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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Comments on Transaction Between ) Undocketed 
GTE Corporation and Bell Atlantic Corporation,) 
Whereby GTE Will Become a Wholly-Owned ) 

Filed: January 11, 1999 

Subsidiary of Bell Atlantic ) 

COMMENTS OF GTE CORPORATION AND BELL ATLANTIC CORPORATION 

GTE Corporation (“GTE”) and Bell Atlantic Corporation (“Bell Atlantic”) (collectively, 

“Companies”) file these Comments in response to the Commission Staff’s January5,1999, 

notice seeking input from interested parties regarding the “impacts on competition, market 

power, and economic development” of the GTE-Bell Atlantic indirect transfer of control. 

The Commission approved the Companies’ Application for Approval of Merger by a 

Proposed Agency Action Order issued on December 7, 1998. (Order No. PSC-98-1645- 

FOF-TP.) There were no protests to that Order. As such, it automatically became final 

and effective on December 29, 1998, and the associated docket (No. 981252-TP) was 

closed on that date. 

GTE and Bell Atlantic understand that this informal comment proceeding does not 

and cannot affect the Commission’s now-final approval of the GTE-Bell Atlantic 

transaction, nor does it indicate any particular Commission concern about the merger. 

Rather, this is just the first instance of a process that will, going forward, become a routine 

part of the Commission’s consideration of merger-related transactions. In this way, the 

Commission can gather information that is outside the scope of its own merger 

evaluations, but that may nonetheless be useful to federal authorities charged with 

reviewing the competitive consequences of such transactions. 
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In this regard, if the Commission decides to report on the GTE-Bell Atlantic merger 

to the FCC and/or the US.  Department of Justice, it should recommend unconditional 

approval. As explained below, the Companies’ combination can only be positive for 

consumers in Florida and across the nation. 

I. The Transfer of Control Will Enhance Competition in Numerous Markets. 

As GTE and Bell Atlantic stated in their application, this Commission’s approving 

the GTE-Bell Atlantic transaction will not affect the agency’s authority and jurisdiction over 

the Companies’ regulated Florida subsidiaries. In particular, GTE Florida Incorporated 

(GTEFL) will continue to meet all of its obligations under the Commission’s rules and 

GTEFL’s current tariffs. GTEFL, as well as other GTE and Bell Atlantic subsidiaries, will 

retain their existing certificates and remain subsidiaries of GTE and Bell Atlantic, 

respectively. 

Because this is a parent-level transaction, it will have little or no immediate effects 

in Florida, as the Commission seems to understand. Commissioner Clark has noted, for 

example, that “it’s not an ILEC-to-ILEC [merger] in Florida. Bell Atlantic, to my knowledge, 

is not an ILEC in Florida. And from that standpoint it seems to me there is very little 

difference on the impact on the customers in Florida.” (Nov. 17, 1998 Agenda Conference 

Transcript, Item 19 (Ag. Conf. Tr.) at 29-30.) Likewise, Commissioner Jacobs has 

observed that the issues before this Commission are not the same as those the FCC must 

address because “in this instance one [company] has a presence in Florida, but the other 

not and so you wouldn’t imagine there would be an immediate market impact.’’ (Ag. Conf. 
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Tr. at 7.) 

For the longer term, the Companies’ combination will yield definite consumer 

benefits, confirming Commissioner Clark’s observation that, “I think it may be a very 

positive impact for customers in Florida.” (Ag. Conf. Tr. at 31 .) Even the Florida Office of 

Public Counsel, which typically declines to pass judgment on mergers before this 

Commission, agrees that the GTE-Bell Atlantic combination could be good for Florida 

consumers. (St. Petersburg Times, Nov. 17, 1998, at 1 E.) 

In fact, the merger creates a company uniquely positioned to enhance competition 

across virtually the whole range of current and emerging telecommunications markets-in 

local service markets dominated by other Regional Bell Operating Companies (RBOCs), 

in bundled-service markets, in Internet and advanced-data markets, and in long-distance 

and wireless markets. GTE and Bell Atlantic’s FCC merger application comprehensively 

discusses the pro-consumer effects of the merger in each of these areas. Rather than 

repeat the entire public interest discussion here, GTE and Bell Atlantic attach (as 

Attachment A) and incorporate into these Comments their public interest narrative filed 

with the FCC, including the supporting affidavits of GTE and Bell executives, as well as 

expert economist Thomas W. Hazlett. 

Also attached (as Attachment B) is the Companies’ Joint Reply to Petition to Deny 

and Comments at the FCC, along with supporting affidavits from, among others, David J. 

Teece, Professor and Director of the Institute for Management, Innovation and 

Organization at the University of California at Berkeley and Chairman of the Law & 

Economics Consulting Group; and Kenneth J. Arrow, Professor of Economics Emeritus at 
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Stanford University. The Companies’ FCC Reply is included here for the Commission’s 

benefit in the absence of any opportunityfor reply comments. GTE does not know who will 

file Comments or what they will say. However, it is a good bet that the same parties which 

have most vigorously challenged the merger at the FCC (Sprint, AT&T, and MCI 

WorldCom) will this opportunity to advance the same kinds of arguments they have at the 

federal level. The Companies’ FCC Reply will thus be useful to this Commission in 

critically evaluating these arguments. 

These Comments briefly summarize the public interest benefits of the merger from 

a Florida-specific perspective. This Commission will predictably be most interested in the 

merger’s effects on the local and long-distance markets, where the agency exercises its 

regulatory authority. While other markets, like wireless and Internet, lie principally within 

the federal jurisdictional sphere, they, too, deserve some discussion here because Florida 

consumers will experience the salutary effects of the merger in these areas, as well. 

Benefits in the Local Market: The Commission’s approval of the GTE-Bell Atlantic transfer 

of control is a decisive step toward attaining the long-held, but frustrating, Commission 

goal of encouraging local competition. Although GTE has pursued an ambitious strategy 

of competing out-of-franchise since the passage of the 1996 Telecommunications Act, a 

number of obstacles have imposed severe limits on GTE’s efforts. First, building service 

and delivery platforms has turned out to be much more expensive than expected. Second, 

GTE simply does not have the brand strength that is so important for acquiring customers 

in out-of-franchise areas. Third, GTE lacks the base of anchor customers that is critical 
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GTE’s CLEC strategy and an account of the merger’s benefits in this regard, see 
Declaration of Jeffrey C. Kissell, Vice President of National Marketing for GTE Business 

Development & Integration, included in Attachment B.) 

Within 18 months of the merger’s closing, GTE and Bell Atlantic seek to provide on 

an economic basis a complete bundle of services-including advanced data and voice, 

Internet, long distance, as well as local-to business customers in 21 cities in RBOC 

territories, including Miami, Orlando, and Jacksonville in BellSouth’s Florida region. The 

combined company will, likewise, offer a bundle of services to residential customers where 

it is economically feasible to do so. As a first step, GTE and Bell Atlantic have identified 

four target cities-among them, Miami-for possible expansion into the consumer market. 

These cities will be just the first wave in a broader roll-out of bundled services for 

customers. Cities that exchange significant traffic with GTE and Bell Atlantic’s other major 

markets will quickly be added to this list as it becomes economically feasible to do so. In 

any event, it is certain that the combined company will be able to effectively compete out- 

of-franchise in Florida much sooner than GTE alone would. 

Benefits in the Lona-Distance Market: Likewise, the merger will allow GTE-Bell Atlantic to 

provide national facilities-based long distance service more quickly and efficiently than 

either could alone. Today, there are only three facilities-based long-distance networks 

that are truly national in reach: AT&T, MCI WorldCom, and Sprint. GTE’s long-distance 

operation lacks the customer base sufficient to generate the large volumes of traffic to 

achieve the economies necessary to deploy its own, fully national long-distance network. 
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(Here in Florida, GTE resells other companies’ long-distance--WorldCom has been GTE’s 

chief supplier of this wholesale capacity.) After the merger, GTE and Bell Atlantic will be 

able to consolidate their traffic onto one network. Thus, the combined entity will be able 

to provide long-distance service-and all of the other advanced services provided over its 

national network-at a lower unit cost. The result is a more competitively priced long 

distance offering. 

In addition, traffic volumes directly determine how quickly a company can add 

switches, electronics, and other facilities to expand both geographic reach and the voice 

and data capacities of the network. The increased traffic made possible by the merger will 

lead to the deployment of these facilities on an accelerated schedule and in areas not 

otherwise possible. It will, in short, spur the development of a fourth national long-distance 

network-increasing choices and associated competitive benefits for consumers 

nationwide, including those in Florida. 

Benefits in the Internet and Data Services Markets: Federal and European authorities’ 

examination of the relatively recent MClNVorldCom merger made clear that the market for 

Internet backbone services is highly concentrated, dominated by the three largest players: 

MCI WorldCom, the successor to the MCI backbone (Cable & Wireless), and Sprint. GTE 

Internetworking (formerly BBN) is a distant fourth to these providers. 

By combining GTE’s national high-speed facilities-based Internet backbone network 

with Bell Atlantic’s customer relationships and marketing channels, the merger will enable 

GTE-Bell Atlantic to effectively challenge the Big Three in markets for Internet backbone, 
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connectivity, and hosting services. The ability to effectively market to Bell Atlantic’s urban, 

high-density, business-rich customer base will enhance the volume of data and Internet 

traffic carried over the backbone, more readily increasing the number of valuable Web 

sites and customers connected to the backbone. In general, the expanded scale and 

presence of the combined companies’ Internet and data operations will mean more rapid 

deployment of innovative offerings in all areas of the country, including Florida. (For a 

more detailed account of the merger’s benefits for the Internet and data-services markets, 

see the Declaration of John Curran included in Attachment B.) 

Benefits in the Wireless Market: The merger will create a stronger and more efficient 

wireless competitor, with substantially greater coverage in a market where national 

coverage is increasingly important. Bringing together Bell Atlantic’s and GTE’s 

complementary areas and highly compatible systems will create a much more 

geographically extensive wireless system to compete with the several other national or 

near-national systems like AT&T Wireless, Sprint PCS/Spectrum, NexTel, and 

SBWAmeritech. The resulting, systemwide efficiencies and ability to more quickly and 

uniformly deploy advanced technologies will redound to the benefit of all of the new 

company’s wireless customers. For example, wider calling scopes become cheaper and 

more reliable as their dependency on roaming agreements with other providers diminishes. 
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11. The Transaction Will Not Reduce Competition. 

While the pro-competitive, pro-consumer effects of the merger for Florida 

consumers are substantial, there are no countervailing concerns about decreased 

competition. The market analysis for this Commission is very simple because the 

Companies have no meaningful competitive overlaps. GTE has three regulated 

subsidiaries here: GTEFL, an incumbent local exchange carrier (ILEC); GTE 

Communications Corporation, d/b/a GTE Long Distance, which is certificated as an 

alternative local exchange carrier (ALEC) and a switchless rebiller and prepaid debit card 

provider; and GTE Telecommunication Services Incorporated, certificated as a switchless 

rebiller. Bell Atlantic has two regulated subsidiaries, both certificated as switchless 

rebillers: NYNEX Long Distance Company, d/b/a Bell Atlantic Long Distance, and Bell 

Atlantic Com m un icat ions, I nc. 

As the Commission seemed to recognize at its agenda session (see above), there 

is no cause for concern about negative effects of the merger on local markets. The GTE 

and Bell Atlantic companies do not compete at all in Florida’s local exchange markets. 

Thus, the merger will not eliminate any actual competitors (as, for example, the 

MClNVorldCom merger did in Florida). Indeed, there is no reason to think Bell Atlantic’s 

entry here would have been likely. Bell Atlantic never sought ALEC certification here, and 

it does not have any adjacent (or even remotely nearby) local markets-the key factor in 

making out a claim of suppression of potential competition. Local entry here of a stand- 

alone Bell Atlantic would not make business sense, particularly since Bell Atlantic is faced 

with other priorities and more attractive opportunities (such as providing long distance to 
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its existing, in-region customers) for using its resources. 

On the long-distance side, while the Companies both have subsidiaries certificated 

to resell long-distance services, only GTE’s operation has any significant presence and 

customer base here. 

In short, because the GTE and Bell Atlantic companies in Florida do not compete 

with each other in any meaningful sense, there is no potential for undermining competition. 

On the contrary, the effects of the merger for Florida consumers will be uniformly positive. 

No party can or has even seriously tried to prove otherwise. No protests were filed 

against the Commission’s Order approving the transfer of control. Since a protest would 

have been the only way of formally challenging the merger, the lack of such protests is a 

sure sign that no entity had any defensible or legitimate concerns about any negative 

effects in Florida. 

While the Telecommunications Reseller Association (TRA) filed comments before 

the agenda where the Commission considered the transaction (even though Commission 

rules do not contemplate such filings), it did not show up at the agenda where the merger 

was debated. Sprint has made no written filings, but did appear at the agenda. Neither 

of these parties raised any plausible challenges to the transaction. In fact, their purported 

concerns had nothing to do with Florida or the specific transaction before the Commission. 

The Telecommunications Resellers Association (TRA) filed the boilerplate 

Comments it has in other states. In those Comments, TRA made clear that it “does not 

necessarily oppose the proposed merger of GTE and BA” (Comments of TRA in Docket 
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No. 981252-TP, Nov. 5, 1998, at l), but asked the Commission to consider a number of 

issues in its merger evaluation process, TRA’s request, however, was based on a merger 

review standard purportedly used by the New York Public Service Commission. TRA 

ignored Florida Statutes, chapter 364.33, the relevant statutory authority guiding the 

Commission’s review of the GTE-Bell Atlantic transfer of control. In addition, TRA’s 

concerns about the merger’s effect on competition are based on a gross misapprehension 

of the nature of the Companies’ Florida operations. For instance, TRA asserted that the 

merger would “marry two carriers who are already serving various local 

telecommunications markets in Florida and thus effectively reduce the field.” This is 

wrong. As noted, Bell Atlantic is neither an ILEC nor an ALEC in Florida. 

In short, TRA’s Comments should be seen for what they are-a non-Florida-specific 

attempt to hold up the merger approval proceeding to obtain more favorable 

interconnection contracts for TRA’s members. TRA’s complaints have no nexus to the 

merger; they are now, in any event, moot. The Commission did not (and could not) 

undertake the kind of review TRA urged, and the docket in which TRA filed its Comments 

has been closed. 

Sprint also asked the Commission to devote an unprecedented amount of attention 

to the GTE/Bell Atlantic transfer of control, urging hearings, a step it has never taken 

before in relation to any merger. The Commission, of course, refused Sprint’s request and 

declined to accept Sprint’s expansive view of the Commission’s merger review authority. 

Despite the fact that Sprint did not protest the Commission’s Order, it can be expected to 

raise in its Comments the same kinds of arguments it advanced to the Commission at 
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agenda. These arguments have not become any more persuasive than they were before, 

when it was clear Sprint had no Florida-specific concerns to present to the Commission. 

Sprint’s arguments rest on its characterization of the merger as “involv[ing] two 

ILECs.” (Ag. Conf. Tr. at 11 .) As Commissioner Clark pointed out, this is not an ILEC-to- 

ILEC merger as far as Florida is concerned. GTEFL is the only ILEC involved. Bell 

Atlantic is not even an ALEC, let alone an ILEC, here. Sprint’s challenging the transfer of 

control on grounds that it will undermine local competition is thus puzzling. The merger 

will eliminate no local competitors. In fact, as explained above, the Companies’ 

combination has great potential to enhance local competition because it will afford the 

scope and scale necessary to undertake the expensive business of out-of-franchise local 

competition. 

Sprint’s purported concern about maintaining “meaningful choices in access 

suppliers” (Ag. Conf. Tr. at 13) is equally bewildering. The merger will not eliminate any 

access suppliers or change GTE’s relationship with Sprint as an access supplier. (Indeed, 

as GTE pointed out at the agenda, GTE’s access rate levels are strictly controlled by 

statute and, in any event, Sprint’s access rates are even slightly higher than GTE’s.) 

Again, if anything, the merger has the potential to increase access suppliers by fostering 

out -of -f ranc h ise entry . 
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n short, Sprint has not and cannot raise any legitimate Florida-specific concerns.' 

Rathei its activities here are part of a nationwide campaign to oppose the merger, with no 

regard for the circumstances of any given state. Its motivation is not difficult to 

understand. As discussed earlier, Sprint is part of one of only three combinations capable 

of providing a full range of telecommunications services on a national level. GTE will be 

a fourth such full-service competitor. Sprint, along with AT&T and MCI WorldCom, thus 

have the most to lose from a GTE-Bell Atlantic's ability to offer a national bundle of 

advanced data, voice, and Internet services. Predictably, the Big Three have been the 

most vociferous opponents to the merger, serving only to prove that the GTE-Bell Atlantic 

combination will produce real pro-competitive benefits. Each of these three companies 

has itself merged its way into participation the national market for 'bundled services, and 

is now attempting to fend off, for as long as possible, the full competitive potential of a 

united GTE-Bell Atlantic. 

This Commission, of course, has no mandate to further the competitive interests of 

any particular entity. Its mission is instead to encourage competition. The Commission 

can rest assured that its approval of the GTE-Bell Atlantic transfer of control will do just 

that. The Commission should feel no compulsion to pass onto federal regulators the self- 

' Nor can Sprint or any other party claim the merger will have anticompetitive 
effects from the standpoint of a national market analysis. GTE and Bell Atlantic believe 
this Commission is primarily interested in understanding the merger from a Florida-specific 
perspective, and that that is the perspective the Commission will necessarily take in any 
submission to federal regulators. However, to the extent the Commission wishes to 
educate itself about why the merger will not reduce competition from a national standpoint, 
see Attachment A at 24-34 and Attachment B. 
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interested and unavailing arguments of Sprint and others (all of which the FCC has surely 

already heard) which seek to derail the merger’s execution for their own ends. 

Conclusion 

The Commission has already found the GTE/Bell Atlantic transaction to be in the 

public interest. Because the merger has already been approved, and because this is the 

first instance of the Commission’s new process of gathering input on mergers, GTE is not 

sure how the Commission can or will use this information. GTE understands that certain 

transactions may raise competitive concerns that may merit mention to federal regulators, 

even though this Commission does not have the authority to consider these issues in its 

own review process. However, the GTE-Bell Atlantic transfer of control is not one of these 

transactions. No party has or can raise any plausible concerns about any anticompetitive 

effects of the merger in Florida (or elsewhere, for that matter). In short, there are no 

competitive overlaps here that could potentially concern this Commission. From this 

Commission’s perspective, this merger is not in any sense extraordinary. As the 

Commission’s Director of Communications has pointed out, it involves only two out-of- 

state players, whereas the recently approved MClNorldCom merger involved “two major 

players in the State of Florida” and much more potential for anticompetitive problems. 

(D’Haeseleer, Ag. Conf. Tr. at 28.) If the MClNorldCom merger did not prompt this 

Commission to take any concerns to federal regulators, certainly the GTE/Bell Atlantic 

merger should not. In short, there is no reason for this Commission to signal any unusual 

level of concern about this merger. (This is particularly true since the FCC’s normal 
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pleading cycle on the merger has already closed.) 

GTE suggests that, if the Commission believes it is compelled to issue any report 

to either the FCC and/or the Department of Justice, that report should recommend 

unconditional approval of the proposed transaction. The faster the merger is approved, 

the faster Florida consumers will begin to enjoy its pro-consumer results. 

Respectfully submitted on January 1 1, 1999. 

8” Kimberly Caswt l  
P. 0. Box 110, LTC0007 
Tampa, Florida 33601 
Telephone: 81 3-483-261 7 

Attorney for GTE Service Corporation 
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CERTIFICATE OF SERVICE 

I HEREBY CERTIFY that copies of the foregoing Comments of GTE Corporation 

and Bell Atlantic Corporation were hand-delivered on January 1 1, 1999 to: 

Mary Beth Keating, Staff Counsel 
Florida Public Service Commission 

2540 Shumard Oak Boulevard 
Tallahassee, FL 32399-0850 



ATTACWiN A 

Before The 
FEDERAL COMMUNICATIONS COMMISSION 

Washington. D.C. 20554 

In the Matter of ) 
1 

GTE CORPORATION. ) 
1 

Transferor, 1 
1 File No. 

and ) 
) 

BELL ATLANTIC CORPORATION, ) 
) 

Transferee, ) 
) 
1 For Consent to Transfer of Control. 

APPLICATION FOR TRANSFER OF CONTROL 

GTE Corporation ("GTE") and Bell Atlantic Corporation ("Bell Atlantic"), pursuant to 

Sections 2 14 and 3 1 O(d) of the Communications Act of 1934, as amended, hereby request the 

Commission's consent to transfer control of GTE's Section 214 authorizations and its interests in 

various radio station authorizations to Bell Atlantic. 

GTE and Bell Atlantic have entered into an agreement to merge the c o m p d e s  and 

combine their operations. As described in the attached public interest statement (Exhibit A), the 

merger will strengthen the ability of the companies to provide highquality service and enable 

them to compete more effectively in both domestic and international telecommunications 

markets, all of which will benefit subscribers and the public. This document provides an 

overview of the transaction, identifies the applications that are today being filed with the 

Commission, seeks a declaration of common ownership under Section 2 12 of the Act, requests 



that ail pending and after-filed applications be considered part of the transaction for which 

approval is being sought, and requests exemptions as necessary from any applicable cut-off rules. 

The individual transfer of control applications (Section 2 14 submissions and applications 

on FCC Forms 3 12.327,415,490,703 and 704) concerning each of the various authorizations 

controlled by GTE are being concurrently submitted with this application to the office of the 

Secretary. The filing fees were transmitted electronically to Mellon Bank. The electronic audit 

codes are shown on the accompanying forms 159. The individual applications are listed on 

pages 4-5. 

I. DESCRIPTION OF TRANSACTION 

On July 28, 1998, GTE and Bell Atlantic announced an Agreement and Plan of Merger 

under which GTE will become a wholly-owned subsidiary of Bell Atlantic. A copy of the 

Agreement and Plan of Merger is attached as Exhibit B.' 

Under the terms of the Agreement, a whollyswned subsidiary of Bell Atlantic will merge 

into GTE. GTE will be the surviving corporation, thereby becoming a wholly-owned subsidiary 

of Bell Atlantic. GTE's shareholders will receive 1.22 newly issued shares in Bell Atlantic for 

each GTE share owned. Following the merger, approximately 57 percent of the shares of Bell 

Atlantic will be held by the c m t  shareholders of Bell Atlantic, and approximately 43 percent 

of the shares of Bell Atlantic will be held by the current shareholders of GTE. The board of 

directors of Bell Atlantic will be made up of an qual number of members from Bell Atlantic's 

board, on the one hd, and GTE's board on the other hd. 

I Also attached to this document arc the consolidated statements of operations and 
consolidated balance sheets of Bell Atlantic as of December 3 1,1997 (Exhibit C); Bell Atlantic's 
Form 430 (Exhibit D); a certified copy of Bell Atlantic's Articles of Incorporation (Exhibit E); 
and a draft protective order (Exhibit F). 
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GTE will survive as a wholly-owned subsidiary of Bell Atlantic, and the GTE 

subsidiaries that hold Section 2 13 authorizations and/or radio licenses will survive as 

wholly-owned subsidiaries of GTE. The merger does not involve any assignment of GTE's 

authorizations and licenses. or any  change in the licensees that hold such authorizations and 

licenses. and the same companies will continue to provide service to the public. The only change 

in ownership will occur at the holding company level. The wholly-owned subsidiaries of Bell 

Atlantic that hold Section 2 14 authorizations andor  radio licenses Will continue to be wholly- 

owned by Bell Atlantic. The merger does not involve a change in the control of these companies. 

which will continue to provide service to the public. 

The parties intend to consummate the merger as promptly as possible after the necessary 

FCC and other federal and state regulatory approvals have been received and certain other 

preconditions have been met. 

11. DESCRIPTION OF APPLICANTS 

- GTE is a global communications and media company that provides a range of services in 

the United States and select counmes around the world. The company provides local telephone 

service in 28 states and provides winless services, nationwide long-distance services, Internet 

services, as well as video services in selected markets. GTE also has significant investments in 

communications and information services businesses in Canada the Dominican Republic, 

Venezuela, Argentina, Micronesia and China. GTE is also engaged in financing, insurance, 

leasing and other related activities. 

Bell Atlantic is a global communications and media company that provides a range of 

services in the mid-Atlantic and northeastem United States and select countries around the world. 

