misleading accounting entries that were reversed as a result 
of an audit and presented in Qwest’s 2002 10K filed in October 2003. 
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• Contrary to Dr. Selwyn’s hypothesis, once the SBC and Qwest data are 
corrected, the RBHCs’ percentage investment in “non-ILEC” assets does 
not increase from 2000 to 2003. 

• Dr. Selwyn fails to recognize there is insufficient data available to draw 
reliable conclusions regarding the cause of the RBHCs’ increased betas. 

A. DR. SELWYN PURPORTS TO HAVE “CORRECTED” THE ERRORS 
IN HIS SBC DATA SOLELY BY CREATING NEW DATA BY 
EXTRAPOLATION. 

3. Dr. Selwyn used regression analysis in an effort to demonstrate that the 

RBHC betas (which measure the movement in RBHC stock prices compared to the 

market as a whole) are inappropriate for use in determining the cost of equity (and 

therefore the weighted average cost of capital) for unbundled network elements.   Dr. 

Selwyn’s hypothesis is that recent increases in the betas of the RBHCs (which would 

lead to increases in their cost of equity under the CAPM model) is attributable to the 

diversification of these companies away from the local exchange business.  In an effort 

to prove this hypothesis, Dr. Selwyn ran regressions intended to explain the increases 

in the RBHC betas.  One of the “explanatory” variables he used in his regressions was 

the share of “non-ILEC” assets held by each of the RBHCs during the study period, 

which he used as a proxy for diversification.  Dr. Selwyn admitted under cross 

examination that his data relating to SBC’s percentage of “non-ILEC” assets for the 

periods 2001 to 2003 were overstated because he had incorrectly included assets for 

SBC’s ILEC subsidiaries Ameritech, Nevada Bell, and Southern New England 

Telephone in his “non-ILEC” category.  Dr. Selwyn incorrectly included assets for these 

companies in the “non-ILEC” category because SBC did not separately report data for 

these ILECs during the period under study.  Simply put, the data that Dr. Selwyn 

requires for his analysis (i.e., the assets for Ameritech, Nevada Bell and Southern New 
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England Telephone) are not available.  But rather than confess that his hypothesis is 

not testable (at least not in the manner he proposed), Dr. Selwyn created data for these 

companies by extrapolating data from 1997 to the later periods, and by extrapolating 

values from ARMIS data that are based on an entirely different accounting standard.  

Although it is impossible to measure the impact of Dr. Selwyn’s extrapolations because 

the necessary data for Ameritech, Nevada Bell, and Southern New England are not 

available, the Commission should recognize that Dr. Selwyn’s basic input data for SBC 

are merely approximations that may not reflect the true percent of “non-ILEC” assets for 

SBC.1/  Furthermore, the Commission should recognize that Dr. Selwyn changed not 

only the four data points identified in cross examination, but also the first three data 

points for SBC that had been based on correct SBC-reported data. 

B. DR. SELWYN’S RESULTS ARE SENSITIVE TO HIS OMISSION OF 
DATA THAT WERE READILY AVAILABLE AT THE TIME HE DID 
HIS STUDIES. 

4. Dr. Selwyn claimed in his response to Bench Request No. 3 that Qwest’s 

2002 Annual Report, which contains Qwest’s restated results, was not available at the 

time of his testimony.  Dr. Selwyn’s statement is incorrect.  Qwest filed its 2002 Annual 

Report with the restated results for 2000, 2001, and 2002 in October 2003, almost six 

months before Dr. Selwyn’s direct testimony was filed in this proceeding,  and eight 

months prior to the time of his response to Bench Request No. 3.  In addition, Qwest 

reported preliminary restated results in February 2003 that should have alerted Dr. 

                                            
1/  A similar problem applies to the data for Verizon.  Dr. Selwyn admitted under 
cross examination that the Verizon data for many of its subsidiaries were not available 
in 2002, and that he had to create the data for Verizon by extrapolation from earlier 
data.  Moreover, the first “Verizon” data point applies solely to Bell Atlantic, not to 
Verizon, which was formed by the merger of Bell Atlantic and GTE in June 2000. 
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Selwyn to problems with the Qwest data that he used in his regression analysis, as I 

explain more fully below. 