The company provides local telephone service in 13 states and the District of Columbia and 
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provides wireless services. Internet services and video services in selected markets. Bell Atlantic 

also has significant investments in communications and information services businesses in New 

Zealand. Mexico. Italy, Indonesia. Thaiiad. the Philippines. L'nited Kingdom. Greece. Slovakia 

and the Czech Republic. Bell Atlantic is also engaged in financing, systems integration services. 

customer premises equipment distribution and telecommunications consulting. 

111. APPLICATIONS BEING FILED 

The Applicants'are filing with the Commission a total of 2 1 applications requesting 

consent to the transfer of control to Bell Atlantic of licenses and authorizations controlled or 

requested by GTE or its subsidiaries. These include GTE's existing and requested Section 2 14 

authorizations and its Title 111 radio station authorizations as follows: 

-- Part 5 - Experimental Radio Service (FCC Form 703) 

-- Part 21 - Multipoint Distribution Service (FCC Form 704) 

-- Part 22 - Cellular, Pagingkdiotelephone, Rural Radio and Air-Ground (FCC Form 490) 

-- Part 24 - Personal Communications Service (Form 490) 

-- Part 25 - Earth Stations (FCC 3 12) 

-- Part 78 - CTRS (FCC Form 327) 

-- Part 90 - Telephone Maintenance and Business Radio (FCC Form 703) 

-Part 1 0 1 - M i ~ r o ~ a v e ( F 0 r m ~ 4 1 5 ~ d 7 0 4 )  

-- Section 214 Authorizations and Cable Landing Licenses 

In four markets which they sewe (Greenville, SC - MSA #67; El Paso, TX - MSA # 8 1 ; 

Anderson, SC - MSA # 227; Las Cruces, NM - MSA # 285), GTE and Bell Atlantic currently 

hold interests in the cellular licensees for both channel blocks in overlapping service areas. 

Because Section 22.942 of the Commission's rules, 47 C.F.R. Q 22.942, prohibits ownership of 

4 



both cellular licenses in an overlapping service area. either Bell Atlantic or GTE will divest its 

interest in each of these four markets at or prior to closing. At this time. however, it has not been 

determined which interest in each market will be divested. Bell Atlantic and GTE therefore 

commit that, prior to ciosing either the A-side or the B-side interest in each of the four 

overlapping service areas will be divested in full. The transaction thus complies with Section 

22.942. 

In eight PCS MTA markets which they serve (Miami and Tampa, FL; San Antonio and 

Houston. TX; New Orleans. LA; Richmond. VA; Chicago, IL; and Honolulu. HI), GTE and Bell 

Atlantic hold attributable interests in broadband PCS and cellular spectrum with significant 

geographic overlap that, when combined, will total more than the curtent spectrum cap in section 

20.6 of the Commission’s d e s ,  47 C.F.R. § 20.6. In these markets. Bell Atlantic and GTE will 

either divest sufficient interests in the licensed spectrum to comply with the CMRS spectrum cap 

in effect at the time of closing or obtain a waiver. 

In connection with the merger, GTE will also transfer its minority, non-controlling 

interests in certain licenses to Bell Atlantic where Bell Atlantic already has a controlling interest. 

These transfers are pro forma and do not require GTE to file an application for approval of the 

Commission. Federal Communications Bar Association’s Petition for Forbearance from Section 

3 1 O(d) of the Comm unicatioas Act Regarding Non-Substantial Assienments of Wireless 

Licenses and Transfers of Control Involving Telecommuru ’cations Carrier~, 13 FCC Rcd 6293 

(1998). In accordance with the Commission’s rules, GTE will no t ie  the Commission within 30 

days after these pro forma transfers are consummated. 47 C.F.R. §§ 22.137(a)(l), 24.439(a)(3), 

24.839(a)( 1). 
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IV. PUBLIC “ E R E S T  SHOWING 

Grant of these applications will serve the public interest. as demonstrated in the statement 

attached as E h b i t  A. The merger of Bell Atlantic and GTE is strongly in the public interest 

because it will promote vigorous competition in telecommunications markets across the C O U ~ V ~  

and make possible exciting new services and other benefits for consumers nationwide by 

dramatically breakmg down the geographx and product-line divisions that historically have 

limited full-scale competition. This merger will advance on a truly national scale the pro- 

competitive policies that Congress laid down in the Telecommunications Act of 1996. 

First, this merger will enable the combined company to attack the local markets of other 

Bell companies on a widespread and effective bases. With its local telephone companies 

dispersed throughout the areas served by the other Bell companies, GTE is the “enabler” that will 

allow the combined company to attack other Bell company strongholds across the country. 

Second, the merger will also add an important new competitor to the top tier of national 

providers that can offer consumers a full bundle of advanced telecommunications services in all 

major markets--providers that include MCVWorldCodMFS/UUNef AT&TTTCUTeleport. and 

Sprint/Deutsche TelekodFrance Telecom. Third, the merger will greatly enhance the 

competitiveness of GTE’s Internet backbone and data services, and by doing so will promote 

healthy competition in these critical markets. Fourth, the merger also will increase competition 

in the general long distance market by speeding up the deployment of a national long distance 

network to compete with the Big Three facilities-based providers. Finally, the merger will 

combine the comapnies’ complementary wireless and international assets to enable the new 

company to offer a broader range of services more efficiently to more customers. All in all. the 

combination of Bell Atlantic and GTE services promises to unleash a new generation of 
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competition and choice for consumers throughout the telecommunications arena and to f~ l f i i l  the 

pro-competitive vision embodied in the Telecommunications Act of 1996. 

V. APPLICATION FOR FNDrNG OF COMMON OWNERSHIP 

Pursuant to Section 2 12 of the Act, 47 U.S.C. Q 2 12. and Section 62.12 of the 

Commission's Rules. 47 C.F.R. Q 62.12, the Applicants request that the Commission find and 

declare that, upon consummation of the transactions contemplated by the Agreement, (1 )  Bell 

Atlantic will own more than 50% of the voting stock of GTE, and (2) Bell Atlantic, GTE and 

their respective subsidiaries will therefore be deemed to be "commonly owned carriers" as that 

term is defined in Section 62.2 of the Commission's Rules, 47 C.F.R. § 62.2. As described in 

Section 11, above, the merger contemplates that, as a result of the combination of the companies, 

Bell Atlantic will hold all of the stock of GTE Corporation. This satisfies the requirement of 

Section 62.12 that the Applicants be commonly owned as a result of the transaction. 

VI. REOUEST FOR APPROVAL OF ADDITIONAL AUTHORIZATIONS 

As set forth in each of the transfer of control applications, GTE controls entities which 

hold numerous Commission licenses and other authorizations. 

While the applications arc intended to list all such authorizations, the licensees involved 

in this proposed transaction may now have on file, and may hneafter file, additional requests for 

authorizations for new or modified facilities which may bc granted during the pendency of the 

transfer of control applications. Accordingly, it is requested that the grant of the transfer of 

control applications include authority for Bell Atlantic to acquire control of (1) any authorization 

issued to GTE's subsidiaries during the Commission's consideration of the transfer of control 

applications and the period required for consummation of the transaction following approval; (2) 

construction permits held by such licensees that mature into licenses after closing; and (3) 
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applications which are filed after the date of these applications and that are pending at the time of 

consummation. Such action would be consistent with prior decisions of the Commission. 

NYNEX and Bell Atlantic Transfer, 12 FCC Rcd 19985. 20097 (1997) ("Beii-htlantic- 

NYNEX')); Craie 0. hLicCaw and .4T&T Transfer, 9 FCC Rcd. 5836. 5909. n.300 (1993) 

("McCaw Order"). 

VII. REOUEST FOR EXEMPTION FROM CUT-OFF RULES 

Pursuant to Sections 21.23(~)(6), 22.123(a), 24.823(g)(3) and 25.1 16(b)(3) of the 

Commission's Rules, 47 C.F.R. 55 21.23, 22.123.24.823 and 25.1 16, the Applicants request a 

blanket exemption from any applicable cut-off rules in cases where GTE's subsidiaries file 

amendments to pending applications to reflect the consummation of the proposed transfer of 

control. This exemption is requested so that amendments to pending applications to report the 

change in ultimate ownership of GTE subsidiaries which are parties to these applications would 

not be treated as major amendments. The scope of the transaction between GTE and Bell Atlantic 

demonstrates that the ownership change which would be reported would not be made for the 

acquisition of any particular pending application, but is part of a larger merger undertaken for an 

independent and legitimate business purpose. Grant of such application would be consistent with 

previous Co"iscion decisions routineiy granting a blanket exemption in cases involving 

similar "actions. See. es.. Bell Atlantic-"E X at 20092, McCaw Order at 5909, Centel 

Comration, 8 FCC Rcd 1829,1833 (1993); A i n i d  Inte rnational Inc., 81 FCC 2d 472,476 

(1980). 
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VIII. UNCONSTRUCTED FACILITIES 

Nearly all of the FCC authorizations covered by the applications involve constructed 

facilities. However, certain facilities in the Point-to-Point Microwave Service and the Personal 

Communications Service are authorized but not yet constructed. The transfer of control of these 

unbuilt facilities does not implicate any of the Commission's anti-trafficking or unjust 

enrichment rules. 

Microwave. The Commission's anti-trafficking rule for Part 2 1 permits, 47 C.F.R. Q 

2 1.39, is not implicated. because the transfer of these unconstructed facilities is incidental to the 

larger transaction involving the transfer of control of an ongoing, operating business, and 

involves a stock-for-stock exchange based upon the valuation of GTE as a whole. 

- PCS. The PCS authorizations in which GTE holds an interest were obtained through 

competitive bidding within the last three years. As required by Section 1.2 1 1 1 (a) of the 

Commission's Rules, a copy of the merger agreement is being filed. 47 C.F.R. Q 1.21 1 I(a). As 

noted above, the transaction involves a stock-for-stock exchange. The unjust enrichment 

provisions of the Commission's auction rules, 47 C.F.R. Q 1.21 1 l(b), (c) and (d), do not apply 

because the PCS authorizations were not obtained pursuant to set-asides or bidding credits for 

designated entities; The anti-trafiicking rule for PCS authorizations, 47 C.F.R. 5 24.839(c), does 

not apply because the PCS authorizations were not issued for fmluency blocks C or F. 

Ix. FINANCIAL OUALI FICATIONS 

The applications seek approval for the combination of Bell Atlantic and GTE through a 

stock-for-stock merger, in which GTE shareholders will receive shares of Bell Atlantic stock in 

exchange for their shares of GTE stock (see discussion rnfia at Section 10. No capital will thus 

need to be raised internally or from outside sources in order to complete the merger. In addition, 
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as demonstrated by the consolidated statements of operations and consolidated balance sheets of 

Bell Atlantic as of December 3 1. 1997 (attached hereto as E.xhibit C), Bell Atlantic possesses the 

requisite financial qualifications to control the authorizations covered by these applications and 

to operate the systems and facilities covered by these authorizations in the public interest. 

CONCLUSION 

For the above reasons. and for the rezsons set forth in the individual applications filed 

herewith, the proposed transaction complies with all applicable Commission rules, and will serve 

the public interest. Bell Atlantic and GTE accordingly urge the Commission to act promptly to 

grant these applications. 

Respectfully submitted, 

GTE CORPORATION 

William KBan 
Executive Vice President - Government and 
Regulatory Advocacy and General Counsel 
One Stamford Forum 
Stamford, Connecticut 06904 

BELL ATLANTIC CORPORATION 

xe tive V i c e Q & s e r a i  Counsel 
U A v e n u e  of the Amencas 
New York, New York 10036 
(212) 395-1 162 

October 2, 1998 
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PUBLIC IXTEREST STATEMENT 

INTRODUCTION 

The merger of Bell Atlantic Corporation and GTE Corporation is strongly in the public 

interest because it will promote vigorous competition in telecommunications markets across the 

country, and make possible genuinely new services and other benefits for consumers nationwide. 

By dramatically breaking down the geographic and product-line divisions that historically have 

limited full-scale competition, this merger wiil advance on a uuly national scale the pro- 

competitive policies that Congress laid down in the Telecom Act of 1996. 

Local service. First, this merger will finally enable one of the Bell companies to attack 

the local markets of the other Bells on a widespread and effective basis. 

The Commission has concluded in recent orders that the Bell companies themselves may 

be among the most significant potential competitors to each other in major metropolitan markets 

where their geographic regions are contiguous. However, Bell Atlantic today is not a significant 

potential competitor to any of the other Bell companies; its service areas are geographically 

separated from the major service areas of the other Bells and it lacks the presence that it needs 

effectively to enter and compete in the key urban markets of the other Bells' regions. The merger 

with GTE will instantly erase that limitation. 

With its local telephone facilities broadly dispersed throughout the United States, GTE is 

the ''enabler'' that Will allow Bell Atlantic to attack other Bell company strongholds across the 

counay. One glance at a map of GTE's service territories verifies this fact. GTE shares an MSA 

or senes neighboring suburbs in several of the most attractive Bell markets outside Bell 

Atlantic's region, including Los Angeles, San Francisco, San Diego, Dallas-Fort Woreh Houston. 



Chicago. Cleveland. Indianapoiis. Detroit. Miami. Orlando. Jacksonville. Seattle. Portland and 

others. See Service Territories Map. attached as Exhibit 1. 

The new company created by the merger of Bell Atlantic and GTE wiil have a far greater 

ability to enter and compete quickly and effectively against the incumbent Bell company in these 

key markets outside the Bell Atlantic region than GTE would have on its own. Moreover. these 

substantial pro-competitive benefits will far outweigh any minimal loss in potential competition 

inside the Bell Atlantic region. where the existing local service areas of the two companies do 

not overlap and where neither company is a significant potential competitor to the other. Indeed. 

this merger presents the best possible combination of a Bell company and GTE and one of the 

best possible vehicles for achieving local competition under the 1996 Act. 

Bundled services. Second. from a broader perspective, the merger will add an important 

new competitor to the top tier of national providers that can offer consumers a full bundle of 

advanced telecommunications services in all major markets. The ability to offer such bundled 

services on a national basis will be critical for broad penetration of the local market. With 

consolidation occurring among telecommunications providers. there is emerging today a small 

set of players able to roil out national bundled offerings - MCI/WoridCom/MFS/UUNet, 

AT&TTTCUTelepor& SprintAIeutsche Telekom/'France Teiecom. These new national firms. and 

others, will soon do banle with each other from the Atlantic to the Pacific and internationally. 

The merger of Bell Atlantic and GTE will bring into existence a foutrh new competitor with the 

necessary scale and scope to participate in this emerging national market for bundled services. 

The new company will have a national customer base, the full array of competitive offerings in 

key markets across the country, and the ability to create a national brand to rival AT&Ts or MCI 

WorldCom's. 
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fnrernef and dura services. Third. the merger will greatly enhance the competitive 

strength of GTE's Internet backbone and data services and by doing SO will promote healthy 

competition in these critical markets. GTE Intemetworking (formerly BBN) is currently a distant 

fourth to the most significant providers of Intemet backbone services. behind the much larger 

MCI WorldCom. MCI's successor Cable & Wireless. and Sprint. AT&T is now on the verge of 

joining the top ranks of Internet backbone providers. Combining with Bell Atlantic's 

concentrated urban customer base will allow GTE to become a much more potent competitor to 

the larger backbones and AT&T by: 

e Expanding its data and Internet traffic; 

e Significantly increasing the number of valuable Web sites and customers 
connected to its backbone network: 

e - Accelerating the transition of GTE's backbone to its own network and away from 
dependence on MCI WorldCom; and 

e Making possible the rollout of new Internet products and services that will. in 
turn. stimulate the creation of vibrant new markets and the entry of new 
competitors. 

In addition. with large-business customer relationships across the country, the new 

company will be able to market national data offerings like frame relay, ATM and VPN services 

that GTE done currently lacks the national customer base to offer. 

Long distrrncc Fourth, the merger will increase competition in the general long distance 

market by speeding up GTE's deployment of a new national long distance network to compete 

with the Big Three facilities-based providers. Consauction of a national long distance network 

providing ubiquitous service to all markets. not just the top urban centers, requires large volumes 

of M i c  to achieve necessary economies. Today, there is a dearth of long distance networks that 



are truiy national in reach: With the MCI-WoridCom merger. there are only three fully national 

facilities-based carriers. Although GTE hopes to migrate Some of its long distance traffic Onto its 

own planned network. known as the "Global Network Infrastructure." GTE's customer base alone 

will not generate sufficient long distance traffic to deploy a full-fledged national network. The 

ability to market to Bell Atlantic's customer base will provide the scale necessary to allow the 

combined company more quickly to construct and operate a national long distance network to 

compete against the Big Three. 

Wireless and international. Finally, the merger will combine fully complementary 

wireless and international assets to enable the new company to offer a broader range of services 

more efficiently to more customers. 

The synergies created by the merger will provide the resources to fund many of the 

competitive initiatives described above. The new company will achieve significant cost savings 

through combined equipment procurement, joint software development and other cost synergies. 

The merger will also generate enhanced revenue opportunities through the deployment of new 

products and services. 

All in all, the combination of Be11 Atlantic and GTE promises to unleash a new 

generation of choices for consumers throughout the telecommunications arena and to fulfill the 

pro-competitive vision embodied in the Telecommunications Act of 1996. Far from raising 

competitive problems, the merger of Bell Atlantic and GTE will be an important affvmative step 

in transforming into reality the promise ,of vigorous competition in all relevant markets for 

telecommunications services. 
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I. THE MERGER IS STRONGLY PRO-COMPETITIVE 

The merger of Bell Atlantic and GTE will produce substantial pro-competitive and pro- 

consumer benefits in a host of telecommunications markets and no harm to competition in any 

relevant market. The merger, therefore. satisfies the Commission's repeatedly articulated 

standards. focusing on markets both as they are and as they are deveioping.' 

The merger of Bell Atlantic and GTE is a uniquely beneficial combination of 

complementary assets. GTE has more significant data capability and long-distance experience 

than any other such large LEC. including Bell Atlantic; it has a presence across the Nation 

(including in major metropolitan areas served by the other Bell companies) that Bell Atlantic 

lacks; and Bell Atlantic has a localized presence and vital customer relationships in the very 

areas of concentrated population in the Northeast that GTE lacks but needs. And the two 

companies' wireless and international propenies are broadly complementary as well. The 

contrast between Bell Atlantic and GTE makes their combination a distinctively powerful force 

for local-service and other forms of competition in the developing telecommunications 

marketplace. 

Combining these complementary strengths will resuit in improved service, better use of 

resources, and more competitive markets. While the Commission has called for a market-by- 

market analysis of merger applications, see. e.& AT&T-TCG 7 15, n.57, the precise boundaries 

of some telecommunications markets are not easily defined, in part because of rapidly changing 

' Bell Atlantic-NYNEX, 12 F.C.C.R. 19985, 77 7,31, 32,48, 157 (1997); WorldCom- 
-9 MCI CC Docket No. 97-2 I 1  (Sept. 14, 1998), T7 8-14; AT&T-TCG, CC Docket No. 98-24 
(July 23, 1998), 77 11-13; British Telecom-MCI, 12 F.C.C.R. 15351, 2-3,11,41-42 (1997) 
('BTNCI 11"). Given its "long history and broad experience in communications," Bell Atlantic 
also readily meets the "citizenship, financial. and technical qualifications to provide service 
consistent with the public convenience and necessity." Bell Atlantic-NYNEX 7 245. 



conditions. such as the increasing importance of bundled offerings of previously separate 

services. See, e.&, WorldCom-&IC1 a 22.11.60; Bell Atlantic-SmEX ? 39. Moreover. a 

number of the merger's benefits that result from the combined company's increased scale and its 

enhanced data and other capabilities plainly will reach across a range of present and emerging 

markets. Nonetheless. as the attached market-by-market analysis show.  in all conceivablv 

relevant markets, competition - and consumers - will benefit.' 

A. Local Services 

This merger promises what few other telecommunications providers have been able to 

offer: a broad-scale attack on the local markets of the other RBOCs across the country. The 

merger creates the real-world conditions necessary to succeed in such out-of-franchise entry that 

GTE already has demonstrated an interest in pursuing, and makes meaningful entry possible 

where the separate companies alone could not succeed.3 It  therefore presents one of the most 

effective vehicles for achieving the local-competition goals of the Telecommunications Act of 

1996. 

Indeed. based on the simpie economic logic of the GTE-Bell Atlantic combination. GTE's 

Chairman recently testified to Congress that the combined company plans to enter at least 2 1 

markets in SBC's region (Los Angeles. San Francisco. San Diego. Dalias. Houston. Austin. and 

~~ ~~ 

' An event study of the stock market reaction to the news of the merger shows that 
investors viewed the merger not as creating or maintaining market power but. to the contrary. as 
creating significant new competition to AT&T, MCI WotldCom Sprint. and SBCIAmeritech. 
- See Declaration of Thomas Hazlett. Such concrete marketplace reactions are powerfbl 
confirmation of the likely pro-competitive effects of the transaction. 

' See, e.& WorldCom-MCI 7 199 ("as a result of combining certain of the firms' 
complementary assets. the merged entity will be able to expand its operation and enter into new 
local markets more quickly than either party alone could absent the merger"); AT&T-TCG 77 2. 
11,34,48. 
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sm Antonio). Ameritech's region (Chicago. Cleveland. Cincinnati. Indianapolis. and Detroit). 

BellSouth's region (Miami. Orlando. Jacksonville. Raleigh. Nashville. Memphis. and Louisville). 

and US West's region (Seattle. Portland) within 18 months of closing. 

These plans build on GTE's demonstrated interest in entering the local markets of the 

other RBOCs. GTE. faced with an imperative to compete given its island-like service areas in 

the other Bells' seas. already has established a separate corporate unit to plan for entry into 

territory close to its own few urban franchise areas near Los Angeles. Dallas. Tampa, and Seattle. 

Carrying out this commitment, it has already developed some of the experience, know-how, and 

systems that are necessary (but not sufficient) for such entry. In so doing, however, GTE has run 

into significant obstacles: ( 1 )  substantial investments are needed in largely fixed-cost operational 

platforms (which become more economical with larger customer bases); (2) economical local 

entry requires truly proximate facilities (which can be more efftciently used and economically 

deployed with larger volumes of business); and (3) acquiring customers is difficult without a 

baie of anchor customers and without a robust national brand (both of which can be more 

economically obtained with a national presence creating scale and ties to multi-location 

businesses). &g Declaration of Jefiey Kissell. 

The combination of G E  and Bell Atlantic substantially solves these problems and makes 

it possible for the CLEC objectives GTE has already adopted to be effectively pursued: 

Bell Atlantic's business customers from the Northeast provide a legion of anchor 
customers - through those businesses' branch offices - in many cities across the 
Nation, including the few urban mas near cumnt  GTE service arcas and, in 
addition, cities currently passed by GTE's planned national long distance network, 
known as the Global Network Infrastructure or ''GNI." 

The combined company will be better able to attract even more customers 
because - with GTE's advanceddata expertise, long-distance experience and 
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nationai presence - it  will be able to offer the very kind of attractive bundle of 
services, and unified single-network I service. that the marketplace is demanding. 

e The merged company's greater scale spreads the fixed costs of platform 
investments. 

e The same greater scale makes possible the national advertising needed for 
economical development of a national brand. 

0 The merged company's greater scale also makes possible faster deployment of 
facilities - including upgrading or expanding existing facilities for wireiine 
service and the addition of touch-down points to GTE's planned long distance 
network in cities that otherwise simply would be passed without connection. The 
merger, therefore. will create a facilities presence in more areas, both those near 
current GTE service areas and those near the long distance network. 

e On the wireless side. the greater scale creates a more attractive wireless product 
across many regions of the Nation, a potentially attractive part of a bundle that 
includes local services. 

Collectively, these anchor customers, brand reputation, and facilities are the essential steps for 

broad-scale entry into local markets across the country. See Declarations of Jefiey Kissell and 

Debra Covey. 

The merger therefore makes possible the first real facilities-based effort to compete on a 

broad scale against the other RBOCs. This confirms the assessment by former FCC Chairman 

Reed Hundt that this merger not only "doesn't substantially change the competitive balance in the 

market" in a negative way but is, in fact. strongly pm-competitive: 

[qhe move would mean a triumvirate of telecom giants is likely to emerge, resulting in 
more competition. . . . [The AT&TTTCI, Bell Atlantic/GTE, and SBUAmeritech] 
mergers mean there arc thm entities large enough to enter local markets and compete 
head-on, [said Hundt). They're beefing up like sumo wrestlers to go after each other big 
time. 
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Sandberg & Lipin. "Bell Atlantic and GTE Agree on a Merger." Wall Street Journal, July 28. 

1998, p. A3. A1 1 (reponing and quoting statement by Reed Hundt). This merger is an essential 

step in bringing about such LEC to LEC competition. 

B. National and Global Markets for Full-Range Telecommunications Services 

Focusing on the broader picture, this merger will directly improve competition in the 

developing national and global markets for a full range of bundled telecommunications products 

and services by creating a strong new player to compete with the likes of 

MCI/Worldcom/h.iFS/UCT\let. .4T&TTTCI/Teleport. and SprinwDeutsche TelekomZrance 

Telecom. Indeed. a principal motivation for the merger is to enable the combined company to 

become a truly national provider of bundled services. 

Today, in the United States, Bell Atlantic is limited to the Northeast, while GTE is 

dispersed almost entirely outside that area. serving primarily suburban and rural customers and a 

few major urban centers. Together. in contrast. the two companies achieve a nationwide 

footprint that includes the urban areas and financial centers of the Northeast and key locations in 

or near the territory of every other RBOC. The combined company will have wireline local- 

service assets in 8 1 of the top 100 local telephone markets, as well as an expanded footprint on 

the wireless side. Internationally, moreover, the merger will combine complementary assets in 

Europe, Asia, Canada and Latin America. The national presence and global reach of the 

company, together with its rich resources in advanced data services, will add another competitor 

to the small number of firms able to meet the growing demand for "seamless" full-service 

offerings across far-flung distances. 

The Commission has several times recognized the increasing importance of the ability to 

offer a bundle of telecommunications services. See. e_g, Bell Atlantic-NYNEX 77 39, 52; SBC- 
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- PacTel 12 F.C.C.R. 2624 (i 48. n.94 (1997). I t  also has recognized the emergence of a "global 

seamless services" market. See BT-MCI I1 7: 56-57.' This market. the Commission has 

explained. is limited to "only a handful of major competitors world-wide." "[c)ompetition in 

these markets requires significant resources, which must extend throughout the world." 

77 9 1,  130. The Commission relied on the "pro-competitive effect" of this same global seamless 

market in approving British Telecom's initial investment in MCI. BT-MCI I,  9 F.C.C.R. 3960. 

7 5 1 ( 1994). and separately has explained that "global telecommunications markets have begun 

to shift from the traditional model to a more competitive market structure of multiple national 

carriers and intemational alliances." Policv Statement on International Accountine Rate Reform, 

1 1 F.C.C.R. 3 146.7 6 ( 1996). 

The emergence of these national and global markets where firms provide a full range of 

telecommunications services has been recognized by the small number of firms currently 

assembling the capabilities to be participants.' For example, MCI and WorldCom touted the pro- 

' In 1996, the Commission approved the investment of Deutsche Teiekom and France 
Telecom in Sprint on the basis of its conclusion that "[gJlobal seamless services is an emerging 
product market of worldwide geographic scope. . . . At present. the product dimension of this 
market consists of a combination of voice, daa video and other telecommunications services 
that are offered by a single source over an integrated international network of owned or leased 
facilities, and that have the same quality, characteristics, features and capabilities wherever they 
are provided. This end-toend service offers the advantage to customers of 'one-stop shopping' 
and single-source billing. The principal customers arc high-end users such as multinational 
corporations, but individuals and carriers may also be customers." Sorint Coru., 11 F.C.C.R. 
1850,y 84 (1996). 

' The definition of a market and the identification of who participates in the market both 
properly take account of the perceptions of the competitors themselves, because those 
perceptions largely determine what competitive threats influence firms' pricing and other 
decisions. See, 
Vertical Merger Guidelines $ 4.1 I ("perceived potential competition"); FTC v. Fmman 
HosDid! 69 F.3d 260,269-70 (8' Cir. 1995). 

1992 Horizontal Merger Guidelines $8 1.1 1 , 1.2 1 (market definition); 1984 
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competitive benefits of its "plan to become the first truly global end-to-end competitive carrier." 

WoridComMCI Joint Reply, CC Docket No. 97-21 1. at 5 5  (January 26. 1998).6 AT&T has 

recently defended its announced venture with British Telecom: "Through the venture. AT&T and 

BT aim to be the undisputed leader in the fast-growing global communications services market. 

The venture. together with partners around the world. will provide an outstanding range of global 

services far greater than either AT&T and BT could provide alone or with their current 

alliances."' SBC's chairman recently testified to Congress: 'Tonsumer demand is transforming 

the market for telecommunications services into a global marketplace. where ultimately there 

will be a limited number of integrated global companies competing with an increasing multitude 

of regional, national and local companies. SBC's strategy is to be one of those U.S. based global 

"MCI and WorldCom believe that the merger will yield significant benefits for the 
companies' customers and U.S. consumers generally. A driving force behind the merger of MCI 
and WorldCom is the desire to create the first truly global end-to-end competitive carrier. As a 
h l ly  integrated company, MCI WorldCom will offer a complete range of local. long distance. 
wireless, and international communications services. The merged company plans to move as 
aggressively as regulatory conditions permit to offer competitive choices to consumers on a 
global scale. By combining the expertise and resources of the two companies. MCI WorldCom 
will be a strong and efficient competitor to incumbent carriers world-wide." WorldCom/MCI 
Joint Reply at 5 5 .  

' AT&T, Global Venture Fact Sheet (1998) <http://www.att-bt- 
globalventure.com/newdfactshcet.htmi); "[Mlultinational companies are reaching out and going 
global and they want that reach to be immediate with the same support and the same services. . . . 
we're investing in our network, domestically; we're investing in the consumer business with the 
TCI and the broadband approach; and we're investing for global reach as well. And all those 
investments . . . have a common theme and that is that we're investing our own facilities and 
we're doing that so we can bring a consistent and universal service around the world." Interview 
with Michael Armstrong, AT&T CEO, Money line, CN", Transcript #98072700FN-L 10, July 
27, 1998; "If you want to be a successfui player in the global market, going it alone is not a 
serious option. . . . The size of the global opportunity has brought both BT and AT&T to a 
common conclusion that partnership is key - to spread the cost, to bring to bear complementary 
expertise and research and development, to make sure we can reach further and better than we 
can alone to meet our customers' needs." Speech by Sir Peter Bonfieid, CEO, British Telecom. 
(June 25, 1998) <http://www.att-bt-globalvennrre.codnewdp~sen~tiom.hml>. 



telecommunications companies . . , . ' I8  And. as eariy as 1994. Sprint told the Commission: "In 

today's international telecommunications environment. customers increasingly demand that their 

service provider be able to furnish seamless. end-to-end services on a worldwide basis. with 

consistent standards of quality and service functionaiity regardless of where the cail is originated 

or terminated."' 

The view of the market participants - both as to the increasing importance of the kind of 

scope and scale the present merger will create and the limited number of current firms able to 

meet the increasing demand - is confirmed by outside analysts. As one Wall Street 

telecommunications analyst recently explained: 

[Tlhe telecom world. . . will evolve to the point where there are six or so fully integrated 
players. They'll offer end-to-end connectivity lo serve business users. They'll all have 
assets in the top financial centers globally. They'll have long-haul optical fiber in 
important conidors like North America and Western Europe. In the Pacific Rim, they'll 
have strategic hubs in Tokyo, Hong Kong, Singapore and Sydney, and undersea fiber 
cable to connect the dots. so to speak. They'll also have an Internet backbone to provide 
sophisticated broadband data services to business customers. Such large-cap fully 
integrated players will create value on an ongoing basis. . . . [Olnly one of them exists 
today, and it's WorldCom. 

Jack Grubman, Salomon Smith Barney, quoted in "Barron's International Telecom Forum: Right 

Numbers: Our Experts Pick the Likely Winners in the Global Telecom Wars," Barron's, May 18, 

1998, at 35. 

* Testimony of Edward E. Whitacre, Jr., Chairman and CEO, SBC Communications, 
Inc., before the Antitrust, Business Rights, and Competition Subcommittee, Senate Judiciary 
Committee, May 19,1998. A central theme of SBC and Amentech's pending merger application 
is that they view the marketplace for large and medium businesses as ever more national and 
global in scope. 

' Sprint Petition for Declaratory Ruling Concerning Sections 3 10(b)(4) and (d) and the 
Public Interest Requirements of the Communications Act of 1934, as amended, at 17-1 8 (File 
NO. ISP-95-002. Oct. 14, 1994). 
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Neither Bell Atlantic nor GTE would alone be as strong a competitive force in these 

markets as the combined company. GTE has little presence in the major East Coast business 

centers and. more generally. a weak presence among large businesses. Bell Atlantic has virtually 

no presence outside the Northeast. The merger allows the combined company to capitalize on 

the new business-rich. high-density, geographically compiementary customer base. AS one 

analyst explained. "[clombining with GTE sharply enhances Bell Atlantic's product portfolio" - 

not just GTE's long-distance experience and assets but "GTE's internetworking capabilities and 

national data network." Nationsbanc Montgomery. Bell Atlantic. Inc., July 29, 1998. 

As already noted in discussing local service. the national coverage will allow the 

combined company to compete more effectively for the business of a host of firms that have 

offices both in Bell Atlantic's region and near to GTE's franchise areas across the rest of the 

country. For these and other customers, moreover, new and improved services and multi-product 

offerings will be made possible by the combination of advanced data capabilities, long-distance 

experience, and established business relationships. The additional scale of the merged company 

will allow for development of a national brand (by justieing national advertising), as well as 

faster and wider build-out of new national data and long distance networks (including by adding 

otherwise-unjustifiable touchdown points) and other facilities (such as data centers for speedier 

Internet access). 

. 

Declarations of Jeffrey Kissell, John Curran, and Debra Covey. 

Internationally, moreover, the two companies have a range of complementary, non- 

overlapping interests that will make the merged firm a stronger competitor in intemational 
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markets. See International &lap. attached as Exhibit 2." GTE's international interests are 

concentrated in the Americas. while Bell Atlantic's interests include a wireless venture in Mexico 

and otherwise are focused on Europe and Asia. These varying interests - tied together with the 

complementary assets of Bell Atlantic's fiber optic loop around the globe. or "FLAG." that 

extends from London to Japan and GTE Internetworking's overseas assets - provide a 

foundation for more efficient international sentices to compete with the global providers now 

being formed." 

~ l l  of these factors will be mutually reinforcing. This merger presents an even stronger 

version of what the Commission recognized in WorldCom-MCI as a pro-competitive benefit: 

the enhanced ability of the merging parties to sewe "multi-location customers over their 

networks," enabling "such customers to receive higher quality and more reliable services." 

WorldCorn-MCI 7 199. The present merger will create a truly national. reliable provider of an 

lo "On the international front. GTE is oriented towards the Americas: its operations 
stretch from British Columbia and Quebec in the north. to the Dominican Republic. Pueno Rico 
and Venezuela to the south. GTE also has major traffic termination agreements in the Pacific 
Rim." Shawn Burke. Bell Atlantic To Merce With GTE Com., PaineWebber Fixed Income. July 
29, 1998. Bell Atlantic's "portfolio of international communications properties is dominated by 
its wireless investments in Mexico, Italy, Greece, Slovakia and the Czech Republic. Its wireline 
telephone investments include properties in the UK, Thailand, Indonesia the Philippines. and a 
UK-Japan undersea fibre optic cable." Id. Moreover, the assets of FLAG and GTE 
Internetworking "creates a 'global and domestic network barter currency' that should make it 
possible for GTE and Bell Atlantic to negotiate for network capability where [their] networks 
presently do not extend." Nationsbanc Montgomery, Bell Atlantic. Inc., July 29, 1998. 

In U.S. markets for international message telephone services and intemational private 

Federal 

I '  

line services, the merger can only have positive effects as well. AT&T, MCI WorldCom. and 
Sprint dominate those markets. and GTE and Bell Atlantic have very small shares. 
Communications Commission, "Trends in the U.S. International Telecommunications Industry." 
Table 2 1 : Market Share Based on Net Revenue from international Services by Carrier (Aug. 
1998). The merged company will be a stronger competitor in the markets for USsriginating 
international long-distance traffic. 
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ever-increasing range of telecommunlcations services. adding much-needed choice to the 

burgeoning national and global hll-service markets. 

C. Advanced Data Services 

The merger also wiil have a profoundly pro-competitive effect on the critical markets for 

Intemet and advanced data services. most panicularly in the concentrated market for Internet 

backbone services, where it will strengthen GTE as a competitor of the three dominant backbone 

providers. WorldCom-MCI 1 148. 

The proceedings that examined the merger of WorldCom and MCI - in this Commission 

as well as before the US. and European antitrust authorities - have made clear that the market 

for Internet backbone services is already concentrated and today is dominated by the three largest 

players: MCI WorldCom. the successor to the MCI backbone (Cable and Wireiess), and Sprint. 

AT&T also is on the verge of joining this top rank of Intemet backbone providers. In contrast. 

GTE Internetworking (formerly BBN) currently is a distant fourth to the largest backbone 

providers and is largely dependent on capacity leased from other caniers (primarily MCI 

WorldCom). 

Because the value of each backbone's network increases as the number of customers on 

the network increases, unilateral growth of any one of the three largest backbones will push more 

and more customers to that network, creating a snowball effect. This possibility is enhanced by 

placing the MCI backbone in Cable and Wireless's hands: because that backbone is exceedingly 

hard to extricate tiom MCI's other operations, Cable and Wireless may be distinctly hobbled in 

its ability to compete with the other dominant backbones. Today, moreover, the major Internet 

backbones exchange traffic through peering arrangements, under which the major backbone 

providers do not charge one another to exchange traffic. But these arrangements only work 
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where the backbones handle rouehlv I .  comparable traffic volumes. If one of the backbones were 

to grow significantly larger than the others. its competitors would become dependent on the 

larger backbone. and it could refuse IO continue the existing peering arrangements. 

The threat posed by the existing concentration among the top tier of Internet backbones 

will be materially alleviated by strengthening GTE's backbone. This result will flow directly 

from its combination with Bell Atlantic and the ability to market to Bell Atlantic's urban. high- 

density, business-rich customer base by taking advantage of its marketing and distribution 

channels. This will enhance the volume of data and Internet traffic carried over the backbone. 

and the number of valuable Web sites and customers connected to the backbone, can be more 

readily increased. 

accelerate GTE's transition of its backbone onto its own facilities, and away from dependence on 

other competitors such as MCI WorldCom. 

Declaration of John Curran. By doing so, moreover, the merger will 

More broadly, the combination of Bell Atlantic and GTE will feed businesses and 

consumers hungry for an ever-expanding range of advanced data services. Bell Atlantic 

currently has limited experience and presence in Internet and data-services markets. GTE. 

through GTE Inttmenvorking (formerly BBN), is one of the leaders in developing and selling 

such services, but it lacks critical highdensity customer bases to deploy many such services as 

s w n  as they arc technologicaily available. The merger of the two companies will give each what 

it currently lacks done." 

I t  % Nationsbanc Montgomery, Bell Atlantic. Inc., July 29, 1998 ("GTE will give Bell 
Atlantic the applications and the national network to offer high bandwidth packet data-based 
applications and products. . . . GTE has one of the most sophisticated suites of offerings in the 
web hosting business.") 
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For example. amidst the 4.000-6.000 Internet service providers serving tens of millions of 

customers. Bell Atlantic and GTE today have very modest h" Service Provider offerings to 

consumers: GTE.net has 600.000 customers. whereas BellAtlantic.net has only about 160.000. 

Their role in the market is far too small for the merger to raise any competitive concerns. On the 

other hand. these businesses will immediately achieve important cost savings from the scale 

provided by a combination of customer bases. These businesses require a scale well above Bell 

Atlantic's and even GTE's customer base to successfully compete. And. even beyond such 

minimum scale. substantial efficiencies are gained by eliminating a raft of otherwise duplicative 

costs. including mail systems, news groups. hardware purchases. marketing, billing, customer 

assistance and the like. 

In addition, customers will see more rapid deployment of innovative services as a result 

of the combination of GTEs expertise and experience in the area with Bell Atlantic's customer 

base and well-established marketing and distribution channels. GTE's lack of an adequate high- 

density customer base in. for example, Boston, New York, Newark, Philadelphia, Wilmington. 

Baltimore. metropolitan Washington, DC, and Richmond has impaired its ability to roll out new 

services. Examples of alreadydeveloped services include: 

Cvber-ID, which allows a recipient of a call, when connected to an Internet Service 
Provider, to choose among responses to the call: to send a busy signal; to direct the call to 
voice mail or to a second line; or to answer using a voice-over-IP connection. 

Site Patrol, which allows customers to protect their Internet connections from hackers. 

Universal MessaPinq, which allows customers to have voice, fax, and e-mail messages all 
sent to a single computer-accessible mailbox. 

These services require significant capital investments to deploy that arc not justified without 

access to the kind of customer base that Bell Atlantic will supply; after the merger, the combined 
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company will  be in a position to roil these types of services out where they previousiv were not 

justified. The roll out of such new products and services will. in turn. create demand among 

consumers. causing new markets to develop. and new competitors will enter in response. 

The higher customer density also will permit the combined company to create more data 

centers to host Web sites that are located closer to customers: the result will be both faster and 

more efficient use of the Internet. The merger. by combining the new customer base with the 

GTE expertise. will make it possible to proliferate data centers. introduce beneficial new 

services. and speed and enrich user access to information over the Internet. The result is strongly 

pro-consumer and also pro-competitive. as competitors are spurred to speed their own 

innovations. Declaration of John C u m . ”  

E. Domestic Long Distance 

The merger will produce similar pro-competitive benefits in the domestic general long- 

distance market. & SBC-PacTel T[ 74 (recognizing that long-distance competition can be 

improved by a combination of two regional local exchange carriers). 

Today, there are only three facilities-based long distance networks that are truly national 

in reach: AT&T, MCI WorldCom, and Sprint. While some competing network providers are 

” Accordingiy, to the extent that the merger involves “vertical” integration of local- 
exchange inputs and downstream data services, the merger is poweh l ly  pro-comwtitive. Far 
from adversely affecting competition in the downstream data markets (see AT&T-TCG 7 42). 
the merger will improve competition and services in those markets. The Commission’s 
regulations protect information service providers’ access to local exchange basic services. and 
there is no evidence of downstream market abuses by Bell Atlantic or GTE on behalf of their 
information service provider affiliates. In particular. the Internet Service Provider affiliates of 
the two companies, far h m  achieving dominance because of the LEC affiliation, have played 
only a small role in the highly competitive ISP marketplace. The merger creates only benefits, 
not problems, insofar as it vertically integrates downstream data services with local exchange 
services. 
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entering the market. their focus is on serving the top urban centers rather than on deploying a 

nework providing ubiquitous service to all markets nationwide. Moreover. while GTE plans. 

over time. to migrate some of its long distance traffic onto its own planned long distance 

network. GTE's customer base alone will not generate sufficiently large volumes of long distance 

traffic to achieve the economies necessary to deploy a fully national long distance network. 

The current merger, however. will accelerate the new company's ability to construct and 

owrate a national long distance network to compete against the Big Three. Traffic volumes 

critically affect how quickly switches. electronics. and other facilities are added to expand both 

the geographic reach and the voice and data capacities of the network. Set Declaration of Debra 

Covey.lJ The increased traffic made possible by this merger will lead to the deployment of such 

facilities on a schedule. and in areas, not otherwise possible. Significantiy, one of the premises 

of the Commission's recent approval of the MCI WorldCom merger - between the number two 

and number four firms in the long-distance market - was the emergence of new facilities-based 

competitors. See WoridCom-MCI 77 36. 5 1. This merger helps to make that premise a reality 

and, more generally, enhances long-distance competition by spurring the development of a much 

needed fourth national network. 

Likewise, once the combined company is permitted to enter the long-distance market in 

Bell Atlantic's states, the entry will be faster and stronger by virtue of its having access to GTEs 

experience over the last several years in the business. It will also be more efficient, as many 

othenvise-redundant startup and operational costs can be avoided. The result will be a greater 

~ 

' I  Bell Atlantic hopes to have needed Section 271 approvals by the time this merger 
closes. If that process is not complete, applicants wiil request any necessary transitional relief 
from the Commission. 
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ability to offer lower prices or better senices as the merged firm fights the three main 

incumbents to attract Customers. Consumers will benefit directly. and the incumbent long- 

distance providers will have to innovate. lower prices. and otherwise improve service to stay 

competitive. 

F. Wireless 

The merger also is pro-competitive in wireless markets. where it will create a stronger 

and more efficient wireless competitor with substantially greater coverage in a market where 

national coverage is increasingly important. 

With relatively small exceptions, the wireiess service areas of the two companies are 

complementary. See Wireless Map. attached as Exhibit 3. Moreover. both companies use highly 

compatible CDMA technology. As a result, bringing the businesses together will create a much 

more geographically extensive wireless system to compete with the several other national or 

near-national systems like AT&T Wireless, Sprint PCS/Spectrum, NexTel, and 

SBClAmeritech.” 

I s  Historically, the Commission has defined, the relevant product market as one for 
“interconnected mobile phone service,“ and has considered the geographic markets as being 
“relatively locdized.” ADDiications of PacifCom Holdinns. inc. and C e n W  TeleDhone 
Enterurises. Inc., 13 F.C.C.R 8891,8906-8907 ( 1997). As the Commission itself has 
recognized, however, the rapid growth in available spectnrm in recent years has produced an 
increase in the spectrum that can be put to a host of competing uses. Moreover, the formation of 
national (or near national) competitors has led to the development of a market that is increasingly 
national, rather than local, in scope. Nonetheless, given the Commission’s historical focus. the 
local markets where the combined firm would hold an increased total of CMRS spectrum arc 
addressed in part I1 (B) below. 

Markets for air-to-ground service (where GTE participates, but Bell Atlantic does not) 
and for paging services (which are vigorously competitive, see Annual ReDort and Analvsis of 
Comwtitive Market Conditions With R e s w t  to Commercial Mobile Services, 12 Comm. Reg. 
(P&F) 623 (1998) (“Competition Report”)) are not discussed M e r  here. 
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The integrated larger network will make possible systemwide efficiencies (uniform 

engineering and management. common purchasing). and faster. more uniform. and more stable 

deployment of advanced technologies. Wider cailing scopes become cheaper and more reliable 
t 

as their dependency on roaming agreements with other providers diminishes. The Commission 

has recognized that such integration of wireless operations produces important public-interest 

benefits. See SBC-PacTel 4 72; Bell .Atlantic Mobile-NYNEX Mobile, 10 F.C.C.R. 12.368 7 48 

(1995); Corpus Chnsti Cellular Tel. Co., 3 F.C.C.R. 1889 (1988); see also Comoetition Reoon. 

These benefits are of particular competitive importance now that several wireless providers are 

national or almost national in scope and the wireless marketplace is becoming crowded with 

vigorous competitors. l 6  

G. Substantial Synergies Make The Pro-competitive Benefits Possibie 

The merger also will produce substantial synergies - in the form of both cost savings 

and enhanced revenue opportunities - that will free up the resources needed to produce the 

benefits described above. These are the same kinds of synergies that the Commission recently 

relied upon in approving the merger of MCI and WoridCom, concluding, for example. that the 

merger ”will allow them to service multi-location customers over their own networks, and that 

this will enable such customers to receive higher quality and more reliable services than each 

company is currently able to offer separately.” WorldCom-MCI 7 199.” 

l6  - See Shawn Young, BNGTE Deal Seen Creating Wireless Mammoth, Dow Jones 
News Service, July 28, 1998 (“The merged company . . . couid use its scale to cut costs, a 
potentially critical advantage in a crowded wireless market where prices are dropping so 
companies must stay lean to stay alive.”). 

I T  See alsQ WorldCornNCI Joint Reply at 12.3 1,33 (advancing such resource synergies 
to support merger). 
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Applicants have estimated - and the officers responsible for the various segments of the 

business will have to commit themselves and their compensation to achieving - substantia1 

synergies from this merger. The cost reductions - from eliminating duplicative staff and 

information and operation systems. reducing procurement costs. and more efficiently using long- 

distance capabilities - are estimated to reach $2 billion annually by the third year after closing. 

The revenue enhancements - from creating and more widely deploying innovative data and 

other services, improving the value and speeding the widespread deployment of long-distance 

offerings, and the spreading of best practices to more efficiently market existing services - are 

estimated to be an additional $2 billion in the third year after closing. Additional capital savings 

of $0.5 billion are estimated. Declaration of Doreen Toben. 

The merger also makes other benefits to consumers possible by spreading each company's 

best practices to the entire new merged company. Bell Atlantic's strengths will be spread to 

GTE's customers, and GTE's strengths will be spread to Bell Atlantic's. 