5. As shown in Table 1 below,2/ which reproduces the data Dr. Selwyn used 

in his revised regression analysis,3/ Dr. Selwyn’s revised regression analysis omits data 

for Qwest in the first half of 2003 (“1H03”), even though he includes such data for 

BellSouth, SBC, and Verizon.  This omission is important because the Qwest data for 

the first half of 2003 changed dramatically from the Qwest data for the second half of 

2002.  Moreover, the omitted Qwest data violate Dr. Selwyn’s hypothesis that the 

increase in the RBHCs’ beta is caused by an increase in the percentage of non-ILEC 

assets.  Specifically, Qwest’s beta was 1.800 in the first half of 2003 and its percent 

investment in non-ILEC assets was 23.24% (i.e., 0.2324).  Thus, Qwest’s beta 

increased at the same time that its percent of investment in “non-ILEC” assets had 

declined significantly, from approximately 66% to 23%.  Had Dr. Selwyn included these 

data, his results would have deteriorated significantly.  Indeed, if Dr. Selwyn had also 

included readily available Qwest data for the second half of 2003, reflecting a beta of 

1.775 and percent non-ILEC assets of approximately 17.03% (17.03), he would have 

found that the relationship between beta and percent of non-ILEC assets was negative. 

                                            
2/  For simplicity, the table displays data pertaining specifically to Dr. Selwyn’s 
revised analysis based on his ARMIS-derived non-ILEC data.  However, all my 
comments and conclusions apply equally to his studies based on data he has 
extrapolated from SBC’s 1997 10K reports for all five ILECs, the most recent date at 
which 10Ks were filed for all of these companies. 
 
3/  Dr. Selwyn’s revised Appendices continue to show the value for BellSouth’s non-
ILEC assets in 1H00 as “0.4719.”  However, Dr. Selwyn appears to have transposed his 
figures.  His revised results can only be duplicated if the value for BellSouth’s non-ILEC 
assets in 1H00 is “0.4179.” 



5 

Table 1 

Data Underlying Dr. Selwyn’s Revised Regression Analysis 

 
 BellSouth Qwest SBC Verizon 

Period Beta 
Non-
ILEC Beta 

Non-
ILEC Beta 

Non-
ILEC Beta 

Non-
ILEC 

1H00 0.825 0.4719 0.750 0.1415 0.825 0.3891 0.850 0.3184 
2H00 0.825 0.4260   0.850 0.4349   
1H01 0.825 0.4170 1.600 0.6892 0.825 0.4337   
2H01 0.800 0.3868 1.475 0.6644 0.800 0.4010   
1H02 0.775 0.3861 1.475 0.6603 0.775 0.3953   
2H02 0.850 0.3670 1.675 0.6557 0.900 0.3956 1.025 0.4483 
1H03 0.900 0.3641   0.975 0.4206 1.000 0.4472 

 
 

C. DR. SELWYN’S REGRESSION RESULTS ARE HIGHLY SENSITIVE 
TO HIS INAPPROPRIATE INCLUSION OF OUTLIER QWEST DATA 
FOR BETA AND PERCENT INVESTMENT IN NON-ILEC ASSETS. 

6. The data underlying Dr. Selwyn’s revised regression analysis are shown in 

Table 1 above and graphed in Figure 1 below.  These data illustrate the highly unusual 

character of the beta and “non-ILEC” data for Qwest as compared to the comparable 

data for BellSouth, SBC, and Verizon.  For example, the betas for BellSouth and SBC 

both increased modestly from 2000 to 2003, even though their percentages of “non-

ILEC” assets did not increase over this period.  (In fact, contrary to Dr. Selwyn’s 

hypothesis, the percentage of non-ILEC assets for BellSouth actually decreased 

significantly.)  Further, Qwest’s beta increased from 1.475 in the second half of 2001 to 

1.675 in the second half of 2002, even though its percentage investment in “non-ILEC” 

assets decreased over this period.4/  In contrast, the first two data points for “Qwest” 

                                            
4/  Verizon’s percent investment in “non-ILEC” assets appears to increase along 
with its beta from the first half of 2000 to the second half of 2002 (intervening data are 
omitted from Dr. Selwyn’s analysis). This increase is based on an accounting 
adjustment Verizon made at the time it signed its joint venture with Vodafone in 2000.  

(continued . . .) 
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display a very dramatic increase in beta, from 0.750 in the first half of 2000 (“1H00”) to 

1.600 in the first half of 2001 (“1H01”), and in percent of non-ILEC assets, from 0.1415 

in the first half of 2000 to 0.6892 in the first half of 2001.  The dramatic increases in 

these two data points are many times larger than any other increase in beta or “non-

ILEC” assets in Dr. Selwyn’s data base.  The highly unusual nature of “Qwest” data 

points is especially apparent in Figure 1, where the so-called “Qwest” data for the first 

half of 2000 appears in the lower left hand corner, and the Qwest data for the later 

periods are in the upper right hand corner, far removed from any data for BellSouth, 

SBC, and Verizon. 