There are compelling reasons to rely on these prospective benefits: 

- First, the Commission itself has recognized that a merger of two large, noncompeting 

local exchange carriers can result in savings through elimination of duplicative operations in 

wide areas of the companies' business, such as managemenf customer billing and related 

services, and research and development. SBC-PacTel 7 76. Likewise, the Commission has 

recognized the benefits of combining largely complementary wireless operations, and 

acknowledged that "the efficiencies in management and uniform marketing, pricing and sales 

would be practicaily impossible without a merger.'' Bell Atlantic-NYNEX Mobile 7 46. 
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Second, independent analysts - with both money and reputations on the line - have 

confirmed the existence of opportunities to produce substantial savings and the reasonableness of 

the synergy levels that the companies have projected.'* 

- Third, the ability of the two companies to achieve such synergies is confinned by actual 

experience. For example, only one year after its formation, Bell Atlantic NYNEX Mobile had 

become the industry's low cost provider. and its performance has continued to improve since." 

Still more recently, the experience with the Bell Atlantic-NYNEX merger has reconfirmed that 

such savings are real: the very substantial cost savings estimated at the time of the transaction 

have been achieved since the companies have merged. Declaration of Doreen Toben. !O 

' *  - See Scheisel. MaDDinf? the Telecommunications Scene, N.Y. Times, Aug. 2, 1998, p. 
BU4 (interview with Michael Mahoney, manager of AIM Global Telecommunications fund: "the 
structure of the U.S. industry is somewhat inefficient. It's a lot like the banking industry, where 
for regulatory reasons. a historical accident, you end up with a number of organizations where a 
smaller number would be more efficient. . . . They're talking about $2 billion in cost synergies for 
Bell Atlantic and GTE, and that's pretty reasonable."); Nationsbanc Montgomery, Bell Atlantic, 
.Y Inc July 29, 1998 ("We estimate that revenue and cost synergies should ramp to $4 billion on an 
ann& basis by year three after the merger."); J.P. Morgan Securities Inc.. BEL and GTE Aeree 
To A Merger Of Eauals - Attractive Upside Potential & Limited Downside, July 29. 1998 
("With effective execution, the two companies should be able to generate the $2 billion of 
revenue and $2 billion of cost synergies identified by management."). 

'' $gg Application for Transfer of Control, Bell Atlantic-NYNEX, File No. NSD-L-96- 
10, Exhibit B at 3 (and authorities cited therein); Nationsbanc Montgomery, Bell Atlantic 
Comoration, July 23, 1998. ("Domestic Bell Atlantic Mobile (BAM) subscribers grew more 
than 17% over second quarter 1997 . . . . Revenue per customer declined 4.0% to $5 1.89 as cash 
expenses per customer declined an impressive 13.2% to $24.2. This is the lowest cash expense 
per customer ever reported by BAM. Acquisition cost per additional customer also fell sharply, 
by 17.1 %, reflecting the improving productivity of BAM's direct and indirect d e s  channels as 
well as lower handset costs."). 

'O - See also. ex.. Id. ("Merger cost synergies arc on schedule to release $450 million in 
1998 savings to Bell Atlantic that management can use h"miately to enhance earnings growth. 
or reinvest in growth initiatives that will result in strong benefits in future periods. We are 
codident that Bell Atlantic will have in excess of $750 million in 1999 synergies."); Joel 1. 
Klein, Making the Transition fiom Renulation to Comuetition, Jan. 2 1, 1998 ("the evidence 
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- Founh, other participants in the marketplace recognize these points as well. For example. 

WorldCom and MCI recently relied on comparable savings and synergies to support their 

merger. See WoridCom-MCI 77 194- 195. Indeed. those parties explained that the "combined 

company will achieve significant cost savings and efficiencies," and the "increased scale of 

activities in the combined company's operations will result in opportunities to reduce costs by 

avoiding expenditures on duplicative activities. greater purchasing power, and the adoption of 

best practices in cost containment." 

omitted). As a result. "[alpproval of the proposed transaction will enhance competition by 

increasing the resources. facilities. and personnel available to the combined company and [by] 

allowing it to take optimal advantage of operational synergies. cost savings, and complementary 

service offerings." Id. at 3 1 (internal quotes omitted). The same is true here. 

WorldComUCI Joint Reply at 12 (intemal quotes 

In sum, both a solid track record and intemal incentives stand behind the estimates of 

synergy benefits to be achieved through this merger, which are of a kind the Commission and 

competitors have recognized to be real. 

11. THE MERGER DOES NOT LESSEN COMPETITION 

The pro-consumer, pro-competition benefits of the merger are substantial. On the other 

hand, there are no substantial countervailing concerns about lessened competition. Any concerns 

about lost potential local-service competition arc insubstantial, both by themselves and weighed 

against the pnxompetitive benefits of the merger. And any wireiess overlaps that are not 

permitted by the Commission's rules will be eliminated. 

indicated that real efficiencies were likely to result fiom the merger - some of which have 
already been realized - and that, over time, those efficiencies would lead to better service in the 
affected areas"). 
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A. Local Services 

In Bell Atlantic-NYNEX, the Commission found that. without imposition of certain 

conditions. the merger raised a competitive concern in certain local-service markets. In the 

present case. as already expiained. the merger has powerful pro-competitive benefits for local- 

services competition. It  makes possible entry into other Bell companies' service areas: and even 

within current Bell Atlantic and GTE areas. the improvement of services is itself pro- 

competitive. Against the prospect of those pro-competitive benefits. there is no significant 

countervailing negative competitive concern." 

The basic fact is that the existing local service areas of the two companies do not overlap, 

and there is no actual local-service competition between Bell Atlantic and GTE. The merger, 

therefore, does not reduce competition that exists today, and the only issue is one of potential 

competition. That issue is itself limited to the Pennsylvania and Virginia areas where GTE has 

franchises in rural and suburban areas with (populations of about 600,000 in Pennsylvania and 

700,000 in Virginia) near Bell Atlantic franchises." But. for those areas, the merger does not 

2' While the Applicants include an analysis of the merger's impact on all relevant 
markets, they nevertheless preserve three contentions. First, under the Communications Act, the 
Commission's authority to review the merger's impact on local telecommunications markets is 
limited by the jurisdictional constraints of section 2(b) of the Act. 47 U.S.C. 5 152(b). Second. 
its authority to review a transfer of licenses or certificates is properly limited to assessing the 
interstate uses of those particular licenses or certificates, and does not extend to other aspects of 
the merger. Third, to the extent the Commission has authority to enforce section 7 of the Clayton 
Act With respect to htcrstate matters, paragraph 4 of that provision contains an express 
exemption where, as here, one common carrier extends its lines by acquiring another common 
carrier, as Iong as "there is no substantial competition between" the two carriers overall. 
Navaio Terminals. Inc.. v. United States, 620 F.2d 594,601 ((7th Ck. 1979). 

" The Commission has noted that local geographic markets may be analyzed separately 
when customers face different competitive choices and prospects. &g AT&T-TCG 7 2 1. As in 
Bell Atlantic-NYNEX, the only areas warranting separate discussion are those where Bell 
Atlantic and GTE have nearby service areas. In GTE's local-service territories outside the 
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present a cognizable problem of  lost potential competition because it does not deprive any local- 

service market of a substantial competitive force unavailable from other firms. &, gg., Bell 

Atlantic-NYNEX 917 138-139.'' 

Neither company is a "perceived" potential competitor of the other having a present 

impact on the incumbent's market behavior. See Declaration of Hugh Stallard: Declaration of 

Jeffrey Kissel. The issue. therefore, is only whether analysis under the "actual potential 

competition" doctrine identifies a meaningful anticompetitive effect from eliminating the 

possibility that either finn will enter the other's local-service territory. WorldCom-MCI & 

20 (noting that Commission's "analytical framework . . . reflects the values of, and builds upon. 

the 'actual potential competition' doctrine established in antitrust case law"). There is no such 

anticompetitive effect. 

This anaiysis must proceed with caution, for reasons that have placed the actual potential- 

competition doctrine at the outer reaches of competition law. The doctrine requires multiple 

predictions about what firms will enter. at what times, in what market segments, and at what 

Northeast - in, for example, Los Angeles. Dallas, Tampa, or the outskirts of Seattle - there IS 
no basis for any conclusion that Bell Atlantic, on its own, would be an entrant at all, let alone an 
economically significant one. There is likewise no colorable basis for suggesting that GTE 
might be an economically significant entrant into Bell Atlantic service areas distant from GTE 
tianchise arcas. 

If the market is not concentrated, no market harm occurs fiom loss of a mere potential 
entrant. In a concentrated market, the 1984 Vertical Merger Guidelines contemplate the 
possibility of market harm in two different situations: "perceived potential competition"; "actual 

non-perceived but actual] potential competition." $6  4.1 1 1.4.1 12. The former involves 
loss of a present competitive constraint, for it applies when the market incumbent is actuaily 
influenced in its c m n t  pricing and other decisions by the perception that the other firm is one of 
only a few potential entrants. The latter doctrine aims at projected loss of a future competitive 
improvement: it applies when, despite lack of perception by the market incumbent, the other firm 
is actualiy a likely future entrant that, because it is nearly unique, would play an othenvise- 
unavailable competitive role in the market. 
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scale; and if  the market participants do not "perceive" the potential competition. any regulatorv 

prediction of an economically significant effect must. by definition. be contrary to the 

assessments of the current market participants with money on the line. In light of the high degree 

of speculation and low degree of reliability involved (compared to the usual inquiry into 

competitive effects of eliminating existing competition). the Supreme Court has several times 

reserved the question of the doctrine's validity in antitrust law,'4 the doctrine has often been 

narrowed by insisting on actual company-adopted and funded plans for envy," and there appears 

to be no case in which the actual potential competition doctrine has been sustained as the basis 

for blocking a merger among "non-perceived" potential competitors.'6 Because the 

'' United States v. Marine Bancomoration, 4 18 U.S. 602, 639 ( 1974); United States v. 
Falstaff Brewine COID., 410 U S .  526,537-38 (1973); see also Tenneco. Inc. v. FTC, 689 F.2d 
346,352 (2d Cir. 1982). 

'' "[Ilt is essential to distinguish between the views and actions of those in the . . , 
organization who were charged with decision making responsibility, and those whose function it 
was to make preliminary studies and recommendations . . . .'I United States v. Perm-Olin Chem. 
&, 246 F. Supp. 917,919 (D. Del. 1965), affd, 389 U.S. 308 (1967); see United States v. 
Siemens, 621 F.2d 499,508 (2d Cir. 1980); In re R.R. Donnellev, 5 Trade Reg. Rep. (CCH) 
ll 23,876. at p. 23,663 (FTC 1995); In re B.A.T. Indus.. Ltd., 104 F.T.C. 852, 930 (1984) (relied 
on in SBC-PacTeln.45); cf. 1984 Merger Guidelines 6 4.133 n.28. 

26 Application of the doctrine has been rejected in case after case. & Tenneco, suora; 
Siemens, suora; Penn-Oh, SUDW FTC v. Atlantic Richfield Co., 549 F.2d 289 (4" Cir. 1977); 
Merantile Texas Com . v. Board of Governors, 638 F.2d 1255 (5* Cir. 1981); ABA Antitrust 
Section, Antitrust L aw Develouments 342-50 (4" ed. 1997). The doctrine was cited to support 
the FTC's blocking of a merger in Yamaha Motor Co. v. FTC, 657 F.2d 971 (8& Cir. 1981), ce~. 
denied, 456 U.S. 915 (1982), but the potential entrant was clearly a perceived potential 
competitor having present market impact. Id. at 975; see also In re Brunswick Com., 94 F.T.C. 
1 174, 1273-74 (1979); United States v. PhilliDs Petroleum Co., 367 F. Supp. 1226 (C.D. Cal. 
1973), affd. 418 U.S. 906 (1974). The FTC, for its par4 has regularly rejected application of the 
doctrine (m R.R. Donnellev, S U D ~  B.A.T. Indus., su~ra), and it is hard to fmd any modem 
contested case where the FTC has rested liability entirely on the doctrine (where, for example, 
the potential competitor was not a "perceived" threat having pmcn t  market impact), except 
where it was overturned in the courts. 
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Commission's approach is buiit on. though not strictly constrained by, this doctrine ( WoridCom- 

- MCI 7 20; Bell Atlantic-NYNEX 7: 138-129). its recognized difficulties supply strong reason to 

exercise skepticism before relying on the needed predictions to block an otherwise pro-consumer 

merger. 

The fundamental requirement for the doctrine's application (even before weighing 

offsetting benefits) is a well-grounded finding that one of the merging firms "in the near future" 

would, but for the merger, supply significant competition against the other that would not be 

forthcoming from other present or potential market participants. 

such finding can be made in this case - in sharp contrast to Bell Atlantic-NYNEX, the most 

recent order to analyze a merger between two large incumbent local exchange carriers. There, 

WorldCom-MCI 7 ZO.?' No 

the Commission narrowed its focus to the local-services mass market and emphasized three 

factors in assessing the likelihood of entry: the two companies had "a major center of population 

and telecommunications on their border" with physical facilities already present and able to serve 

customers; established relationships with telecommunications customers (both to build on and to 

protect against loss); and recognized brand name (including reputation for strong service) in the 

other's territory. Bell Atlantic-NYNEX MI 62,69, 132; see also SBC-PacTel T[ 24. And while 

the Commission recognized that the three most important entrants were the large long-distance 

carriers who already have customers, facilities, and reputation (Bell Atlantic-NYNEX 7 82), it 

nonetheless concluded that, because of the unique circumstances there, Bell Atlantic "would have 

been most likely to target mass market, not large business, customers" (id. 7 73). In the present 

case, by contrast, the threshold findings cannot be made. 

'' Such a distinctive role is the logical precondition to any finding of anticompetitive 
unilateral effects or coordinated action. 



1. GTE Entry Into Bell Atlantic's ,Markets 

There is no reason to think that GTE would be a significant entrant into Bell Atlantic's 

current local-service markets (whether for the mass market or for larger businesses. see 
WorldCom-MCI 1 164). even in Pennsylvania or Virginia. It has no special set of advantages 

over other CLECs such that its removal as a potential competitor - which it has no relevant 

plans to be - would reduce the overall competitive pressure on Bell Atlantic. In particular. it 

has no significant facilities (to use) or customer reiationships (to build on or to protect). and 

lacking a current substantial presence. i t  is unlikely to have a distinctively strong brand 

reputation. The long-distance carriers possess all three assets. A raft of CLECs targeting 

narrower classes of customers also have a strong head start. And unlike even a year ago, cable 

companies have now actually begun to offer vigorous high-speed data competition. In this 

developing marketplace, GTE cannot stand out. 

Even today, Bell Atlantic is already facing extensive competition in Pennsylvania and 

Virginia. In Pennsylvania, Bell Atlantic faces 5 1 certified CLECs (another 5 1 are pending). I t  

has 29 facilities-based interconnection agreements signed (1 3 approved) and another 46 resale 

agreements (1  1 approved). It has 76,000 resale lines in service, has sold 20,000 unbundled 

loops, furnished 2 1,000 ported numbers, provided 60,000 interconnection trunks to CLECs 

(nurning in one direction or the other), and competitors have in place an estimated 145,000 

facilities-based lines. Declaration of Daniel Whelm. 

In Virginia, Bell Atlantic faces 54 certified CLECs (12 more are pending) and has 30 

facilities-based interconnection agreements (22 approved) and 30 resale agreements (17 

approved) with CLECs. It has provided almost 1 1,OOO resale lines, has sold about 600 

unbundled loops, has provided about 4,000 ported numbers (generally indicating service by a 
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CLEC's own switch), has furnished more than 15,000 interconnection trunks to CLECs (in one 

direction or the other), and competitors have in place an estimated 4l.000 facilities-based lines. 

- See Declaration of Hugh Stallard. 

GTE has entered into essentially pro forma interconnection agreements with Bell Atlantic 

in Virginia and Pennsylvania - agreements whose content is simply borrowed from agreements 

negotiated by others. Unlike the many other CLECs that have actually entered these markets. 

however, GTE has taken no steps to compete. See Declaration of Jeffrey Kissell. It  is simply 

unreasonable to conjecture that GTE. even if it had relevant plans. would supply competitive 

pressure that Bell Atlantic otherwise would not face from AT&T, MCI WorldCom, Sprint, 

NEXTLMK, e.Spire. Winstar. RCN, Teligent, and the many other CLECs that have already 

entered. 

Not surprisingly, then, GTE has exceedingly limited "plans" for competitive entry into 

Bell Atlantic's local-service markets. Consumers have not been targeted. Small businesses have 

been targeted by GTE's CLEC affiliate in select areas near to the more urban parts of GTE's 

f r anche  areas in states served by other Bell companies, but not in Virginia and Pennsylvania. 

GTE's overall plans for service in Virginia and Pennsylvania outside its franchise area are limited 

. 

to following a small number of "strategic accounts" derived from its franchise areas, and even as 

to them, GTE plans only to offer frame relay service, not local telephone service. Moreover, 

GTE has no plans to sell local service to the small number of out-of-franchise longdistance 

customers it has in Virginia and Pennsylvania2* The overall economics of near-term CLEC 

entry in these anas, even by resale, are too unattractive. Declaration of Jeffny Kissell. In 

zs % Nationsbanc Montgomery, Bell Atlantic. Inq., July 29, 1998 ('Only 1% of GTE's 
long distance customers are domiciled in Bell Atlantic's territory.") 
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short. GTE's "plans" and likely role in Bell Atlantic's service areas in Virginia and Pennsylvania 

are, in the terms of any potential competition analysis. simply not significant. 

2. Bell Atlantic Entry Into GTE's LMarkets 

For a different mix of reasons. a conjectured economically important role for Bell 

Atlantic in GTE's predominantly rural or suburban and dispersed service territories is likewise 

uniikely, and Bell Atlantic has no relevant plans to undertake such a role. 

Indeed. the economics of entry into such areas have proven too unfavorable to expect 

substantial enuy on a large scale by any competitor in the near term. and this is ail the more tme 

in the case of Bell Atlantic, which is faced with other higher priorities and more attractive 

opportunities (such as providing long distance to its existing in-region customers). While some 

highly targeted entry to serve select business customers in the larger-business segment of these 

markets may occur, there is no reason to single out Bell Atlantic as important for that purpose; 

indeed, existing CLECs with fewer competing priorities are more likely competitors. The net 

result is that there is no local-service market segment in which Bell Atlantic, without useful on- 

site facilities or existing customer relationships, is likely to play an economically significant. 

otherwise-unavaiiable role. 

In the mass market (which was the focus of the Commission's concern in Bell Atlantic- 

NYNEX), the experience of the last several years has changed original expectations and taught 

the economic difficulty of mass market entry, particularly in less dense rural and suburban areas. 

Although Be11 Atlantic presumably has a recognizable brand, it lacks the most immediately 

important assets: acNal customer relationships (to protect and to build on) and existing on-site 

facilities, which the long-distance carriers already have. As a result, mass-market entry by Bell 

Atlantic into GTE's service areas is unattractive, especially relative to other o p p o d t i e s .  
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In the business market. which is in any  event very small in GTE's rural and suburban 

areas. an economically significant role for Bell Atlantic is likewise implausible. For business 

customers. new CLECs can as readily make the choice to sell services as can Bell Atlantic, 

perhaps more readily. given real-world freedom from obligations to serve all comers. 

AT&T-TCG 9 39 (for large business customers. mass-market reputation and brand name, and 

even scale for access to capital, "appear less essential for successful entry"); Bell Atlantic- 

NYNEX 7 53 (even medium-sized business "are targeted by specialized firms that do not 

necessarily seek to address the mass market"). At the same time. the substantially more vigorous 

competitive threat to urban areas faced by Bell Atlantic requires it to concentrate its resources on 

improving service and otherwise competing to hold onto its lower-cost, higher-revenue 

customers there." 

For those reasons, Bell Atlantic has shown exceedingly little interest in the past several 

years in any competitive activities in GTE's territory in Virginia or Pennsylvania: it has not even 

sought certification to provide local service, but has considered only selected "rifle shot" 

opportunities not requiring such certification." Several years ago, some Bell Atlantic managers 

?p &g Notice of Proposed Rulemaking, Price Cao Performance Review for Local 
Exchanne Carriers, 9 F.C.C.R. 1687,1706 ( 1994) ('Competition in local exchange access 
services is likely to develop unevenly. This in turn may encourage price cap LECs to direct 
repair, maintenance, introduction of new services and features, and other efforts toward 
downtown businesses and affluent residential customers."); Shawn Burke, Bell Atlantic Corn. To 
Meree With GTE Corp ., PaineWebber Fixed Income, July 29, 1998 (stressing Bell Atlantic's 
focus "on its basic backyard telephone and wireless units"). 

'' At Dulles international Airport, which is in GTE's service area, Bell Atlantic, which 
has a facility located nearby (at Horsepen Road), has pursued select opportunities (to sell to the 
airport authority that operates Duiles) that might be available without CLEC certification, such 
as a pay-telephone contract, limited SONET-based sevices, and a private Airport 
Communications System. In Virginia Beach, Virginia the service tmitories of Bell Atlantic and 
GTE adjoin. Bell Atlantic, while not making any plans, has discussed with Cox 
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took a rosy view of the prospects for entry into "independent" areas in Bell Atlantic's service 

territory, essentially as a resale adjunct to a statewide long-distance offering. Experience during 

the last two years has substantiaily altered that view. which never went beyond the paper- 

analysis stage. That prior view always assumed that a resold local service would be offered only 

if it was preceded by a successful long distance offering. But in close by out-of-region markets 

where Bell Atlantic has offered long distance since the Act was passed. such as North Carolina 

its long distance offering has been anything but successful. As a result. when Bell Atlantic is 

authorized to enter the long-distance market. it plans to .offer long-distance service statewide. but 

its overwhelming focus will be on selling to its existing customer base. Although Bell Atlantic 

may obtain long-distance customers in GTE's territories, there is no present expectation of 

making concerted efforts to seek such customers, and the theoretical possibility that the long- 

distance service might be bundled with a resold local service is not even attractive enough to be 

the subject of active study, let alone of adopted (or even drafted) plans. See Declaration of Hugh 

staliard.31 

In short, a prediction of losing an otherwise-unavailable role for Bell Atlantic could not 

soundly be based on "'probabilities' not 'ephemeral possibilities."' SBC Communications Inc. v. 

FCC. 56 F.3d 1484, 1494 (D.C. Cir. 1995) (affirming McCaw Order, 9 F.C.C.R. 5836 (1994)). 

The merger will therefore produce significant local competition benefits at no material cost. 

Commtinications the possibility of a partnership to use Cox's fiber facilities to serve the city 
government's several offices, some of which arc in Bell Atlantic's temtory and some in GTE's. 
!&g Declaration of Hugh Stallard. 

" In any event, as noted, even if such an offering were to materialize, it would not be a 
competitively significant force in the marketplace. Declaration of Hugh Stallard. 
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B. Wireiess 

While the wireless interests of Bell Atlantic and GTE are largely complementary, there 

are a small number of instances in which their interesrs overlap. In particular. Beil Atlantic and 

GTE have overlapping cellular properties in four markets: Greenville. South Carolina; El Paso, 

Texas; Anderson, South Carolina; and Las Cruces. New Mexico. Cnder the Commission’s 

current rules, 47 C.F.R. § 22.942. a single company is prohibited from owning interests in 

overlapping cellular properties. Accordingly, one of those properties in each market will be 

divested. In addition. GTE and Bell Atlantic hold attributable interests in overlapping broadband 

PCS and cellular spectrum in eight PCS MTA markets that. when combined, will exceed the 

Commission’s current spectrum cap (47 C.F.R. Q 20.6): Tampa Miami, New Orleans, Houston, 

San Antonio, Honolulu, Chicago, and Richmond. In these markets, Bell Atlantic and GTE will 

reduce their interests to comply with any spectrum caps in effett at the time of closing (through 

divestiture or disaggregation) or obtain a waiver.’* 

In several additional markets, the merged company will. by virtue of combinations of 

cellular and PCS licenses that are permitted under the current caps, have an increased total of 

wireless spectrum. That increase is not anticompetitive in light of the other participants in these 

vigorously competitive markets, which include at least one facilities-based cellular provider and 

several PCS providers who have been steadily bringing prices down, making full-bore 

’’ 47 C.F.R. 5 24.714; Geomuh  ic Partitioning and Smtrum Disanmenation bv 
Commercial Mobile Radio Services Licensee, 1 1 F.C.C.R. 21 83 1,21833-35 (1996). If that 
process is not complete by the time of the license transfer, applicants request that the transfer be 
approved subject to their coming into compliance with the spectrum caps within the time allowed 
under 47 C.F.R. 0 2 0 . q ~ ) .  The Commission has previously approved transfers subject to such 
conditions. 
6 F.C.C.R. 1003 (1991). 

Bell Atlantic Mobile-NYNEX Mobile, 10 F.C.C.R. 13368 ( I  995);  GTE-Contei, 
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competition incumbent on the merged c ~ m p a n y . ' ~  Indeed. the fact that the resulting spectrum 

levels are below the Commission's spectrum caps is enough to dismiss any competitive concerns. 

for those caps (which, if anything, are too low) have been set based on competitive and other 

policy considerations.'" 

CONCLUSION 

The merger of Bell Atlantic and GTE is powerfully pro-competitive. It creates a 

company that is uniquely positioned to add competition across virtually the whole range of 

current and emerging telecommunications markets - in local-service markets dominated by 

other RBOCs, in bundled-service markets, in Intemet and advanced-data markets, in long- 

distance and wireless markets. The Commission should find the merger in the public interest to 

speed the introduction of such competition, and should grant the requested transfers of control. 

~~~ 

A table listing severai of the competitors in each area where the interests of the 
combined company would exceed the existing spectrum caps, or where the merger would 
produce an increase in total wircless spectrum, is attached as Exhibit 4. The table includes only 
cellular, broadband PCS and ESMR and does not include the host of additional spectrum now 
available that the Commission itself has recognized can be put to competing uses. 

Amendment of Parts 20 and 24 of the Cmnmission Rules, 11 F.C.C.R. 7824, '1[ 95 
(1996) ("We adopted the 45 MHz CMRS spectrum cap . . . 'to discourage anti-competitive 
khavior  while at the Same time maintaining incentives for innovation and efficiency."'). 
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EXECUTIVE SUMMARY 

The proposed merger of Bell Atlantic and GTE will bring dramatic benefits to consumers. 

in the form of greater competition for local, advanced voice and data long distance, and Intemet 

services in markets throughout the nation. as well as bundled product offerings tailored to the 

demands of the modem telecommunications marketplace. These substantial benefits, moreover. 

would be unachieveable without the merger, as they flow from the particular combination of 

GTE’s facilities-based national network, Bell Atlantic’s base of large business customers. and 

the ability of the combined company to create a nationally recognized brand. 

The principal opponents of this procompetitive merger, not surprisingly, are those carriers 

that are already serving, or positioning themselves to serve, the emerging market for bundled 

telecommunications services. These opponents have failed to identify any basis for this 

Commission to conclude that the merger is not in the public interest. They have not even 

attempted to refute the most critical procompetitive gains created by the merger -- benefits in the 

national market for bundled services and in the markets for advanced data and Intemet services 

-- and their attempts to portray the merger as anticompetitive are tired and unavailing. Simply 

put, the Applicants have demonstrated that the merger will enhance competition, and the 

opponents have failed in their attempt to show otherwise. Accordingly, Bell Atlantic and GTE 

respectfully ask that the Commission grant the Applications. 
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The merger of Bell Atlantic and GTE is strongly in the public interest. because it hlll 

produce substantial procompetitive gains in nearly every major telecommunications market, will 

allow the merged company to introduce a wider range of Intemet and data services, and will spur 

broad-scale local competition in markets across the country. The GTE-Bell Atlantic merger will 

combine complementary capabilities to create a national facilities-based provider of the 

advanced services demanded by business customers, and will thus add a much-needed player to 

the concentrated national market for bundled telecommunications services. Moreover, the 

merger will bring broad, sustained, and effective competition to the local franchise territories of 

BellSouth, U S WEST, SBC, and Ameritech. 

The comments filed in opposition to the merger serve only to prove that the marriage of 

GTE and Bell Atlantic will produce these real procompetitive benefits. The most vociferous 

objections have come from competitors who stand the most to lose from GTE-Bell Atlantic's 

combined ability to offer a national bundle of advanced data, voice, and Intemet services -- the 

Big Three interexchange carriers AT&T, MCI WorldCom, and Sprint. Each of these three 

companies has itself merged its way to participation in the national market for bundled services, 

and is now attempting to fend off, for as long as possible, the full competitive potential of a 

united GTE-Bell Atlantic. 

But the Big Three's assertions that the merger might produce anticompetitive 

consequences ire 'mupportable. First, the merger will produce no loss of potential competition 

in GTE and Bell Atlantic's franchises. Neither GTE nor Bell Atlantic has plans to enter each 

other's markets, nor would they be among the most significant potential competitors if they did. 

Second, although the Big Three assert that the merger will enhance GTE and Bell Atlantic's 
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incentive to engage in anticompetitive conduct in downstream markets. these identical claims 

have been repeatedly rejected by the Commission.' Finally, despite the efforts of AT&T. Sprint. 

blCI WorldCom and others to relitigate every interconnection dispute they have had with GTE 

or Bell Atlantic. their grab bag of specific grievances is the subject of other ongoing proceedings 

and has no nexus with the merger. The merger of GTE and Bell Atlantic presents no risk to 

competition, and certainly none that can eclipse the nationwide procompetitive gains it will bring 

to consumers of local, data, long distance, and Intemet services, and is, therefore, decidedly in 

the public interest. 

1. THE MERGER WILL PRODUCE DRAMATIC PROCOMPETITIVE BENEFITS IN EVERY 
TELECOMMUNICATIONS MARKET. 

A. GTE-Bell Atlantic Will Be the First ILEC To Challenge the Big Three in the 
National Provision of Full-Service Telecommunications. 

One of the most significant procompetitive benefits of the GTE-Bell Atlantic merger -- 

the creation of a new, fourth player in the national market for facilities-based bundled 

telecommunications services -- is not seriously contested by the merger's opponents. This 

emerging market, which is currently controlled by the Big Three, is of critical importance to the 

fulfillment of the Telecommunications Act's competitive goals, including the development of 

broad local competition. 

' See In re Southem N& England Telecommunications Corp., CC Docket No. 98-25, at 7 37 
(Oct. 23, 1998) (hereafkrSBC/SNETOrder); In re Applicatiom of "EXCorporat ion and Bell 
Atlantic Corporation for Consent to Transfir Control, FCC 97-286, 12 F.C.C.R. 19985. at 

115-24 (Aug. 14, 1997) (hereafter Bell Atlantic/"WEYOrder); In re Applications of Paclfic 
Telesis Group and SBC Communications for Consent to Transfer Control, FCC 97-28. 12 
F.C.C.R. 2624, at 77 53-57 (Jan, 31, 1997) (hereafter SBC/PacTel Order). 
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There can be no dispute that the merger’s primary opponents, AT&T. Sprint. and ~ I C I  

WorldCom, are believers in the emerging national market for facilities-based bundled senices 

-- a market that includes Internet backbone and connectivity services, advanced voice and data 

services, long distance service, and local telephone service. Each one of the Big Three has 

announced acquisition after acquisition to fill voids in their facilities-based product offerings and 

grow the scale of their existing businesses. The most obvious example is the merger of MCI and 

WorldCom, which combined the second and fourth largest long distance providers and -- but for 

the actions of this Commission and other regulators -- would have combined the first and second 

largest Internet backbones. WorldCom itself built its Internet backbone business by acquiring 

UUNet, ANS, and CompuServe, and gave itself local capability by purchasing MFS, Brooks 

Fiber, and now MCIMetro. Now that these acquisitions have been consummated, MCI 

WorldCom has launched a national “On-Net” advertising campaign asserting that it alone is able 

to offer a filly-integrated bundle of Internet, data, and voice services over a “wholly owned‘ and 

seamless global network.”2 In MCI WorldCom’s own words, “Only one company has it,” and 

its opposition to the GTE-Bell Atlantic merger is a veiled attempt to keep it that way.’ 

MCI WoridCom two-page advertisement, Wall St. J., Nov. 5 ,  1998, at B18-19 (hereafter MCI 
WorldCom Advertisement); see also MCI WorldCom 12-page advertising supplement, Wall St. 
J., Oct. 1, 1998, at R6-7 (“With MCI WorldCom On-Net. you get one connection for everything. 
Instead of separate lines for local, long distance, intemational voice and data, there‘s only one 
network, one contract and one company to take full responsibility. Somewhere a choir ofangels 
is singind!]. . . . No handoffs to other carriers. One network. One contract. One company. 
Nothing could be simpler. Or more cost-efficient.”) (emphasis added). 

’ MCI WorldCom Advertisement, supra note 2. at B 18-1 9. 
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Likewise, AT&T -- perhaps the most notable supporter of a national facilities-based 

strategy -- has announced or consummated six acquisitions or joint ventures in the last few yew.  

After expanding its wireless footprint by acquiring McCaw, AT&T recently announced a second 

cellular acquisition, agreeing to purchase Vanguard Cellular. In 1998 alone, AT&T announced 

that it will acquire Teleport Communications Group -- a local service provider -- and Tele- 

communications, Inc., the second largest cable company in the United States and a direct 

gateway into one-third of the nation’s homes.‘ AT&T also recently formed a $10 billion joint 

venture with British Telecommunications, allowing it to expand its international capabilities, 

and, just this month, announced a $5 billion deal to purchase IBM Global Networks -- an 
Internet backbone provider. There is no dispute over why AT&T is pursuing this relentless 

acquisition strategy. As the New York Times recently reported: 

Shortly after he arrived at AT&T, the No. 1 long distance 
company, [AT&T’s Chairman C. Michael] Armstrong said the 
company needed to strengthen its strategies for breaking into the 
local communications market, for expanding its international 
presence and for beefing up its advanced data services, especially 
those based on Internet technologies. 

I.B.M.’s Intemet service, which is a major part of its data network, 
has more than a million individual users in 59 countries. More 
important, it has local ports into its network all over the world. 
ThL is a big plus in attracting the large corporate customers that 
are the grand prize for telecommunications c~mpanies .~ 

* . .  

See Rebecca Blumenstein & Stephanie N. Mehta, AT&TSays it Shouldn ‘t Have to Grant 
Internet Access Via Upgraded Cuble Lines, Wall St. J., Nov. 17, 1998, at B6 ( “ X I  and its 
various partners potentially give AT&T access to one-third of American homes.”). 

’ Seth Schiesel, AT&T Buying I.B.M. Network, N.Y. Times, Dec. 9, 1998, at C1 (emphasis 
added). 

4 



The Commission itself has recognized that there is an emerging market for ”_global 

seamless services,” that there is a “consumer benefit associated with bundling,“ and that 

competition in this market is limited to “only a handful of major competitors world-wide.“” 

Competition in this market is not keeping pace with the demand for bundled Internet. data, long 

distance, and local services.’ GTE market research establishes that 86 percent of large business 

customen are interested in purchasing multiple telecommunications services from one provider 

and 68 percent are interested in having a single supplier serve all of their offices, regardless of 

geographic location.8 This research is confirmed by numerous reports from independent analysts 

and industry  expert^,^ and by first-hand testimonials from large business customers.’O 

Bell Atlantic/”E;Y Order 7 1 12; In re Merger of MCI and British Telecommunications, 
GN Docket No. 96-245, 12 F.C.C.R. 15351, at 7 91 (Sept. 24, 1997); see also id. 7 56-57 
(“global~seamless services market, . . will prove to be one of growing importance over time”): 
In re Sprint Corporation, File No. ISP 95-002, 11  F.C.C.R. 1850, at 7 84 (Jan. 1, 1996). 

’ See Reply Declaration of Thomas W. Hazlett (attached as Appendix D) (explaining why a 
properly conducted event study of the stock market confirms that GTE-Bell Atlantic’s merger 
is viewed as increasing competition with the Big Three). 

See Joint Declaration of Jeffrey C. Kissell and Scott M. Zimmerman 7 5-6 (attached as 
Appendix B) (hereafter Kissell-Zimmerman Declaration). 

See Declaration of David J. Teece 77 13-18 (attached as Appendix A) (hereafter Teece 
Declaration); see also Business Branding & Bundling Telecommunications Services, S trategis 
Group (visited Dec. 18, 1998) <http://www.strategisgroup.coml press/pubs/bbz.html> (79 
percent of business telecommunications managers would prefer to receive a bundle of two or 
more services h m  a single provider). 

. -  
l o  See, e.g., Letter h m  Occidental Petroleum Corp. in Support of GTE-Bell Atlantic Merger 

at 1 (Nov. 18, 1998) (“This merger is a positive attempt to address telecommunication user needs 
and interest. As a user, it will satisfy my requirements for access to services on a regional. 
national, and global basis, It will provide the full bundle of telecommunications capabilities. 
These are the clear signals that I not only hear from my peers but that I strongly endorse.“); 
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Nevertheless, only a small percentage of business customers currently purchase a full bundle of 

telecommunications services from one provider.” The merger will allow GTE-Bell Atlantic to 

compete on equal footing with the Big Three in this critical emerging market by enhancing its 

capabilities in three key market segments: advanced voice and data services, Internet services, 

and long distance service. 

1. The Merger Will Allow GTE-Bell Atlantic To Deploy a Broad Range 
of Advanced Data Services and Bring These Services To New Markets 
Across the Country. 

The merger will allow GTE and Bell Atlantic to integrate their data traffic onto a unified 

national network, which will bring a number of substantial benefits to consumers. First, the 

merger will allow the combined company to expand into far more cities than either company is 

currently planning to reach. Both GTE and Bell Atlantic have projected the amount of traffic 

they can expect to generate by offering service in cities across the United States. GTE is 

currently planning to build points of presence (POPS) on its Global Network Infrastructure (or 

GNI -- GTE’s national network) in cities across the United States, but predictably, many cities 

fall below the M i c  volume cut-off required to justify the necessary investment. These traffic 

projections were reviewed by our expert economist, David Teece, who concluded that, when 

aggregated, the combined company’s projected traffic volumes would be large enough to justify 

Letter from Bear Stearns .& Co. in Support of GTE-Bell Atlantic Merger at 1 (Nov. 19, 1998) 
(“We believe that the merger will foster competition, thus providing Bear Stearns with product 
and service choices that were previously unavailable to us. We look to the new company to 
provide a blanket of services to cover our company instead of the patchwork solutions that we 
are forced to assemble today.”). 

‘ I  See Kissell-Zimmerman Declaration 7 5 .  
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bringing advanced voice and data services to at least 1 1 new markets that neither company alone 

could reach. If the new company were to add these markets to the GM -- 9 of which are outside 

of the Northeast -- that would create roughly a I 5  percent increase in the geographic coverage 

of GTE’s network.I2 

Second, by aggregating GTE and Bell Atlantic’s traffic onto a single network, the merger 

will lower the unit cost of providing advanced services by at least 10 percent, making the 

combined company’s offering more competitive than either company’s a10ne.I~ This unit cost 

reduction is only a fraction of the total GNI efficiencies that will be realized, because it only 

accounts for data traffic, and not Bell Atlantic’s large combined volume of long distance and 

Intemet Protocol traffic.14 

Finally, the merger will extend to Bell Atlantic customers the advantage of connecting 

to a national -- as opposed to a regional -- facilities-based network. This benefit is substantial 

because many large business customers will only purchase advanced services from suppliers that 

offer national facilities-based coverage. Indeed, facilities-based providers enjoy a number of 

advantages over resellers: 

Ability to provide afitll-range of services. Some services in high demand by large 
business customers -- and particularly by multi-locational Fortune 500 companies -- are 
not available for d e  on competitive terms. Virtual Private Network services (VPN), 

. -  

I 2  See Teece Declaration v47-48. 

l 3  See id. 7 49. 

l 4  See id. 
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€or example, are not available for resale on terms that can compete with the Big Three's 
retail offerings, I 

0 Broader geographic coverage. Even those services that are available for resale are not 
available in as many locations as can be reached by a facilities-based provider. For 
example, if Bell Atlantic wished to achieve national ATM reach. it would have to resell 
services from multiple wholesalers, increasing its costs for billing, back-office support 
and back-haul, and rendering its ATM offering uncompetitive. Because GTE is planning 
to place ATM switches in dozens of cities outside of the Northeast (and could place them 
in numerous additional cities if Bell Atlantic's traffic is added to the GNI), the merger 
will dramatically expand GTE-Bell Atlantic's ability to compete for out-of-franchise 
customers. l 6  

0 Lower unit cost. Facilities-based providers of advanced data services also enjoy a lower 
unit cost than resellers, stemming from their ability to aggregate larger amounts of traffic 
onto a single network and make network investment decisions driven by their own (as 
opposed to resellers' generic) marketing strategies." 

0 Abiliw to provide service guarantees. Resellers are handicapped in their ability to 
provide service guarantees to customers -- something that most large businesses will not 
do without, Facilities-based providers can provide these guarantees readily, because they 
have the ability to engineer and control their own networks and can therefore react 
quickly and directly if trouble occurs.'* 

These procompetitive benefits, none of which is contested by the merger's opponents, 

will be substantial. Because these services are designed, in significant measure, to link a 

customer's distant offices, large business customers want to purchase them from a company with 

a network that reaches as many markets as possible. By allowing GTE-Bell Atlantic to reach 

more markets than either could alone, the merger will make the combined company a more 

I s  See Second Declaration of Debra R. Covey fl5-6 (attached as Appendix C). 

l 6  See id. 7 7. 

" See id. 7 4. 

'* See id. 7 8 .  

. -  
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competitive provider of advanced data services to customers seeking to link a number of remote 

locations. This capability, in turn, will make GTE-Bel1 Atlantic a more powerful competitor in 

out-of-franchise local markets, because it will allow the new company to compete effectively 

for business customers with anchor offices or affiliates in out-of-franchise locations.’9 

2. The Merger Will Bring New Services To Internet Customers -- 
Including Internet Telephony - and Will Help Ensure That the 
Market for Internet Backbone Service Remains Competitive. 

As AT&T’s recent agreement to purchase IBM Global Networks demonstrates, Internet 

services are an integral element of the bundle demanded by both business and residential 

customers. GTE’s own market research indicates that, among businesses that spend $60,000 or 

more on telecommunications services per year, 43 percent want Intemet services to be provided 

as part of a product bundle.20 As these businesses get larger -- particularly among Fortune 500 

companies -- demand for Internet services approaches 100 percent.” By combining GTE‘s 

national high-speed facilities-based Intemet backbone network with Bell Atlantic’s customer 

relationships and marketing channels, the merger will enable GTE-Bell Atlantic to compete 

effectively against the Big Three in the markets for Intemet backbone, connectivity, and hosting 

services. 

Not one of the commenters disputes that the merger will allow GTE-Bell Atlantic to offer 

a broad range of Intemet services to customers in new markets across the United States, 

. -  

l 9  See id. fl9-10. 

*O See Kissell-Zimmerman Declaration 7 6 .  

2 1  See id. 7 7. 
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including CyberID, Site Patrol, and Universal Messaging -- all of which are directed at 

residential and small business customers.” Moreover, the merger will speed the introduction of  

Internet telephony as a competitive altemative to locai and long distance telephone services. 

GTE and Bell Atlantic have highly complementary Intemet telephony programs: GTE has 

developed much of the required technology, while Bell Atlantic owns a number of patents in the 

area that, when integrated with GTE’s system, will make the service more efficient. Bell 

Atlantic also has technology and expertise managing gateways between IP telephony and PSTN 

networks, and providing Intemet-based customer interfaces for operations support services -- 

capabilities GTE lacks. When these assets are combined with GTE’s national IP network, the 

combined company will be in a unique position to offer Intemet telephony as a competitive 

altemative to local and long distance service to business and residential customers across the 

country. 

The merger of GTE and Bell Atlantic will also help to guarantee that the market for 

Intemet backbone services remains competitive.u Because GTE Intemetworking (GTEI) is the 

smallest backbone provider in the top tier, it faces a risk of losing its competitive position - a 

result that would create anticompetitive levels of concentration in the backbone market. This 

risk is only exacerbated by AT&T’s proposed acquisition of IBM Global Network. Two of the 

three largest Intemet backbone networks are controlled by MCI WorldCom and Sprint. The only 

other player in thetop tier -- Cable & Wireless -- has yet to prove its competitive mettle; but if 

22 See Declaration of John T. Curran 1 4 (Oct. 2, 1998) (filed with original Application). 

” See id. 77 7-8. 
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the difference between the price it paid for intemetMCI ($1.8 billion for a 20 percent market 

share) and the price AT&T is offering to pay for IBM ( $ 5  billion for a 2 percent market share) 

is any guide, Cable & Wireless is unlikely to remain a significant competitive force for long.:4 

This leaves only GTEI -- which is significantly smaller than the three largest backbones -- as a 

bulwark against the Big Three’s successful acquisition of oligopolistic control over the market 

for Internet backbone service.2s 

3. The Merger Will Allow GTE-Bell Atlantic To Provide National 
Facilities-Based Long Distance Service More Quickly and Efficiently 
Than Either Could Alone. 

The GTE-Bell Atlantic merger will also have significant procompetitive benefits in the 

market for long distance service. Because GTE and Bell Atlantic will be able to consolidate 

their traffic onto one network, the merged company will be able to provide nationwide long 

distance service -- and all of the other advanced services provided over its national network -- 

at a lower unit cost.26 The merger will therefore make GTE-Bell Atlantic’s long distance service 

more competitive. 

24 The price that an acquiror pays for an Internet backbone is both a h c t i o n  of the value of 
the network’s customer base and the acquiror’s ability to maintain that backbone’s standing in 
the marketplace. (A company that has little use for an asset, no matter how valuable, will not 
be able to outbid a more efficient user of that asset.) Because Cable & Wireless was MCI‘s 
hand-picked SUCCeSSOt - selected in a back-room deal rather than a competitive bidding process 
-- and because their agreement was saddled with a number of conditions designed to weaken 
Cable & Wireless as an effective competitor, the low purchase-price paid for intemetMCI 
strongly suggests that Cable & Wireless was intended to be little more than a shell. 

*’ See Teece Declaration fl52-54. 

!‘ See id. 7 49. 
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None of these points is disputed by the Big Three. Instead. they assert that the market 

for long distance service is already competitive -- relying presumably on the Commission‘s 

decision to approve the MCI WorldCom merger -- and hence would not benefit from the 

addition of a new facilities-based competitor.” This assertion is false.:* In reaching its 

conclusion that the long distance market is on the road to competition, the Commission relied 

on the fact that new entrants, like GTE, were building national long distance networksz9 But 

GTE can fulfill its role as a check on the Big Three’s market power only if it can operate its 

network at an efficient unit cost -- something that it will have difficulty doing without 

concluding its merger with Bell Atlantic. Moreover, this response ignores the vital role that long 

distance service plays in the service bundle: 67 percent of large business customers want long 

distance service to be provided by the same carrier that supplies their other telecommunications 

services.30 Without an efficient, competitively priced long distance offering, GTE and Bell 

Atlantic risk being frozen out of the already concentrated national market for bundled services. 

*’ See, e.g., Petition to Deny of Sprint Communications Company L.P. at 67 (hereafter Sprint). 

2a See, e.g., Paul W. MacAvoy, The Failure of Antitrust and Regulation to Establish 
Competition in Long-Distance Telephone Service 182 ( 1996) (describing “pattern of current 
coordinated price-ktting behavior of the three large interexchange carriers”). 

29 See In re Application of WorldCom and MCI for Transfer of Control, CC Docket No. 97- 
2 1 1, at 7 42 & n. 1 19 (Sept. 14, 1998) (hereafter MCZ WorldCom Order). 

’O See Kissell-Zimmennan Declaration 6 .  
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4. Section 271 Is No Impediment To GTE-Bell Atlantic's Entry Into the 
Market for Bundled Services. 

The Big Three and other commenters claim that the GTE-Bell Atlantic merger should be 

blocked because Bell Atlantic has not explained how it will comply with the 1996 Act's section 

271 requirements, Tneir claims do not provide a basis for halting the transaction. 

As an initial matter, the Commission recently approved SBC's acquisition of SNET over 

similar objections. It did so based on those parties' commitment to take whatever steps were 

'needed to ensure that SBC complied with section 271 and related FCC orders3' Here, GTE and 

Bell Atlantic are equally committed to complying with all their legal obligations, including those 

that arise under section 271 with respect to the Bell Atlantic temtories. 

Moreover, contrary to the claims of the Big Three, Bell Atlantic has opened its local 

markets and is well on its way to obtaining section 271 relief. Its first application -- for New 

York -- will be filed with the FCC in the first quarter of 1999. That application will be unlike 

any filed previously. Beyond the fact that New York already is the most competitive local 

telephone market in the United States, the application will build on almost three years of 

extensive evidentiary proceedings at the state level that have resolved hundreds of issues raised 