Figure 1 

Scatter Plot of Dr. Selwyn’s Regression Data
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7. As one would expect, the results of Dr. Selwyn’s regression analysis are 

highly sensitive to his inclusion of the outlier data for Qwest.  Indeed, as shown by the 

                                                                                                                                             
(. . . continued) 
See Verizon Communications’ Annual Report 2000 Consolidated Balance Sheet, p. 33, 
and Note 6, “Wireless Joint Venture,” p. 43.  

U S WEST
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BEL, SBC, VZ 
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regression results in Tables 2, 3, and 4 below, Dr. Selwyn’s hypothesized relationship 

between increases in beta and increases in “non-ILEC” assets disappears altogether 

once either the first “Qwest” data point or all the Qwest data points are removed from 

his analysis.  Furthermore, once the outlier Qwest data points are removed, Dr. 

Selwyn’s revised regression results for “non-ILEC” assets are considerably worse than 

his regression results with the incorrect SBC data.   

Table 2 

Dr. Selwyn’s Revised Regression Results 
Without Incongruous U S WEST Data Point5 

 
 Standardized Coefficient T Sig. 

(Constant)  3.839 .005 

Non-ILEC assets .158 .696 .506 

All Competition .065 .335 .746 

Leverage .006 .083 .936 

2H00 .007 .141 .891 

1H01 -.004 -.067 .948 

2H01 -.069 -.820 .436 

1H02 -.097 -.912 .388 

2H02 .078 .532 .609 

1H03 .080 .486 .640 

QWEST .785 2.886 .020 

SBC -.083 -1.377 .206 

BellSouth -.089 -.888 .401 

Dependent variable: Beta   
 

                                            
5/  The time and company variables in the left-hand column of this table are dummy 
variables that control for differences in time and company.  The important coefficients 
for the purposes of Dr. Selwyn’s conclusions are:  (1) non-ILEC assets; (2) all 
competition, and (3) leverage.  The insignificance of the coefficients for these three 
variables is indicated by the fact that their associated t values are less than 2. 
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Table 3 

Dr. Selwyn’s Revised Regression Results 
Without Incorrect Qwest Data 

 
 Standardized Coefficient T Sig. 

(Constant)  5.601 .003 

Non-ILEC assets -.108 -.319 .763 

All Competition .665 1.003 .362 

Leverage .876 1.104 .320 

2H00 .073 .537 .614 

1H01 -.198 -1.189 .288 

2H01 -.363 -1.272 .259 

1H02 -.617 -1.556 .180 

2H02 -.631 -.727 .500 

1H03 -.392 -.483 .649 

SBC .348 .516 .628 

BellSouth .135 .247 .815 

Dependent variable: Beta   
 

Table 4 

Dr. Selwyn’s Revised Regression Results 
Without Incorrect Qwest Data and 

Using Trend Variable Instead of Dummy Time Variables 
 

 Standardized Coefficient T Sig. 

(Constant)  4.861 .001 

Non-ILEC assets -.113 -.454 .660 

All Competition 1.197 1.505 .163 

Leverage .694 1.722 .116 

SBC .215 .458 .657 

BellSouth .212 .402 .696 

Period -.935 -1.259 .237 

Dependent variable: Beta   
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D. IN ADDITION TO BEING OUTLIERS, THE QWEST DATA IN DR. 

SELWYN’S STUDY ARE INCORRECTLY BASED ON DATA FOR 
U S WEST, NOT QWEST, AND ON QWEST’S INCORRECT AND 
MISLEADING ACCOUNTING ENTRIES THAT WERE REVERSED 
AS A RESULT OF AN AUDIT AND PRESENTED IN QWEST’S 2002 
10K FILED IN OCTOBER 2003. 

8. Since Dr. Selwyn’s conclusion depends entirely on the dramatic increase 

in “Qwest’s” “non-ILEC” assets and beta from the first half of 2000 (“1H00”) to first half 

of 2001 (“1H01”), I examined whether these “Qwest” data points are representative of 

“Qwest’s” actual situation in these two periods.  My analysis reveals that Dr. Selwyn’s 

“Qwest” data are not representative of Qwest’s actual situation in these two periods for 

at least two reasons. 