by competitors. The application will include proof that each of the 14 checklist items not only 

is available, but actually is used by competitors, and that Bell Atlantic's operations support 

systems, and the interfaces to access them, can handle levels of demand in excess of current . -  

" See SBC/SNE T Order 7 3 7. 
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levels.32 This proof includes both actual commercial experience successfully processing several 

thousand orders per day, and wo thorough tests by independent third parties -- the most recent 

of which is being conducted under the supervision of the New York Commission and the 

Department of Justice. Moreover, the application will be based on a number of additional 

measures that Bell Atlantic agreed to in a pre-filing statement to the New York Commission33 -- 

measures that go well beyond the requirements of the 1996 Act and that the Chairman of the 

New York Commission and the Department of Justice have made clear will cause them to 

support the appl i~at ion.~~ As a result, even competing local carriers agree that Bell Atlantic is 

entitled to long distance relief in New York.’s 

32 See, e.g., Letter eom Randal S. Milch, Bell Atlantic, to John C. Cary, Secretary - New York 
Public Service Commission, and Accompanying Joint Affidavit Case 97-C-027 1 (Sept. 1 1, 
1998); Results of Competitive Analysis, Case 97-C-0271 (Jan. 15, 1997) (identifying all 14 
checklist items as being used by competitors). 

3 3  See Pre-Filing Statement of Bell Atlantic-New York, In re Draft Filing of Petition for 
InterLATA Entry pursuant to Section 271 of the Telecommunications Act of 1996, Case 97-C- 
027 1 (filed with New York Public Service Commission, Apr. 6, 1998). 

34 See New York Public Service Commission News Release, PSC Chairman Supports 
Conditions for Bell Atlantic’s Enhy Into Long Distance (April 6,  1998) (“[Ilf Bell Atlantic-New 
York meets all the steps outlined in its pre-filing . . . the local telecommunications market in 
New York will be l l l y  and irreversibly open to competition and I would recommend that Bell 
Atlantic be permitted to enter into the long distance market.,’); Letter from Joel I. Klein, U.S. 
Department of Justice, to John O’Mara, Chairman - New York Public Service Commission 
(April 6,1998) (“T]he Department of Justice has announced it will support applications under 
Section 271 based on a showing that the local telecommunications markets in a state are fully 
and irreversibly open to competition . . . . [IJt is our view that the Pre-Filing Statement filed by 
Bell Atlantic-New York, if fully and properly implemented, should support a conclusion that the 
New York local telephone market is ‘fully and irreversibly open to competition.’”). 

” See Pledging Allegiance to telco competition: Royce Holland, MFS’s former chief: in the 
telecom game again, Network World (Dec. 7 ,  1998) (Quoting Allegiance CEO Royce Holland: 
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In addition, Bell Atlantic will draw upon its New York experience to tile prompt 

applications in a number of additional states -- a process that already has begun. For example. 

Bell Atlantic already has submitted pre-filing statements patterned on the New York model in 

two additional states -- Pennsylvania and New Jersey -- and proceedings in those states currently 

are underway. 

Nor is there any question that Bell Atlantic has opened its local markets. The actions of 

competitors themselves are the best proof of this fact. Not only have competitors raised capital 

and invested in facilities in Bell Atlantic’s region -- or in the case of the long distance 

incumbents, invested billions to buy local competitors with a major presence in Bell Atlantic’s 

regiod6 -- but they already are in business and operating. In fact, competitors already have 

captured approximately 1.3 million lines in Bell Atlantic’s service areas, almost 800,000 of 

which are being served over the competitors’ own facilities. Another half million of these lines 

are being served through resale, and over 60,000 lines are being served over unbundled loops. 

In addition, the number of interconnection trunks has grown to approximately 470,000 and more 

than 650 collocation sites already have been completed. 

Consequently, Bell Atlantic reasonably expects to win long distance relief in the vast 

majority of its states prior to consummating its merger with GTE. It is possible, of course, that 

”If Bell Atlantic does everything it is promising the New York Public Service Commission it  
will do, then I expect Bell Atlantic will get approval by the first quarter next year to get into long 
distance.”). 

For example, AT&T acquired TCG for $1 1.3 billion and is paying $48 billion for TCI, while 
MCI WorldCom acquired MFS and Brooks Fiber for a combined $39.4 billion. 
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the multi-stage long distance approval process may still be underway in one or more states by 

the time the companies determine to close the merger. If  that tums out to be the case. Bell 

Atlantic may request limited interim relief from the Commission until it completes the long 

distance approval process in any remaining states. 

The Big Three assert that the Commission is categorically barred from providing any 

measure of temporary relief. But this claim is contradicted by the plain terms of the Act and by 

Commission precedent. The Commission’s authority to grant Bell Atlantic the limited relief it 

might require is expressly set forth in 47 U.S.C. 5 153(25), which defines a “LATA” as ”a 

contiguous geographic area. . . established or modified by a Bell operating company after [the 

Act’s date of enactment] and approved by the Commission.” Relying on this provision, the 

Commission has concluded that it does have authority to modify LATA boundaries and indeed, 

since passage of the 1996 Act, has “approved a significant number of LATA boundary 

modificati~ns.’’’~ 

The Commission could grant precisely the same kind of temporary relief here. For 

example, the long distance incumbents devote much of their attention to GTE’s Intemet 

backbone business, which they say is subject to section 271. Even assuming that is true, this is 

a perfect example of a market in which interim relief would be especially appropriate. An 

interim LATA boundary modification would ensure that the significant procompetitive benefits 

- 

’’ In re Deployment of Wireline Services Ofering Advanced Telecommunications Capability:. 
Notice of Proposed Rulemaking, CC Docket No. 98-147, at 190 (Aug. 7 ,  1998). 
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A 

that the merger promises for Intemet services will be realized while Bell Atlantic completes the 

section 27 1 approval process in one or more remaining states. 

There is nothing radical or new about this result. In administering the Modification of 

Final Judgment (MFJ), Judge Greene granted numerous requests to modify LATA boundaries 

-- allowing traditionally interLATA services to be provided over a wider geographic area 

-- when doing so would enhance competition or speed the development of new 

telecommkications ~ervices.~" That is precisely the result here. The merger of GTE and Bell 

Atlantic will bring a powerful new competitor to the markets for advanced voice and data, 

Intemet, and long distance services. It would be affirmatively harmful for competition to stymie 

GTE-Bell Atlantic's ability to provide these services once the Commission has determined that 

Bell Atlantic has opened its local markets to competition in other 271 proceedings. 

Nevertheless, the Big Three assert that 47 U.S.C. 5 160(d) is an absolute bar to granting 

such relief." Section 160(d) does not establish such a categorical rule; it only provides that the 

'" See, e.g., UnitedStutes v. Western Elec. Co., No. 82-0192 (D.D.C. Apr. 28, 1995) (wireless 
services); United States v. Western Elec. Co., 1986- 1 Trade Cas. 67,148 (paging services); 
United States v. Western Elec. Co., No. 82-0192 (D.D.C. Feb. 26, 1986) (paging services); 
United States v. Western Elec. Co., 1987-1 Trade Cas. (CCH) 67,452 (cellular services); United 
States v. Western Elec. Co., No. 82-0192 (D.D.C. Feb. 18, 1993) (cellular services); United 
States v. Westem Elec. Co., No. 82-0 192 (D.D.C. Sept. 20, 1994) (video and audio programming 
by satellite and other means); UnitedStutes v. Western Elec. Co., No. 82-0192 (D.D.C. Sept. 21. 
1993) (cable service); United States v. Western Elec. Co., No. 82-0192 (D.D.C. Oct. 24, 1994) 
(same); see &o United States v. Western Elec. Co., No. 82-0192 (D.D.C. Nov. 14, 1988); 
UnitedStutes v. Westem Elec. Co., No. 82-0192 (Feb. 15, 1991); United States v. Western Ekc .  
Co., No. 82-0192 (May 11, 1994); United Stures v. Western Elec. Co., 604 F. Supp. 256, 261 
(D.D.C. 1984). 

39 See, e.g., Petition of AT&T Corp. to Deny Application at 40-41 (hereafter AT&T); Sprint 
at 56-59. 

17 



Tommission may not forbear from applying the requirements of Section . . . 271 . , . until i t  

determines that those requirements have been fully implemented.” Bell Atlantic. in seeking a 

limited and temporary LATA boundary modification pursuant to clear statutory authority, would 

not be asking the Commission to “forbear” from applying 271. If the Commission were to grant 

a limited LATA boundary modification, Bell Atlantic would not be providing ”interLATA“ 

services, and thus no forbearance from section 271 would be necessary. 

B. The Merger Will Create an Effective National Provider of Local Telephone 
Service. 

By marrying a broad range of complementary capabilities, the merger of GTE and Bell 

Atlantic will create a strong local competitor able to enter out-of-franchise markets across the 

United States swifily and eflectively. Within 18 months of the merger’s approval, GTE and Bell 

Atlantic are seeking to provide on an economic basis a complete bundle of services -- including 

advanced data and voice, Internet, long distance, and local services -- to business customers in 

2 1 cities spanning the territories of every other RBOC. 

GTE-Bell Atlantic will likewise offer a bundle of services to residential customers in 

cities where it is economically feasible to do so. In the first instance, GTE and Bell Atlantic 

have identified four target cities for possible expansion into the consumer market as Bell Atlantic 

receives its 271 approvals: Chicago, Miami, San Francisco, and Los Angeles. These cities, 

which were selected becaw they share calling affinities with New York and other cities in the 

Northeast, will be the fmt wave in a broader roll-out of bundled services for consumers. Cities 

. -  
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that exchange significant amounts of traffic with GTE and Bell Atlantic‘s other major markets 

will quickly be added to this list as it becomes economically feasible to do so. 

The merger of GTE and Bell Atlantic will give the combined company four new assets 

or capabilities that will make it a more effective out-of-franchise competitor: 

1. Ability to provide afwll suite of facilities-bused services. As described above, the 

merger will allow GTE-Bell Atlantic to provide the complete bundle of facilities-based senices 

demanded by anchor large business customers in more locations, and at a lower cost, than either 

company could alone.@ 

2. Relationships with anchor customers. The merger will also allow the combined 

company to market this full bundle of services to Bell Atlantic’s large business customers in the 

Northeast that have offices or affiliates out-of-hchise. These customers have a great demand 

for bundled services, and want to purchase them from a provider that can offer facilities-based 

service to all of their remote locations. By bringing together Bell Atlantic’s customer 

relationships and GTE’s network capabilities, the merger will make it much more economical 

Throughout their submissions, AT&T, Sprint, and MCI WorldCom attempt to conflate the 
GTE-Bell Atlantic merger and the SBC-Ameritech merger and assext that the two mergers will 
have an identically deleterious impact on the public interest. See, e.g., Comments of MCI 
WorldCom, Inc. at iii (hereafter MCI WorldCom). But the analogy between the two mergers 
is not apt. While the SBC-Ameritech merger would join two adjacent regional companies 
offering similar services, the GTE-Bell Atlantic merger is a marriage of GTE’s national 
facilities-based Intemet, data, and long distance network with Bell Atlantic’s customer base. In 
short, the SBC-Ameritech merger combines two like firms; the GTE-Bell Atlantic merger 
combines two companies with dramatically different, yet highly complementary capabilities. 
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for the new company to provide local service to those customers in the Z 1 out-of-franchise cities 

identified by GTE’s Chairman. 

Bell Atlantic serves the headquarters of 175 of the Fortune 500 companies; GTE‘s ILEC 

franchise covers only 20.41 Nevertheless, the merger’s opponents contend that both GTE and 

Bell Atlantic could acquire the necessary number of anchor customers to reach most or all of the 

merged company’s 21 target cities. In particular, the Big Three assert that, because “[llarge 

business customers are sophisticated, . . . there is no reason to believe that GTE would have a 

competitive handicap in pursuing large businesses outside GTE’s in-region service area.”4* 

Likewise, they assert that Bell Atlantic could follow its customers out-of-franchise on its own, 

and that none of the deficiencies in its suite of services, “separately or in combination, has the 

effect of precluding Bell Atlantic from pursuing its ‘anchor customers’ out-of-region without 

GTE .’’43 

These assertions entirely ignore the substantial competitive disadvantage GTE and Bell 

Atlantic suffer without the ability to offer a full menu of facilities-based services throughout the 

country. GTE cannot target large business customers in Bell Atlantic’s temtory successfully 

because it lacks the ability to provide facilities-based local service to customers in the 

See Kissell-Zimmerman Declaration 7 15. 

42 Sprint at 63-64; see also, e.g., Declaration of Stanley M. Besen, Padmanabhan Srinagesh and 
John R. Woodbury at 36 (hereafter Besen-Srinagesh-Woodbury Declaration). 

‘’ Sprint at 65; see also, e.g., Declaration of Kenneth C. Baseman and A. Daniel Kelley 9 62 
(hereafter Baseman-Kelley Declaration) (“Bell Atlantic, which under this theory is providing the 
important increments in M i c ,  would have had incentives for out-of-region entry even without 
the GTE merger.”). 
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Northeast.u Likewise, without the ability to provide facilities-based Intemet and advanced data 

services outside of its region, Bell Atlantic cannot compete effectively in the market for multi- 

locational customers. 

The Big Thee’s claim that both GTE and Bell Atlantic could go it alone is also belied 

by an examination of the large business market in each of the 21 target cities. As detailed in the 

Kissell-Zimmerman and Teece Declaration~,~’ GTE has prepared an illustrative analysis of the 

economics of entry into two of the markets that GTE Chairman Charles Lee identified to 

Congress: one in which the combined company will have some facilities and existing brand 

recognition; and another, in which the merged company will have neither facilities nor brand 

recognition. The results of GTE’s analysis were overwhelming: Entries that were profitable for 

neither company alone were profitable for the merged company. Under one studied scenario, 

facilities-based entry in a medium-sized market employing an existing wireless switch was 

* Indeed, GTE’s current out-of-franchise local exchange plans do not include the Northeast 
and, otherwise, are exceedingly limited. To date, GTE has only marketed local service to small 
business customers on a resale basis -- not to consumers or large businesses -- in eight near- 
franchise markets. In 1999, GTE is planning to provide out-of-franchise service in only one 
additional city. See Kissell-Zimmennan Declaration 7 13. Nevertheless, the Big Three point 
to hortatory statements in GTE’s annual report, and made by GTE executives, to support their 
argument that GTE can mount a national out-of-hchise attack. See AT&T at 45; MCI 
WorldCom at 17-18. These statements do not bear the weight the Big Three try to lay upon 
them. For example, the Big Three tout GTE’s statement that it will provide service “without 
regard to franchise boundaries,” AT&T at 45 -- but that statement says nothing about the scope, 
depth or p e . o f  GTE’s out-of-franchise offering. Likewise, the Big Three’s invocation of 
GTE’s statement that it “can go it alone and win” -- a statement that was refemng only to 
“GTE’s ability to succeed in the competitive marketplace” -- says nothing about whether the 
merged company would be a more eflecrive out-of-franchise competitor. Id. 

See Teece Declaration fl41-43; Kissell-Zimmerman Declaration 17 16- 19. 
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profitable for the combined company after 4.6 years. but was not for either company alone." 

Moreover, the merger will allow GTE and Bell Atlantic to recover their initial investment. and 

earn a positive r e m ,  in a very short time frame." Thus. in a second studied scenario, a 

facilities-based entry into a large market relying on the placement of a new switch turned 

profitable after only three years, whereas the analysis showed that neither company alone would 

be profitable within any reasonable planning horizon. 

Because all of the other cities on GTE's target list fit one of the two profiles matching 

the studied entry cities, these examples show the benefits of the merger for the combined 

company's out-of-region entry plans. Moreover, this analysis comports with the Big Three's 

own statements before the Commission. As MCI WorldCom stated in its effort to secure 

approval for its own merger: 

For meaningful, facilities-based competition to develop, what is 
required is not more competitors, but sponger competitors. The 
merger will create a more forceful local competitor by combining 
two companies with complementary advantages. MCI has a broad- 
based marketing experience, and an expansive residential and large 
business base. WorldCom has a diverse business base and the 
local networks of MFS Communications, Inc. and Brooks Fiber 
Properties, Inc. Because the merged company can expand and 
accelerate the reach of its local facilities and draw on the existing 
customer base of the two companies, it will be far better able to 
compete in more locations than would either entity standing 
doneP 

.16 SeeidB17.  - 

" See Kissell-Zimmerman Declaration 7 18. 

'* Second Joint Reply of WorldCom, Inc. and MCI Communications Corporation, CC Docket 
97-2 1 1, at v (March 20, 1998). 
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3. Broader deployment of GTE 's bundled service operations support systems. The 

merger will allow GTE-Bell Atlantic to take advantage of GTE's experience in developing its 

bundled service platform. GTE has spent two years building and operating this platform -- 

experience that should prove valuable in supporting GTE-Bell Atlantic's out-of-franchise 

strategyeJ9 

4. Creation of a new national brand. Finally, the merger will allow GTE-Bell 

,Atlantic to create a national brand at a much lower cost then either company could alone. 

Neither GTE nor Bell Atlantic has significant levels of brand recognition out-of-franchise. GTE, 

for example, has only 26 percent unaided brand recognition among consumers out-of-franchise 

and only 29 percent recognition among business executives out-of-franchise.'" Yet, neither 

company alone can expect to generate enough r e m  on its advertising investment to justify the 

creation of a national brand, because neither has the national presence required to serve a 

national customer base.s' The combined company, on the other hand, will be able to develop 

a national brand more cheaply than either could alone by building on GTE and Bell Atlantic's 

complementary in-region brand strengths and capitalizing on enhanced marketing and 

advertising efficiencies.J2 This efficiency is substantial and, when coupled with the fact that 

~ 

'' See Kissell-Zimmerman Declaration 7 20. 

5o See id 7 24. - 

" For this reason, the Big Three's assertion that GTE and Bell Atlantic have the resources to 
build a national brand misses the mark. See, e.g., Sprint at 2 1. 

'* See Kissell-Zimmerman Declaration 77 27-29. 
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GTE-Bell Atlantic will be able to earn a much greater return on its out-of-franchise advertising 

dollars, will make the combined company a far more powerful out-of-franchise competitor.’j 

The Big Three -- who have themselves invested hundreds of millions of dollars to build 

their own national brands -- attempt to minimize this benefit by making a number of arguments 

that are contrary to fact and flatly inconsistent with their own behavior. First, the Big Three 

argue that “the Commission should not put much faith in the claims of large ‘global’ . . , 

companies that they do not have strong brands. Both GTE and Bell Atlantic have strong 

This argument is contradicted by GTE’s own marketing studies, identified above, 

Second, the Big Three argue that GTE and Bell Atlantic’s “brand is certainly well known 

by the large ‘anchor’ tenants they claim they need to This assertion -- which is 

inconsistent with the marketing data identified above -- ignores the critical distinction between 

knowing a brand name, and knowing what that name represents. Neither GTE nor Bell Atlantic 

is known by large business customers as a national provider of a full bundle of 

telecommunications services. Without this kind of brand image, GTE-Bell Atlantic will be 

unable to convince anchor customers that it is able to serve all of their needs without regard to 

geographic boundaries. Large business customers will not commit to switch all of their services 

53 See Teece Declaration f13 1-37. 

54 AT&T at 5 1-52. 

s 5  Id. at 52. 
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to GTE-Bell Atlantic without being convinced of this fact. and for large businesses as bell as 

any other customers, brand recognition is a critical part of creating this impression.s6 

It is thus quite clear that the merger of GTE and Bell Atlantic will facilitate a more rapid 

out-of-franchise expansion and will allow the combined company to offer a broader range of 

services to out-of-franchise customers. The merger’s opponents repeatedly point to GTE and 

Bell Atlantic’s size as strong evidence that both companies could compete out-of-franchise on 

their own. MCI WorldCom asserts, in a characteristic accusation, that “CLECs, which are much 

smaller in revenue and profits, have invested substantial sums in order to attempt to enter the 

local exchange market that companies like GTE and Bell Atlantic are preventing them from 

entering.”57 But these accusations misconceive the requirements €or broad and effective 

competitive entry into the territory of every other RE3OC within 18 months. GTE and Bell 

Atlantic’do not dispute that alone -- like many other successful CLECs -- each company would 

have the capabilities to enter a small number of new markets. 

It is simply not relevant to the Commission’s inquiry whether, given the size of the two 

companies’ market capitalization or annual revenues, GTE and Bell Atlantic could purchase or 

build independently the capabilities each would need to compete on a national basis. Filling out 

GTE and Beli Atlantic’s portfolios in this way would take years, and would bring out-of- 

franchise entry in a trickle rather than a torrent. By entering rapidly into as many as seven cities 

36 See Teece Declaration 1 3 1; Kissell-Zimmerman Declaration 7 23. 

’’ MCI WorldCom at 14. 
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per RBOC. the GTE-Bell Atlantic merger will spark competition throughout the territories of 

BellSouth. U S WEST, SBC, and Ameritech. 

C. 

Three years after the merger’s close, GTE and Bell Atlantic estimate that the combined 

company will achieve $2 billion in annual revenue synergies, $2 billion in annual cost synergies. 

and $0.5 billion in annual capital synergies. Additional detail supporting these synergy estimates 

is provided in the Reply Declaration of Doreen Toben, attached as Appendix E. 

Merger Synergies and Sharing of Best Practices. 

The Big Three argue that GTE and Bell Atlantic’s synergy estimates “are not sufficient 

to demonstrate either the magnitude of any gains attained subsequent to the merger or that the 

gains [alre merger related.”56 But efficiency claims need only be concrete and nonspeculative, 

and are sufficient if verifiable by “reasonable means.”59 As MCI WorldCom asserted in support 

of its own merger -- and contrary to the Big Three’s self-serving statements here -- efficiencies 

need not 

be individually quantifiable and audited. It would be unreasonable 
for Applicants to be held to this unreasonable standard: the 
efficiencies that will result from the merger are based on 

’* Besen, Srinagesh & Woodbury Declaration 7 50; see also, e.g., Sprint at 81 (“[nlo support” 
for synergies “is provided, and thus the applicants have not satisfied their burden of proof ’). The 
Big Three assert, for example, that public interest gains stemming from the sharing of best 
practices “could occur without a merger” by “contractually exchanging best practice 
technology.” Id at 83-84. But the merger alone allows GTE and Bell Atlantic’s best practices 
to be diffUsecL Because there is no way for firms operating at arms-length to see into one 
another’s operations with any clarity, contractual arrangements for sharing best practices cannot 
be as effective as full integration. Only by placing GTE and Bell Atlantic under unified 
management can the companies’ best practices be shared fully. 

s9 Bell Atlantic/iWVEX Order 7 1 5 8. 
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reasonable projections . . . . Obviously. future synergies are based 
on reasonable projections, and are necessarily subject to some 
uncertainty. WorldCom has traveled this road before and it has 
established a record of fulfilling, if not exceeding, the estimated 
synergies related to its acquisitions. It is particularly significant 
that, in estimating these projected savings, WorldCom relied on its 
substantial experience in acquiring other telecommunications 
carriers.60 

In approving the MCI WorldCom merger, the Commission relied on proposed synergies 

and procompetitive benefits indistinguishable from those here to “conclude that Applicants have 

made a sufficient showing here of potential benefits to find that, on balance, the merger is in the 

public interest, convenience, and necessity.”6’ Indeed, the Commission approved the MCI 

WorldCom merger primarily because, 

as a result of combining certain of the fim’ complementary 
assets, the merged entity will be able to expand its operations and 
enter into new local markets more quickly than either party alone 
could absent the merger. For example, the Applicants claim that 
MCI Metro and Brooks Fiber will accelerate local city network 
deployment in secondary markets by 1-2 years. The 
complementary assets of the merged entity include MCI’s national 
brand name, marketing experience and broad residential base, and 
WorldCom’s extensive local exchange facilities, small and 
medium business customer base and foreign networks. We also 
find persuasive Applicants’ assertions that the merger will allow 
them to service multi-location customers over their own networks, 
and that this will enable such customers to receive higher quality 
and more reliable services than each company is currently able to 
offer separately.62 

Joint Reply otWorldCom, Inc. and MCI Communications Corporation, CC Docket No. 97- 
2 1 1, at 99- 100 (Jan. 26, 1998) 

6‘ MCI WorldCom Order 7 197. 

b2 Id. 7 199. 
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The merger of GTE and Bell Atlantic will achieve precisely the same procompetitive benefits -_  

from accelerating entry into all RBOC local markets within 18 months, to combining 

complementary brand assets and customer bases, to creating a new competitor able to provide 

a complete bundle of “higher quality and more reliable services” to “multi-location customers.“ 

The $4.5 billion in annual merger synergies identified by GTE and Bell Atlantic will help to 

finance all of these procompetitive ventures, and offer a compelling reason to approve the 

requested license transfer. 

n. THE MERGER WILL NOT PRODUCE ANTICOMPETITIVE EFFECTS. 

Beyond attempting to cast doubt on the numerous procompetitive benefits the merger 

promises to generate, the Big Three and other opponents seek to convince the Commission that 

the merger will give rise to a host of anticompetitive consequences. Broadly speaking, these 

anticompetitive arguments fall into two categories. First, the Big Three raise horizontal 

concerns about the impact of the merger: They contend that the merger will reduce competition 

in the market for local service by removing a potential competitor in certain by 

increasing the supposed incentives of GTE and Bell Atlantic to engage in anticompetitive 

behavior,64 and by curtailing the ability of the Commission and other regulators to detect such 

behavior.6’ Second, the Big Three posit a variety of vertical concerns -- Le., concerns that the 

See, e.g., AT&T at 22-30; MCI WorldCom at 21-25; Sprint at 11-25. 

64 See, e.g., AT&T at 12-14, 19-20; MCI WorldCom at 30-32; Sprint at 27-31. 

6s See, e.g., AT&T at 20-22; MCI WorldCom at 32-37; Sprint at 40-55. 
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merged company will exploit its strength in the market for local service to attain unfair 

advantage in the markets for interLATA& and Intemet se~vices.~’ 

These arguments are undoubtedly familiar to the Commission, because they differ little 

from those that have been raised in opposition to prior transfer applications, including 

SBCRacTel, Bell AtlanticNYNEX, SBCISNET and, most recently, SBC/Ameritech.68 The 

Commission has declined to block mergers on the strength of these arguments in the past. and 

the Big Three offer no persuasive reason to view the arguments any more favorably this time 

around. Under the Commission’s well-settled standards, in order for a merger to be blocked on 

the ground that it will have anticompetitive effects, it must be shown that any incremental effect 

the merger would assertedly have on the Applicants’ incentive and ability to engage in 

anticompetitive behavior is so severe as to outweigh the benefits to consumers that will flow 

66 See, e.g., AT&T at 30-33; MCI WorldCom at 37-39; Sprint at 31-33. 

67 See, e.g., MCLWorldCom at 39-52. 

Indeed, Sprint does not even attempt to disguise the fact that it is resorting to stock anti- 
merger material, and has simply re-filed the same affidavits it recently submitted in opposition 
to the SBC-Ameritech merger. As noted above, the rationales for these two mergers, and the 
likely competitive effects, are not similar. 
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from the merger.69 As we show in this section, and in the accompanying declarations.’O the 

GTE-Bell Atlantic merger’s opponents have not come close to meeting that standard. 

C. The Horizontal Concerns Posited By the iMerger’s Opponents Do Not 
Withstand Scrutiny. 

The Big Three contend that GTE and Bell Atlantic should be prohibited from joining 

forces because the merger would reduce competition in the market for local service. The merger 

will, in fact, have no such effect. 

1. The Merger Will Not Eliminate One of the Most Significant Potential 
Competitors in Each Applicant’s Territory. 

The opponents’ fmt contention -- that the merger will remove one of the most significant 

potential competitors in each Applicant’s territories -- was anticipated and addressed at length 

in the Applicants’ Public Interest S~tement .~’  As explained therein, the local service areas of 

GTE and Bell Atlantic do not overlap, and the two companies do not compete against each other 

in the market for local service; the only issue, therefore, is one of potential competition, and even 

69 See SBC/PacTel Order 7 42 (“[Tlhe basic competitive issue in this proceeding is not the 
market power or potential misconduct of [the Applicants] at present, but the incremental increase 
in that power or misconduct that will result fkom the proposed transfer.”); Bell Atfantic/”NEX 
Order 7 118, 120 (same); id. 7 2 (“A merger will be pro-competitive if the harms to 
competition . . . are outweighed by benefits that enhance competition.”); MCL’WorfdCom Order 
fi 10 (same). 

70 D e c l d m  of Kenneth J. Arrow (attached as Appendix F) (hereafter Arrow Declaration); 
Declaration of Robert H. Gertner and John P. Gould (attached as Appendix G) (hereafter 
Gertner-Gould-Declaration); Declaration of Robert W. Crandall and J. Gregory Sidak (attached 
as Appendix H) (hereaffer Crandail-Sidak Declaration); Declaration of Jacques Cremer and Jean- 
Jacques Laffont (attached as Exhibit I) (hereafter Cremer-Laffont Declaration). 

” GTE-Bell Atlantic Public Interest Statement at 24-33 (Oct. 2, 1998) (hereafter Public 
Interest Statement). 
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that issue is limited to certain areas of Pennsylvania and Virginia where GTE has Some 

franchises located near Bell Atlantic territories. 

The relevant question under the potential competition doctrine is whether the merger 

would result in the elimination of a “most significant market participant” -- Le. ,  a potential 

competitor that would (in the absence of the merger) be “likely to have substantial future 

competitive significance” in the relevant market, ond whose competitive role in that market 

could not be assumed by other present or potential market participants.72 Given the large number 

of actual and potential competitors, neither GTE nor Bell Atlantic qualifies as such a potentially 

significant, let alone irreplaceable, competitor in the other’s markets in Pennsylvania and 

Virginia. 

As noted in the Public Interest Statement and in the accompanying Declaration of Jeff 

Kissell and Scott Zimmerman, GTE has no plans to enter Bell Atlantic’s territory to offer local 

exchange service; likewise, Bell Atlantic has no plans to enter GTE’s predominantly rural or 

suburban Unable to point to any actual plans of GTE and Bell Atlantic to make a 

significant entry into each others’ territories, the opponents of the merger instead attempt to 

establish that, as ILECs operating in adjacent territories, GTE and Bell Atlantic are (on paper) 

uniquely “well poised” to make such entry -- and so well positioned as to constitute “most 

. -  

l2 SBC/SNET Order 7 18- 19; Bell Atlantic/NWEX Order 7 7; MCWorldCom Order 7 19-20. 

” Public Interest Statement at 29-33. 
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significant market participants" in each others' territories.." This attempt fails. The purponed 

advantages of ILECs in general, and adjacent ILECs in particular, are illusory. 

As Professors Gertner and Gould explain in their accompanying declaration, the 

contention that ILECs enjoy significant advantages as potential entrants is contradicted by the 

available evidence (indeed, ILECs face certain di~advantages).~' The Big Three point to ILECs' 

supposed "expertise in established complex systems to handle administrative capabilities 

(billing, order taking, customer care, etc.)" as an advantage not enjoyed by other possible non- 

ILEC entrants.76 In reality, however, both of the inputs needed to provide such effective "back 

office" services are readily available to non-ILECs: The equipment needed for basic CLEC 

back-office systems can be purchased from a wide variety of well-established and experienced 

suppliers, and any specialized knowledge needed to run a local exchange business -- Le., human 

capital -- is likewise readily available (as individuals with ILEC experience can be, and 

frequently are, hired by CLECs). Such human capital, of course, may also be acquired by 

purchasing an ILEC.?' Moreover, ILEC operations support systems are not readily adaptable 

for use in an out-of-franchise strategy that places any reliance on resale or unbundled network 

elements; entirely new platforms must be developed. And because any actual ILEC-specific 

74 See,e.g., ATLT at 24. - -  
75 See Gertner-Gould Declaration 2, 17-43. 

76 Sprint at 11; see also AT&T at 23. 

77 See Gertner-Gould Declaration 77 2 1-22. 
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information is available through interconnection negotiations and other regulatory processes. 

CLECs have equal access to any data that would aid their competitive efforts.’* 

Market evidence confirms the insight that ILEC experience does not provide a carrier 

with aper se advantage over other potential local service competitors. As noted above. if ILEC 

experience provided any great advantages, then purchasing an ILEC would be an appeaiing 

strategy for a CLEC bent on entering the local telephone business. However, two of the Big 

Three -- MCI WorldCom and AT&T -- have announced their intention to enter the local 

telephone business, yet have spent large sums to acquire CLECs or cable companies with no 

ILEC experience whatsoever, and at the same time have not purchased any independent ILECs. 

The opponents’ own actions thus belie their claim that ILEC status confers important advantages 

on potential entrants in the local service market.79 

The Big Three are equally mistaken in arguing that because GTE and Bell Atlantic are 

not merely ILECs, but adjacent ILECs, in parts of Pennsylvania and Virginia they enjoy special 

advantages that make them the most likely entrants into each other’s territories. As an initial 

matter, the two Applicants have widely differing operations and customer bases in those two 

Commonwealths -- Bell Atlantic’s presence is concentrated in urban areas, while GTE serves 

customers primarily in rural or sparsely populated areas and smaller towns that are well removed 

from the larger urban centers. AT&T nonetheless claims ILECs have an advantage insofar as 

they can use rem06 switching modules and digital loop carriers to serve customers within a 125- 

’’ See id. 77 24-26. 

79 See id. 7 32. 
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mile radius of their existing switches. As Gertner and Gould demonstrate, however. this is no 

unique advantage: A large number of other ILECs and CLECs have facilities situated within 125 

miles of GTE and Bell Atlantic customers in Pennsylvania and Virginia. Indeed. fully 100 

percent of G E  customers in the two states that reside within 125 miles of a Bell Atlantic switch 

are also within 125 miles of 10 other firms’ switches.” The statistics for Bell Atlantic customers 

residing within 125 miles of GTE facilities are comparable.” 

In addition to trumpeting the 125-mile radius theory, AT&T claims that Bell Atlantic and 

GTE have a name-recognition advantage over other potential competitors in Pennsylvania and 

Virginia. But in Bell Atlantic’s states outside of GTE’s franchise, GTE has only 15 percent 

unaided brand recognition among consumers and 17 percent among business executives.82 

Likewise, in GTE’s Pennsylvania and Virginia franchises, Bell Atlantic has only 14 percent 

unaided recognition among consumers and 15 percent among business exec~t ives .~~ Other 

potential entrants like the Big Three have brand names that are far better known.” 

It bears emphasizing, moreover, that the Commission’s Bell Arlanric/iWVEX Order in 

no way established a rule that adjacent ILECs necessarily enjoy special advantages as potential 

entrants into each other’s service areas. For a host of case-specific reasons, the Commission 

Id. 

. -  a‘ Id 

a2 See Kissell-Zimmeman Declaration 7 24. 

83 See id. 7 24 

See id. 77 2 -26; Teece Declaration 77 3 1-37. 
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there concluded that the mass market local services offered by Bell Atlantic represented the 

“’second choice’ alternative for a significant number of customers” in “ E X ’ S  LATA 132 

territory.*’ Significantly, moreover. our opponents do not. and cannot. contend that those special 

factors are present in Bell Atlantic and GTE’s adjacent territories. 

As stated in the Public Interest Statement, the number of actual and potential entrants in 

Bell Atlantic and GTE’s territories is large. Because Bell Atlantic and GTE’s status as ILECs 

(even adjacent ILECs) gives them no unique advantages as potential entrants in each other‘s 

service territories, neither can properly be considered a potentially significant, and certainly not 

an irreplaceable, competitor in the other’s Pennsylvania or Virginia territories. 

2. The Merger Will Not Increase Any Supposed Incentives of Bell 
Atlantic and GTE To Engage in Anticompetitive Behavior. 

In addition to arguing that the merger would eliminate a potential competitor, the Big 

Three offer two theories as to why the supposed incentives of Bell Atlantic and GTE to engage 

in discriminatory conduct will increase as a result of the merger. First, relying on materials 

previously submitted by Sprint in opposition to the pending SBC-Ameritech transfer application 

-- namely, a declaration by Michael L. Katz and Steven C. Salop -- the opponents assert that the 

merged entity will have a greater incentive to engage in unlawful exclusionary behavior in local 

service markets than either GTE or Bell Atlantic would alone, because the merged entity‘s wider 

footprint would supposedly allow it to “intemalize” the “spillover” effect of discriminatory 
. -  

as Bell Atlantic/hWVEY Order 7 108; see also id. 77 73-77. 
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behavior that presently goes uncaptUred.86 Second, the Big Three contend that allowing this 

merger to proceed would (especially if the SBC-Amentech merger were also approved) produce 

a situation in which the resulting powerful entities would enter into a %on-aggression pact.“ 

declining to compete in each others’ territories for fear of retaliatory entry.*’ 

Neither of these arguments provides a basis for the Commission to find that the merger 

is not in the public interest. The accompanying Declarations of Robert W. Crandall and J. 

Gregory Sidak and of Jacques Cremer and Jean-Jacques Laffont demonstrate that the Katz-Salop 

theory is devoid of empirical support, ignores the effectiveness of regulatory safeguards, and 

even on its own terms is deeply flawed as a matter of game theory analysis.88 It would be 

economic caprice for the Commission to use such a hypothetical “spillover” model -- one that 

cannot even produce coherent predictions of exclusionary conduct -- to inform the agency’s 

public interest review of the merger. 

The opponents’ “non-aggression pact” argument is likewise wholly speculative, 

theoretically unsound, and belied by reality.89 First, there is simply no empirical support for the 

suggestion that ILECs have tacitly agreed not to compete in each others’ territories. ILECs 

nationwide face considerable competition from a host of providers, including CLECs and other 

86 Declaration of Dr. Michael L. Katz and Dr. Steven C. Salop, Using a Big Footprint to Step 
On Competition: ficlusionary Behavior and the SBC-Ameritech Merger (Oct. 14, 1998); see 
also AT&T at 12-14; Sprint at 25-3 1. . -  

*’ See AT&T at 8,33-36; MCI WorldCom at 3 1-32. 

** See Crandall-Sidak Declaration fly 2 1-33; Cremer-Laffont Declaration. 

89 See Arrow Declaration MI 45-50. 
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ILECs (or their affiliates). Second, the claim that ILECs have reached. or will reach. such **non- 

compete” agreements is also flatly inconsistent with our opponents‘ theory that GTE and Bell 

Atlantic are likely entrants into each other’s territories. Finally, the argument rests on an 

outdated view of the telecommunications marketplace. In the post-1996 Act world, ILECs face 

competition in their local markets from a host of CLECs, including large national entities such 

as MCI WorldCom, Sprint and AT&T. Accordingly, any “non-aggression pact” concluded by 

ILECs would be quickly rendered useless and dangerously counterproductive, because the 

colluding ILECs would be overrun by competition from CLECs and would (by virtue of their 

pact) be unable to respond by seeking new revenue sources in the other colluding ILEC’s 

territory. In short, the Commission’s public interest analysis should not be sidetracked by the 

Big Three’s unfounded and theoretically unsound speculation about “spillovers” and “non- 

aggression pacts.” 

9o In addition to the spillover and non-aggression pact theories, the Big Three argue -- surely 
more as a rhetorical point than a serious one -- that the merger will increase the new company’s 
incentive and ability to engage in anticompetitive behavior because GTE would be able to 
“teach” Bell Atlantic its approach to negotiation, regulation and litigation (which approach, these 
opponents asscrS is obstructionist). See, e. g., AT&T at 14- 16; compare Rebecca Blumenstein 
& Stephanie N. Mehta, AT&T, Knownfor Its Gentle“) Ways, Gets Tough, Wall St. J., 
Dec. 21, 1998, at B4. As we explain in Part I11 and Appendices J and K, the opponents‘ 
complaints about GTE’s practices in this regard are predictable, tired and unfounded. Moreover, 
the Commission has consistently refused to sanction licensees for engaging in tough negotiations 
and vigorous advocacy, and any attempt to do so would raise serious constitutional questions. 
See, e.g., SBUPacTel Order 36-37. 
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3. The Merger Will Not Hinder the Ability of This Commission or  Other 
Regulators To Detect and Deter Any Anticompetitive Conduct. 

The Big Three contend. finally, that the merger should be blocked because it will reduce 

by one the number of ILECs and thereby hamper the Commission's ability to regulate through 

the use of benchmarks." This argument falls short of the mark. Even if a meaningful 

benchmark were eliminated as a result of the merger -- which will not be the case -- that would 

provide no sound policy justification for disapproving the Application. Benchmarking may be 

a useful regulatory tool, but a small loss in the effectiveness of one regulatory tool in certain 

circumstances cannot justify the great loss of procompetitive benefits that would follow from 

disapproval of the GTE-Bell Atlantic merger. Moreover, in contending that the merger will 

eliminate an important benchmark, the opponents exaggerate both (1) the importance of 

benchmarking in modem telecommunications regulation and (2) the change in the number of 

relevant benchmarks that would result from a merger of Bell Atlantic and GTE.92 

First, the opponents overstate the importance of benchmarking by ignoring important 

changes that have occurred in the telecommunications industry since the passage of the 1996 

Act, the effect of which has been to reduce the importance of the types of benchmarks relied on 

in the past by the FCC and state regulatory agencies. One significant change, for example, is the 

imposition upon ILECs of the obligation to allow entry by CLECs through the process of 

interconnection negotiations and arbitrations: The interconnection obligation has rendered cross- . -  

91  See, e.g., Sprint at 46-49, MCI WorldCom at 32-36. 

92 See Arrow Declaration f l 5 - 3 9 .  
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company comparisons considerably less important than they were prior to the 1996 Act. and has 

effectively expanded the number of relevant benchmarks.93 Each interconnection agreement 

must be agreed to by the CLEC, as well as the relevant ILEC and state regulatory agency. Each 

interconnection agreement includes specific performance standards and a detailed schedule of 

charges; all such agreements are public. The 1996 Act thus makes each separate state 

commission a benchmarking authority and each separate operating company, rather than the 

ultimate regional holding company, the relevant benchmark. In addition, in many instances. the 

Commission has benchmarked what ILECs do for competitors against what they do for 

themselves. Thus, the Act has actually created a far greater number of benchmarks than the 

seven RBOCs created by the MFJ.  

Second, even with respect to issues for which cross-company comparisons (instead of 

ILEC-CLEC comparisons) remain important, the Big Three overstate the significance of the loss 

of GTE as a benchmark. The Commission itself has concluded on many occasions that there are 

important differences between GTE and the RBOCs for regulatory purposes. In 1987, for 

example, the Commission stated that “an analysis of GTE’s service areas demonstrates that 

although in the aggregate GTE is smaller in size to each BOC, unlike the BOCs, its service areas 

are distributed nationwide in a large number of noncontiguous geographical areas.”94 More 

93 See id. -11-13. . 

94 In the Amendment to Sections 64.702 of the Commission’s Rules and Regulations (Third 
Computer Inquiry) and Policy and Rules Concerning Rates for Competitive Common Phase I1 
Carrier Service and Facilities Authorizations Thereof Communications Protocols under Sections 
64.702 of the Commission’s Rules and Regulations, Report and Order, 2 F.C.C.R. 3072, at 1 203 
( 1987). 

. -  
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recently, Chairman Kennard noted that "GTE always has been treated differently [than the 

RBOCs] because it is smaller and less geographically focused."95 Indeed, the Commission just 

last week reaffirmed its view that the different characteristics of GTE and the BOCs justify 

different regulatory treatment." Because of these differences between GTE and the RBOCs. 

GTE's value as a benchmark for RBOCs is limited. And even to the extent that independent 

LECs such as GTE have relevance as benchmarks for the FU3OCs on certain issues, a multitude 

of independent LECs -- including Sprint's LEC subsidiaries, ALLTEL, Frontier, Cincinnati Bell 

and others -- will remain after the merger.9' 

B. 

In addition to the claimed horizontal concerns, the Big Three contend that the proposed 

merger raises vertical concerns -- namely, that Bell Atlantic and GTE would seek unlawfully to 

leverage their presence in the market for local services to gain unfair advantage in downstream 

markets. Our opponents' contentions on this score are, for the most part, merely a rehash of the 

hackneyed arguments that ILECs can discriminate against rivals by engaging in price squeezes 

(raising local access prices) or non-price discrimination (such as degradation of signal 

transmission quality). The Commission has repeatedly rejected those arguments as a basis for 

The Merger's Claimed Adverse Vertical Concerns Are Likewise Illusory. 

95 KenntardsCrys FCC Will Seek Sec. 271 Stay, Then 'Use Every Tool,' Washington Telecom 
Newswire, Jan. 2,1998. - 

. -  

% See Brief for the United States and the Federal Communications Commission in Opposition 
to Certiorari in Nos. 98-652 and 98-653, SBC Communications Inc., et al. v. FCC, et ai. (US. 
Dec. 18, 1998) at 18-20. 

97 See Arrow Declaration 20-2 1. 
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blocking proposed mergers," and should do SO again here. The only new twist on the vertical 

effects theme is MCI WorldCom's contention that the merged entity will somehow be better able 

to leverage its local exchange presence into a dominant position in the market for Internet 

service. This novel iteration of the vertical-discrimination argument is even less persuasive than 

its traditional form. 

1. The Merger Will Not Increase the Merged Entity's Ability To 
Discriminate, Either By Raising Local Access Prices or By Non-Price 
Means. 

Several opponents, and particularly the Big Three, contend that the Application should 

be denied because a combined GTE-Bell Atlantic will have the incentive and ability to 

discriminate against its rivals in downstream markets by charging rivals elevated prices for 

necessary access services as well as by engaging in non-price discrimination.99 As in the earlier 

cases, the opponents' argument is flawed in two fundamental respects. First, there is no 

evidence that ILECs have actually engaged in discriminatory acts of the price squeeze or non- 

price variety, much less the sort of empirical support that would be necessary for the 

Commission to base its decision on this argument. Second, and even more importantly in this 

context, our opponents are unable to establish that the new company would have any greater 

incentive or ability to engage in these types of discriminatory conduct as a result of the merger. 

~ ~~ 

9a See, e.g., SBUPacTei Order 52-57; Bell Atiantic/NY7VEXOrder Tn[ 117-20; SBCISNET 
Order 77 23-24. 

AT&T at 30-33; MCI WorldCom at 36-52; Sprint at 31-40. 
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The suggestion that ILECs can succeed in a strategy of price-squeeze discrimination 

against rivals in downstream markets is fanciful. Numerous regulatory safeguards are in place 

to guard against the danger of price squeezes: The price of access is regulated, and existing 

imputation and structural separation rules already prevent price squeezes. The Commission has 

previously concluded that these safeguards are adequate to protect against the alleged danger of 

price squeezes,Iw and the evidence strongly confirms that assessment.I0' For example, GTE 

presently provides long distance service, yet the opponents are unable to point to any diminution 

in competition in the long distance market or any other evidence that GTE is engaging in price 

squeezes. Bell Atlantic, likewise, has been providing interLATA toll service in the corridors 

from New Jersey to New York and Pennsylvania and intraLATA toll service in competition with 

the long distance carriers with no evidence that it has engaged in a price squeeze. 

Even if these existing safeguards were somehow incapable of detecting all price 

discrimination, it bears emphasizing just how difficult it would be for an ILEC successfully to 

execute a price squeeze. As Crandall and Sidak explain, an ILEC pursuing a price squeeze 

strategy would have to engineer a squeeze that, at a minimum, was sufficiently severe and 

lengthy (but all the while undetectable) as to drive some current competitors fiom the market.Io2 

If the ILEC did not succeed in driving one or more carriers from the market, then the new low- 

price equilibrium would simply remain in place, to the benefit of consumers. And even driving 
- 

loo See, e.g., SBC/PacTel Order 753; Bell Atlantic/NWEX Order 7 1 17. 

lo' See Crandali-Sidak Declaration 7 32-37. 

I O 2  id. 7 36. 
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a competitor from the market would not guarantee success, since the fiber-optic capacity of the 

ousted carrier would remain -- ready for another carrier to purchase at fire-sale prices and use 

to undercut the ILEC's noncompetitive prices. The Big Three fail to acknowledge these 

difficulties, and cannot explain how an ILEC could employ a price squeeze to drive IXCs from 

the market. 

The case for non-price discrimination is equally unconvincing. First, as the Commission 

.stated in the Bell Atlantic/iWVEX Order, such non-price discrimination would violate several 

provisions of the Communications Act.lo3 Most of these forms of non-price discrimination 

would be entirely detectable. Indeed, the theory of non-price discrimination is based on the 

implicit, and implausible, assumption that an ILEC could engage in some form of technological 

discrimination that is detectable by customers (who would have no incentive to switch to the 

discriminating carrier if they could not detect the degradation), but undetectable by rivals 

(including large, sophisticated firms like the Big Three) and regulators.IM 

Second, as with price-squeeze discrimination, the evidence suggests that even if ILECs 

had an incentive to engage in non-price discrimination, they have been utterly unable to do so 

in practice. If the Big Three are correct that ILECs have an incentive to engage in non-price 

discrimination, that incentive would be present in the markets in which ILECs provide access 

service to other Caniers that compete with them in downstream markets. Ln particular, the theory 

should apply to cellular service, where for many years an ILEC-owned wireless carrier competed 

I O 3  Bell Atlantic/NlWEX Order 7 120. 

' 0 4  See Arrow Declaration 7 58. 