9. First, I found that the reported increase in “Qwest’s” beta, from 0.750 in 

the first half of 2000 to 1.600 in the first half of 2001, is not representative of an actual 

increase in Qwest’s beta.  Qwest’s beta was 1.625 in the first half of 2000, not the 0.75 

reported by Dr. Selwyn.  Dr. Selwyn’s 0.750 reported beta for “Qwest” was not the beta 

for Qwest.  Rather, it was the beta for the pre-merger company U S WEST, which was 

an entirely different company than either the pre-merger or post-merger Qwest.  If Dr. 

Selwyn had correctly used the Qwest beta and percentage of “non-ILEC” asset values 

in the first half of 2000, rather than the U S WEST data, he would have found that there 

was no relationship between Qwest’s beta and percentage of “non-ILEC” assets in 2000 

and 2001:  Qwest’s beta remained constant, even though its percentage of investment 

in “non-ILEC” assets decreased from 100% in the first half of 2000 to 69% in the first 

half of 2001. 

10. Second, I found that the reported increase in Qwest’s investment in “non-

ILEC” assets in 2001 and 2002, from 14% to 69%, does not accurately represent 
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Qwest’s asset holdings  in these two periods.  I have already noted that this increase 

partially arises because Dr. Selwyn incorrectly compared U S WEST data for the first 

half of 2000 and Qwest data for the first half of 2001.  More importantly, however, Dr. 

Selwyn failed to recognize that the high “non-ILEC” asset percentages he reports for 

Qwest beginning in 2001 are based on questionable and non-representative accounting 

data that have been criticized by the SEC and, indeed, completely discredited and 

formally reversed by Qwest’s current management. 

11. To improve Qwest’s credibility with the SEC and the investment 

community, Qwest’s current management conducted an internal audit of Qwest’s 

financial results for the years since the merger and found numerous errors in Qwest’s 

previous accounting practices.  As a result, Qwest’s current management reversed 

many questionable accounting entries that had dramatically increased the value of 

Qwest’s “non-ILEC” assets during the period of Dr. Selwyn’s study.  These reversals 

indicate that the Qwest data used in Dr. Selwyn’s study do not provide a fair or 

reasonable indication of the value of Qwest’s “non-ILEC” assets over his study period. 

12. For example, even though the pre-merger Qwest acquired U S WEST, 

Qwest’s former management chose to account for the merger as a reverse acquisition, 

assuming counter factually for accounting purposes that U S WEST acquired Qwest.  

Using the counter factual assumption that U S WEST acquired Qwest, Qwest’s 

management recorded a $32 billion increase in goodwill, which by itself, more than 

doubled the value of Qwest’s “non-ILEC” assets.  (See Table 5 below, which is a copy 

of Qwest’s consolidated balance sheet from its Annual Report for the year 2000).  This 
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one accounting entry alone explains most of the increase shown by Dr. Selwyn in the 

percentage of Qwest’s non-ILEC assets, from 14% in 2000 to 69% in 2001. 

Table 5 
Qwest’s Consolidated Balance Sheets 
(Dollars in millions, except per share amounts) 

December 31, 2000 1999 
Assets   
Current assets:   
Cash and cash equivalents $154  $ 78  
Accounts receivable, net of allowances of $301 and $88, respectively 4,235  2,455  
Receivable from sale of investments  -  1,140  
Inventories and supplies 275  272  
Deferred tax assets 72  46  
Prepaids and other 640  201  
Total current assets 5,376  4,192  
Property, plant and equipment-net 25,583  16,404  
Goodwill and other intangible assets-net 32,327  501  
Investments 8,186  1,290  
Other assets 2,029  885  
Total assets $ 73,501  $ 23,272  
   
Liabilities and Stockholders' Equity   
Current liabilities:   
Current borrowings $ 3,645  $ 2,882  
Accounts payable 2,049  1,700  
Accrued expenses and other current liabilities 3,806  1,840  
Advance billings and customer deposits 393  344  
Total current liabilities 9,893  6,766  
Long-term borrowings 15,421  10,189  
Post-retirement and other post-employment benefit obligations 2,735  2,890  
Deferred income taxes 1,768  1,191  
Deferred credits and other 2,380  981  
Commitments and contingencies (Note 9)   
Stockholders’ equity:   
Preferred stock-$1.00 par value, 200,000,000 shares authorized,   
none issued and outstanding  -   -  
Common stock-$0.01 par value, 5 billion shares authorized,   
1,672,218,763 and 875,995,661 issued, 1,672,218,763 and   
875,469,943 outstanding 17  9  
Additional paid-in capital 41,289  647  
Retained earnings 24  377  
Accumulated other comprehensive (loss) income  (26) 222  
Total stockholders’ equity 41,304  1,255  
Total liabilities and stockholders' equity $ 73,501  $ 23,272  
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13. However, Qwest’s current management recognized in its 2002 Annual 

Report that the $32 billion accounting increase in Qwest’s non-ILEC assets at the time 

of the U S WEST merger was grossly overstated.  Consequently, Qwest’s current 

management reversed the entire amount of goodwill on its balance sheet at December 

31, 2002 (see Table 6, a copy of Qwest’s 2002 consolidated balance sheet).  

Furthermore, Notes 3 and 4 in Qwest’s 2002 Annual Report highlight numerous other 

accounting entries made by Qwest’s former management that Qwest’s current 

management considers to be inconsistent with Generally Accepted Accounting 

Principles (“GAAP”).  (Copies of the restated balance sheets and Notes 3 and 4 which 

explain the restatements are provided in Attachment A.)  As the report states in Note 3: 

We have determined that, in certain cases, we misinterpreted or 
misapplied GAAP in our 2001 and 2000 consolidated financial 
statements and, accordingly, we have restated our consolidated 
financial statements for each of the years in the two year period 
ended December 31, 2001 and related interim periods. 

Thus, the dramatic increase in the percentage of Qwest’s investment in non-ILEC 

assets reported by Dr. Selwyn and used in his studies is based on data that Qwest’s 

current management itself has recognized to be inaccurate. 
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Table 6 
QWEST COMMUNICATIONS INTERNATIONAL INC. 

CONSOLIDATED BALANCE SHEETS 
(Dollars in millions, shares in thousands) 

As restated (see Notes 3 and 4) 
December 31, 2002 2001 2000 
ASSETS    
Current assets:    
Cash and cash equivalents. . $ 2,253  $ 186  $ 207 
Restricted cash .  26  29  63 
Accounts receivable—net  2,325  2,906  3,165 
Inventories  68  156  108 
Deferred income taxes  898  417  294 
Prepaid and other assets .  489  618  462 
Assets held for sale  361  426  433 
Total current assets  6,420  4,738  4,732 
Property, plant and equipment—net  18,995 29,479 25,986 
Goodwill—net .  —  31,233  28,960 
Other intangible assets— net .  1,612 3,391 3,056 
Investments . 23 1,233 8,147 
Deferred income taxes . . 398  —   —  
Other assets .  1,897  2,092  1,935 
Total assets  $ 29,345  $72,166  $72,816 
LIABILITIES AND STOCKHOLDERS’ (DEFICIT) EQUITY    
Current liabilities:    
Current borrowings  $ 2,786 $ 4,807  $ 3,616 
Accounts payable  904 1,318 1,887 
Accrued expenses and other current liabilities .  2,008 2,520 2,711 
Deferred revenue and customer deposits .  773 768 696 
Restructuring reserves  104 363 —  
Merger-related reserve  22 111 454 
Liabilities associated with discontinued operations  298 336 332 
Total current liabilities  6,895 10,223 9,696 
Long-term borrowings (net of unamortized debt discount of 
$129, $209 and $196, 

   

respectively— See Note 11)  19,754  20,230  15,541 
Post-retirement and other post-employment benefit 
obligations 

3,075 2,974 2,992 

Deferred income taxes . .  —   796  1,122 
Deferred revenue .  957  1,092 945 
Restructuring reserves . . 421  427  —  
Other long-term liabilities . 1,073 995 953 
Total liabilities . . 32,175 36,737 31,249 
Share repurchase commitment (Note 16) ..  —   16  —  
Commitments and contingencies (Notes 20 and 21)    
Stockholders’ (deficit) equity:    
Preferred stock-$1.00 par value, 200 million shares 
authorized, none issued or 

   

Outstanding —  —  —  
Common stock-$0.01 par value, 5 billion shares authorized; 
1,713,592, 1,687,957 and 

   

1,672,018 issued; 1,699,115, 1,663,966 and 1,671,279 
outstanding .  

17 17 17 

Additional paid-in capital  43,225  43,469  42,934 
Treasury stock  (618)  (1,041) (38) 
Accumulated deficit  (45,439) (6,971) (1,285) 
Accumulated other comprehensive loss  (15) (61) (61) 
Total stockholders’ (deficit) equity  (2,830) 35,413 41,567 
Total liabilities and stockholders’ (deficit) equity .. $ 29,345 $72,166 $72,816 
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E. CONTRARY TO DR. SELWYN’S HYPOTHESIS, ONCE THE SBC 
AND QWEST DATA ARE CORRECTED, THE RBHCS’ 
PERCENTAGE INVESTMENT IN NON-ILEC ASSETS DOES NOT 
INCREASE FROM 2000 TO 2003. 

14. Again, the hypothesis of Dr. Selwyn’s regression analysis is that the 

increase in the RBHCs’ betas over the period 2000 to 2003 is caused by an increase in 

their investments in non-ILEC assets rather than by an increase in competition.  For this 

hypothesis to be true, the RBHCs’ percentages of investments in non-ILEC assets must 

actually have increased over the period 2000 to 2003.  However, as shown in Table 7 

below, once the data for SBC and Qwest are corrected, the percentages of the RBHCs’ 

investments in non-ILEC assets are approximately the same in 2003 as in 2000.6/  

Since the percentage of investment in non-ILEC assets did not increase for any of the 

RBHCs, there is no foundation for Dr. Selwyn’s hypothesis that the increase in the 

RBHCs’ betas was caused by an increase in the RBHCs’ investments in non-ILEC 

assets. 

                                            
6/  See Footnote 3. 
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Table 7 

RBHCs’ Percent Non-ILEC Assets Have Not Increased Significantly 

 

 BellSouth Qwest SBC Verizon 

Period 
Non-
ILEC 

Non-
ILEC 

Non-
ILEC 

Non-
ILEC 

1H00 0.42 0.14 0.39 0.32 
2H00 0.43  0.43  
1H01 0.42 0.69 0.43  
2H01 0.39 0.66 0.40  
1H02 0.39 0.66 0.40  
2H02 0.37 0.66 0.40 0.45 
1H03 0.36 0.23 0.42 0.45 
2H03  0.17   

 
 

F. DR. SELWYN FAILS TO RECOGNIZE THERE IS INSUFFICIENT 
DATA AVAILABLE TO DRAW RELIABLE CONCLUSIONS 
REGARDING THE CAUSE OF THE RBHCS’ INCREASED BETAS. 

15. In addition to the many data errors in Dr. Selwyn’s revised regression 

analysis, his analysis is compromised by the fact that relevant data for his analysis are 

simply unavailable.7 /  Dr. Selwyn attempts to explain why the RBHCs’ betas have 

increased over time.  However, since betas are calculated using five years of historical 

data, a change in a single explanatory variable, such as competition, will not affect the 

RBHCs’ betas for many periods.  Furthermore, when investors consider the effect of 

competition on risk, they consider the expectation of future competition, not merely data 

on existing competition that excludes significant sources of existing competition, such 

                                            
7/  That Dr. Selwyn’s revised regression analysis is plagued by too little data is also 
indicated by the fact that his regression analysis, which contains 12 explanatory 
variables, is based on only 22 observations.  Once the incorrect Qwest data are 
removed, there are only 17 data observations to estimate the coefficients of 12 
explanatory variables.  Thus, there are only approximately 1 ½ data observations to 
determine each regression coefficient. 
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as competition from wireless, cable TV, and Internet providers.  In addition, in a world of 

bundled telecommunications offerings, Dr. Selwyn’s distinction between “ILEC” and 

“non-ILEC” services is artificial.  From both the customers’ and the companies’ points of 

view, the telecommunications services offered by the former ILEC subsidiaries are 

interchangeable with the telecommunications services offered by their primary non-ILEC 

subsidiaries, namely, wireless.  Given these basic problems with Dr. Selwyn’s attempt 

to distinguish the causes of increases in RBHCs’ betas, the Commission’s best 

alternative is to take the RBHCs betas as they are, should it choose to use the CAPM 

model to estimate the cost of equity. 

G. SUMMARY 

16. In summary, Dr. Selwyn’s revised regression analysis fails to correct for 

the deficiencies in his original analysis.  Not only does he base his revised regression 

analysis on data that he created by extrapolation for SBC, but he continues to use 

incorrect data for Qwest in the first half of 2000, and he fails to recognize that the 

subsequent Qwest data in his analysis were totally distorted by incorrect and misleading 

accounting entries.  The fact that the values of Qwest’s “non-ILEC” assets were 

misstated over Dr. Selwyn’s study period is not subject to dispute.  Qwest’s own current 

management has itself revised the accounting results for this period to reflect the gross 

accounting misstatements of prior management.  Once the deficiencies in Dr. Selwyn’s 

revised regression analysis are corrected, his conclusions no longer hold. 
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