with a non-wireline carrier that relied on the ILEC for local access. Yon-wireline carriers. 

however, have successfully competed against ILEC-owned cellular providers for many years. 

and new wireless carriers, such as PCS and EMSK firms, are successfully competing against 

these same cellular caniers, though they too must rely on the ILEC for local access. The absence 

of any evidence that non-price discrimination has occurred, or has had any effect on competition. 

is telling. Such evidence would presumably be plentiful if ILECs indeed engaged in this 

practice. IOs 

As is customary, therefore, the proponents of the price-squeeze and non-price- 

discrimination arguments are unable to point to any empirical support for the claim that ILECs 

have the incentive and ability to engage in such behavior. However, even if the opponents were 

able to show that LECs possess those incentives and abilities, that would not constitute grounds 

for the Commission to find that the merger is not in the public interest, because the relevant 

question in the context of a transfer application is not whether discrimination is theoretically 

possible, but rather whether the merger would increase the combined company’s incentive or 

ability to engage in such a strategy.lM The Commission, for example, rejected the price squeeze 

and non-price discrimination arguments in ik SBUPacTel and Bell Atlantic/NWEX orders. 

. -  

‘ O s  See Arrow Declaration 56-60. 

‘06 See SBC/PacTel Order 7 54 (“[Tlhe pertinent issue in this proceeding is the incremental 
increase in the scope of the price squeeze that the proposed transfer will make possible for the 
first time.”). 
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finding that the ILECs’ incentive and ability to engage in such fonns of  downstream 

discrimination did not increase as a result of the merger.”’ 

The Big Three have attempted to cobble together a theory of how the merger supposedly 

aggravates the potential for such discriminatory behavior -- the Katz-Salop theory -- but that 

contrived theory does not withstand scrutiny, as discussed above. Moreover, the merger will not 

increase any incentive to discriminate against long distance carriers because the merger only 

increases the number of calls that are terminated by GTE-Bell Atlantic. The suggestion that a 

LEC even in theory can induce a customer at the terminating end of a communication to change 

long distance carriers by degrading interLATA traffic ignores reality. With limited exceptions, 

the customer at the originating end, not the terminating end, chooses the interLATA canier; 

consequently, the terminating-end customer is not likely to respond to perceived poor service 

quality by switching to a different long distance carrier (indeed, if anything, the terminating-end 

customer would be likely to blame the LEC €or the problem). Congress recognized this reality 

in section 271 when it prohibited a BOC only from “provid[ing] interLATA services originating 

in any of its in-region States,”Ioa and Erom terminating MIC in-region only €or 800 service and 

similar calls where “the calledparty . . . determine[s] the interLATA canier.”’Og 

Even if there were some added incentive or ability to discriminate in the transmission of 

interLATA calls when an ILEC both originates and terminates the call, the magnitude of that 

. -  

lo’ Id. fl54,57; Bell At lant ic /“EX Order 77 1 18, 120. 

lo* 47 U.S.C. 5 271(b)(l) (emphasis added). 

IO9 Id. 5 271(i) (emphasis added). 
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increase in this case would be insignificant under the Commission’s standards. Sprint contends 

that “the new firm would terminate 43% of the minutes that it controls on the originating end, 

which compares to a weighted average of 36% for the two companies separately.”’’o [n the 

SBC/PacTel Order, however, the Commission found that an increase “of only six to seven 

percentage points” in the percentage of calls served at both ends by one firm raises no 

competitive concerns.1‘’ Similarly, in Bell Atfum’cIlVYNEX, the Commission was unpersuaded 

that the merger would have any effect on the incentive or ability to discriminate, even though 

the merger resulted in a “substantially grcater percentage” of calls originated and terminated by 

the new company.“2 

For all of these reasons, the opponents of the GTE-Bell Atlantic merger are no more 

successfid than opponents of mergers past in W n g  that this union will enhance the incentives 

or ability of the combined entity to engage in price squcezes or non-price discrimination against 

rivals in downstream markets. 

‘ l o  splint at 33. 

SEUPacTel Order q 4 6 ,  53,57: 
0 -  

’ I i  Bell Atl- Order f l118 ,120 .  To the extent our opponents are concemed with 
the percentage of long distance traffic that Bell Atlantic both originates and terminates, that 
percentage will actually &creme as a result of the merger: GTE’s footprint is widely dispersed, 
and a very large percentage of the traffic that originates inside GTE’s territory terminates with 
RBOCs other than Bell Atlantic. 
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2. The Merger Will Not Reduce Competition in Markets for Internet 
Services. 

In addition to these familiar forecasts that the merged entity will engage in downstream 

discrimination against IXCs, the Big Tnree offer a new twist on the same theme. arguing that the 

combined company will be in a position to harm competition for broadband and Intemet services 

by discriminating against rival ISPs in access to needed inputs like xDSL. This effort by the Big 

Three to throw stones at the GTE-Bel1 Atlantic merger is the height of irony, given MCI 

WorldCom's recent effort to monopolize the Internet backbone market -- an effort that was 

halted by this Commission and other regulators -- and AT&T's current attempt to secure 

exclusive control over a m e  unregulated htemet bottleneck into one-third of American homes. 

In any event, this argument fails for several reasons. 

First, as is the case with respect to interLATA service, any incentive for ILECs to 

discriminate in the provision of necessary inputs to ISPs is already addressed by FCC regulations 

and oversight. The Commission addressed these alleged bottleneck concerns long ago in the 

Computer III proceedings, and competition has thrived under the rules that were set in place at 

that time."3 

Second, the suggestion that ILECs control a bottleneck facility with respect to Intemet 

traffic is unfounded. MCI WorldCom's own experts concede that any bottleneck concern "is 

ameliorated if other technologies emerge to provide broadband access for ISPS.""~ One such . -  

' I 3  Amendment of Sections 64.702 of the Commission's Rules and Regulations, Report and 
Order, 104 F.C.C.2d 958 (1986). 

' I 4  Baseman-Kelley at 7 94 n.67. 
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altemative technology is cable modem access, which is rapidly being deployed today and u hich 

is the core of AT&T’s high-profile investment strategy through its TCI acquisition. Cable 

modem access, of course, is not subject to the same regulatory requirements that apply to ILECs. 

and the AT&T-TCI merger is thus an example of an area where these bottleneck concems 

actually are legitimate. Moreover, other high-speed means of accessing the Intemet are already 

available. Larger customers can purchase dedicated connections directly from Intemet backbone 

providers. As long as the backbone market remains competitive, therefore, there is no real threat 

of Intemet monopolization, And, as explained above, this merger will actually help ensure that 

the backbone market remains competitive. 

Finally, MCI-WorldCom’s claim that the merged entity would somehow have a greater 

incentive and ability to engage in discriminatory self-dealing as a result of GTE’s ISP presence 

ignores hdamental and obvious differences between the Internet backbone market and the ISP 

market. The Internet backbone market was sufficiently concentrated -- with MCI and 

WorldCom controlling substantial shares of the market -- that the divestiture of MCI’s Intemet 

assets was necessary to avoid a significant increase in the incentive to engage in discriminatory 

conduct. No similar danger exists here. Unlike the Internet backbone market, the ISP market 

is atomized and l l l y  competitive with thousands of participants (with GTE and Bell Atlantic 

holding an insignificant position),”’ and the ISP access market does not feature the sort of 

delicate systeni of Eompetitive peering between rival unregulated networks that characterizes the 

‘ I 5  See Public Interest Statement at 17. 
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Intemet backbone market.“6 Indeed, the fact that GTE‘s and Bell Atlantic‘s ISP affiliates hold 

such modest market shares is compelling evidence that the alleged discrimination either does not 

occur or is utterly ineffective. 

C. Any Theoretical Concern Is Resoundingly Outweighed by the Merger’s 
Broad Procompetitive Benefits. 

For the reasons set forth above, the opponents’ warnings that dire anticompetitive 

consequences will flow from the merger of Bell Atlantic and GTE are groundless. It bears 

emphasizing, however, that even were the Commission persuaded by some of the opponents’ 

arguments, these concerns would not be sufficient to support a finding that the merger is not in 

the public interest. The Commission has stated on numerous occasions that it looks at both sides 

of the ledger in evaluating the competitive impact of a proposed merger -- not only at alleged 

competitive harms, but also at competitive benefits -- and that, accordingly, “[a] merger will be 

procompetitive if the harms to competition . . . are outweighed by benefits that enhance 

competition.”’” The critical inquiry, therefore, is not whether the merger would result in any 

theoretical loss of potential competition, no matter how minor or geographically isolated. but 

instead whether “the transaction on balance serves the public interest, convenience and 

necessity.”’ 

- 

I l6 See Cremer-Laffont Declaration 77 6 1-63. 

I ”  Bell At lant ic /mEX Order 7 2. 

‘ I 8  Id. 7 157 (emphasis added). 
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This merger confirms the wisdom of the Commission's holistic approach to assessing 

competitive impact: As explained in Part I above, consumers across the country will receive 

numerous, widespread, and significant benefits as a result of the merger, in markets for local. 

interLATA. Internet, and bundled services. This contrasts markedly with the Bell 

AtlanticlNYNEX merger, in which the efficiencies generated by the merger were confined to 

many fewer product markets and a much smaller geographic area.''' Our opponents would have 

to establish that the merger would produce severe and widespread anticompetitive consequences 

to offset those weighty benefits. And even were one to accept their claims that the merger would 

cause some incremental effect as a result of the removal of a potential competitor in pockets of 

Pennsylvania or Virginia, or of a marginal increase in a supposed incentive to discriminate, these 

slight anticompetitive effects would be emphatically outweighed by the nationwide benefits that 

will flow from this merger. 

In. THE MISCELLANEOUS ALLEGATIONS OF BAD ACTS BY GTE AND BELL ATLANTIC A R E  
NOT GERMANE TO THIS PROCEEDING, A R E  PROPERLY RESOLVED ELSEWHERE, AND 
A R E  MERITLESS. 

In what amounts to a tacit acknowledgment of the weakness of their economic arguments 

against the merger, the Big Three and other commenters attempt to shade the Commission's 

view of the proposed transaction by filling their pleadings with a litany of unrelated and 

unsubstantiated allegations against GTE and Bell Atlantic. They argue that Bell Atlantic has 

failed to honor -the conditions imposed by the Commission in approving the Bell 

' I 9  Compare id. MI 160, 168, 173, 176. 
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.\tlantic/XYXX merger, and that both companies have committed various other bad acts. 

These allegations should not detain the Commission. A s  the Commission repeatedly has 

recognized, transfer application proceedings are not a forum for airing pre-existing grievances 

that do not bear on the central question whether this merger is in the public interest.120 That 

conclusion has particular force where, as here, all of these grievances -- including those relating 

to the NYNEX commitments -- are already the subject of ongoing proceedings before the 

Commission and other regulators, Although Bell Atlantic and GTE are entirely confident that 

the various complaints will be comprehensively addressed and rejected in those other 

proceedings, we offer brief responses to these non-germane allegations in the attached 

Appendices J and K, which show that Bell Atlantic has fulfilled the Bell AtlanticMYNEX 

conditions and that the sundry other complaints are without merit. 

m. T H E  COMMISSION SHOULD REJECT ALL OF THE CONDITIONS PROPOSED BY THE 
APPLICANTS’ COMPETITORS. 

In all, the various merger opponents have proposed some three dozen conditions that. in 

their view, should be imposed on GTE-Bell Atlantic in the event the Commission permits the 

merger to go forward. All of these proposals should be rejected. 

Many of the proposals bear no relation whatsoever to the claimed concerns of the merger, 

and are instead bald attempts by various parties to exact their “pound of flesh” from the 

. -  

See, e.g., SBUPacTel Order 7 38;  Bell Atlantic/NWE.XOrder 7 290; In re Applications of 
Turner Broadcasting System, Inc., FCC 96-405, 1 1  F.C.C.R. 19595, at 7 33 (Oct. 9, 1996); In 
re Bell Atlantic Mobile Systems, Inc., 10 F.C.C.R. 13368, at 7 37 (May 14, 1995); In re 
Applications of Craig 0. McCaw andAT&T, 9 F.C.C.R. 5836, at 7 123 (Sept. 19, 1994), afSd 
sub nom SBC Communications. Inc v. FCC. 56 F.3d 1484 (D.C. Cir. 1995). 
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Applicants. Prominent in this category, for example. are the standardized conditions that the law 

firm of Swidler Berlin Shereff Friedman proposes on behalf of a group of CLECs.'?' %lost. i f  

not all, of these conditions flow from those carriers' interconnection-related grievances; as we 

have explained in Part 111 and the corresponding appendices, those complaints are not germane 

to this proceeding, and in any event lack merit. The content of interconnection agreements. 

moreover, should not be determined in this license-transfer proceeding, but rather through the 

system of'case-specific negotiation and arbitration established by Congress in the 1996 Act. 

Complaints about alleged non-fulfillment of any such agreement likewise should be dealt with 

in the appropriate proceedings. 

Those proposals that do purport to relate to the merger also should be rejected. First, the 

Commission should decline to impose its own set of performance conditions on the new 

company.'22 Every state public utilities commission comprehensively and diligently monitors 

service quality performance, and will continue to do so after the merger. There simply is no 

need for the Commission to devote resources to duplicating that effort. 

Second, a forced divestiture of assets, which is proposed in varying forms by some 

opponents,'23 could only possibly be justified in the case of a horizontal merger between direct 

I z '  See, e.g., Comments of Freedom Ring Communications, LLC, d/b/a BayRing 
Communications at 20-3 1; Comments of CTC Communications Corp. at 28-3 1 ; Comments of 
RCN Telecom Services, Inc. at 2 1-28. 

. -  

See, e.g., Comments of CoreComm (hereafter CoreComm) at 3 1; Comments of KMC at 28; 
Comments of U S X c h g e  at 26. 

See, e.g., MCI WorldCom at 56-57 (GTE should be required to divest in-region interLATA 
operations); Comments of Focal at 2 1 ( m e ) ;  Comments of Level 3 Communications at 12- 15 
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competitors with significant overlapping operations. As we have shown in the Application and 

in these Reply Comments, however, this merger presents no issues of direct competition at all.’:’ 

And, as discussed, the potential competition arguments advanced by our competitors are shallow 

at best. Accordingly, there is no basis whatsoever for the Commission to condition its approval 

on a divestiture of either company’s assets. 

Finally, the Commission should reject the numerous proposals for imposing special 

market-opening conditions on the new company.’” There is no public-policy rationale for 

imposing new regulatory requirements on GTE-Bell Atlantic that go beyond the legal obligations 

carefblly crafted by Congress in the 1996 Act. As we have shown, the merger will not result in 

any loss of a significant and irreplaceable source of potential competition, or indeed cause any 

diminution of competition in a relevant market.’26 In particular, the special concerns that 

underlay the Bell Atlantic-”EX commitments are manifestly absent here. Indeed, because 

of the expansion of competition into new markets and the other very real procompetitive benefits 

(new company should be required to divest “bottleneck facilities” such as loops and wire 
centers). 

We addressed the overlaps of wireless territories in the Application and Public Interest 
Statement. Apart from the self-serving suggestion of Supra Telecommunications that the 
Applicants should be directed to sell their overlapping assets to Supra, see Comments of Supra 
Telecommunications at 30, the overlaps have rightly elicited no statements of concem from our 
opponents. 

. -  
”’ See, e.g., MCI WoridCom at 57 (Commission should impose same conditions imposed in 

Bell Atlantic/” Order); CoreComm at 29 (Commission should require new company to 
develop immediately a new OSSEDI system). 

See, e.g., Bell Atlantic/hWVEYOrder 77 177-79. 
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that will flow directly from the combination of GTE and Bell Atlantic, this merger itself 

represents perhaps the best hope of achieving the market-opening objectives of the 1996 Act. 

V. CONCLUSION 

For all the foregoing reasons, and the reasons stated in GTE and Bell Atlantic’s Public 

Interest Statement, the Application for Transfer of Control should be approved. 
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I. PURPOSE OF DECLARATION 

A. Purpose of Declaration 

1. In this declaration I show that the merger of Bell Atlantic and GTE will have 

substantial pro-competitive effects, and is, therefore, in the public interest. Specifically, the 

merger of GTE and Bell Atlantic will have six specific, pro-competitive benefits. - First, t h s  

merger allows the applicants to combine their complementary product and skill sets - 

particularly in advanced voice and data services and Internet services - and thus obtain the 

necessary competencies required to offer a national facilities-based bundled offering. -’ Second 

the merger will introduce a strong and effective competitor to local markets across the country. 

Third, the combined company will have the presence and resources to develop a truly national 

brand, and thereby enhance competition amongst the top tier of telecommunications providers. 

Fourth, the merger will produce significant economies of scale and scope, and therefore improve 

the cost competitiveness of the enterprise, as well as promoting consumer welfare through lower 

prices. Fifth, - the ability to sell GTE’s long distance and data capabilities through Bell Atlantic’s 

sales channels will enhance the cost-competitiveness of the GTE data and long-distance network. 

Sixth, the merger will enhance the competitive standing of GTE’s Internet backbone network 

thereby crimping any possible efforts to dominate this market.’ 

* A lsproportionately large Internet backbone provider, or an oligopoly of backbone providers, could seriously 
harm competition through a strategy of targeted degradation in its peering connections with other unregulated 
backbone providers. See Jacques Cremer, Patrick Rey, and Jean Tirole, The Degradation of Quality and the 
Domination of the Internet, prepared for GTE Communications Corporation, A p d  8, 1998, at p.9. The C r h e r -  
Rey-Laffont paper is cited, inter alia, in the Baseman-Kelley Declaration at 95, p. 54. See also Jean-Jacques 
Laffont, Patrick Rey, and Jean Tirole, Network Competition: I. Overview and Non-dkcriminatoy pricing, 
RAND Joumal of Economics Vol. 29, No. 1, Spring 1998 pp. 1-37, also cited by Baseman and Kelley. 
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2. The merger does not create anti-competitive effects as Bell Atlantic and GTE are 

generally not direct or potential competitors,2 and the merger is not likely to increase 

discrimination by the combined ILECs in either vertically or horizontally related seMces.3 I 

therefore conclude that the merger of Bell Atlantic and GTE will strongly enhance competition 

and advance the interests of consumers. Accordingly, the companies’ application should be 

approved. 

B. Qualifications 

3. I am Mitsubishi Bank Professor, Haas School of Business, and Director, Institute 

for Management, Innovation and Organization, University of California at Berkeley and Chairman 

of the Law & Economics Consulting Group. I have been a full professor at Berkeley since 1982. 

Prior to that, I was Assistant and then Associate Professor of Business Economics at the Graduate 

School of Business, Stanford University. I received my Ph.D. in Economics from the University of 

Pennsylvania in 1975. As an industrial organization economist, I have studied the economics of 

technological change, competition policy, and business strategy issues for over two decades. At 

UC Berkeley, I was the Co-founder of the Management of Technology Program, a joint program 

between the School of Business and College of Engineering, and the Consortium on 

Competitiveness and Cooperation, a multi-campus research program linking scholars at Berkeley, 

Stanford, Columbia, Harvard and Wharton who have interests in the long-run performance of the 

U.S. in the global economy. I am also Chairman of the Consortium for Research on 

Telecommunications Policy Program., a multi-campus research group with active nodes at UC 

Berkeley, the University of Michigan, and Northwestern University. 

See accompanying Declaration of Robert H. Gemer  and John P. Gould on behalf of Bell Atlantic and GTE, 
hereinafter referred to as Gertner-Gould Declaration, at 7 8 .  

See accompanying Declaration of Robert FY CrandalI and J. Gregory Sidak on behalf of Bell Atlantic and 
GTE, heremafter referred to as Crandall-Sidak Declaration, and accompanylng Declaration of Jacques C r h e r  
and Jean-Jacques Laffont on behalf of Bell Atlantic and GTE. hereinafter referred to as Crher-Laffonr 
Declaration. 
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4. My research has been centrally concerned with the relationship between the 

structure of firms (especially the scope of their activities) and their performance, particularly the 

capacity to develop and introduce new technologies. I have had a special interest in innovation, 

organizational structure and antitrust. Relevant books include Economic Pe@ormance and the 

Theory of the Firm (1998), Strategy, Technology and Public Policy (1998), Antitrust, Innovation, 

and Competitiveness ( 1992, with T. Jorde) and The Competitive Challenge (1 987). Relevant 

papers include, "Competition and Cooperation: Striking the Right Balance," California 

Management Review (Spring 1984, with T. Jorde); "Telecommunications in Transition: 

Unbundling, Reintegration, and Competition," Michigan Telecommunications and Technology 

Law Review, 4 (1995); and "Competition and Unbundling in Local Telecommunications: 

Implications for Antitrust Policy" (with Robert G. Harris and Gregory L. Rosston) published in 

Towards a Competitive Telecommunications Industry; Selected Papers from the 1994 

Telecommunications Research Conference, Gerald Brock (ed.) (Lawrence Erlbaum Associates 

1995). In previous submissions to the Department of Justice and the FCC, I have devoted 

considerable attention to studying the competitive dynamics of the telecommunications industry 

and to developing and implementing a methodology with which to assess the competitive 

environment. A copy of my curriculum vitae is attached as Attachment 1. 
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11. INTRODUCTION 

5 .  The competitive landscape in telecommunications has changed dramatically in the 

past two decades. Prices have dropped and the U.S. has gone from effectively one provider 

(AT&T) with two primary services (local loop and long distance) to multiple technologies and 

multiple providers for each competing technology. Similarly, the needs of a typical consumer 

(business and residential) have changed dramatically over the same period: digitalization and the 

decrease in transmission costs have made it increasingly attractive to use telecommunications 

and data services, meanwhile service complexity has increased with the explosion of wireless, 

fax, data and Internet services. 

6 .  What once was a very simple purchasing decision for consumers has become 

tremendously complicated. Consumers now face a plethora of barely understood technologies 

each touting its presumed superiority over other barely understood technologies: digital TDMA 

vs. CDMA PCS, “wireless” fiber v. WDMA, xDSL vs. cable modems, IP vs. frame relay or 

ATM, voice over IP vs. POTS, and so forth. Adding to the complexity is the fact that each of 

these services is provided by a host of competing companies - each of which touts its presumed 

superiority. Cutting through the clutter of technologies and providing reliable service is going to 

be essential to Winning over customers. 

“The ‘advantages are not going to be that we have technology that no one else 
has.’ Instead, the market is ‘going to be won by better understanding the 
customer and getting services in the right places. ”’4 

Quentin Hardy, Bypassing the Bells - A  Wireless World, Wall Street Journal, Sep. 21, 1998, Section R, quoting 
Lawrence K. Vanston, Technology Futures Inc. 
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7 .  Currently, AT&T, MCI WorldCom and Sprint are all working to offer national- 

level, bundled service offerings to simplify the purchase decision for the consumer.5 The merger 

of Bell Atlantic and GTE will create an additional competitor with the capability to offer 

nationally bundled services. 

8. The combined GTE - Bell Atlantic will be able to offer a package of facilities- 

based local, long distance, and advanced data services to business and residential customers 

across the nation. Separately, Bell Atlantic and GTE each possess part of a full-service bundled 

offering and customer base. Bell Atlantic brings strong wireline and wireless businesses and 

strong relationships with large business customers. Complementing Bell Atlantic’s strengths, 

GTE has a rapidly growing presence in voice-grade and data long distance transmission and 

Internet backbone services, as well as slightly smaller wireline and wireless businesses. The 

combination will provide a full suite of services to customers. 

9. Simply offering a competitive full-service bundle of telecommunications services 

will not guarantee success. The merged Bell Atlantic and GTE will also need to develop a brand 

that will stand out and be recognized and valued by potential customers. Separately, neither 

For example, AT&Ts stated strategy is “to rapidly increase the company’s revenue, especially at its fast-gowing 
networking senices unit, AT&T Solutions. ‘These strategic agreements are all about growth,’ said AT&T 
Chairman and CEO C. Michael Armstrong. ‘Growth in revenue, growth in technology, and - most important - 
growth in what AT&T can do for customers.”’ Company Press Release, AT&T To Acquire IBM’S Global 
NetworkBusiness For $5 Billion, Dec. 8, 1998. The IBM acquisition complements AT&T’s portfolio of 
wireless services, cable-Tlr partnershps, international partnerships, and voice and data long-distance services. 
“The AT&T-BT joint venture, announced July 26, is a key element of AT&Ts overall growth strategy and 
represents a critical’global complement to agreements struck with TCG and TCI, which expand the company’s 
ability to deliver digital broadband and IP services to customers in the United States.” Company Press Release, 
AT&T launches AT&T Concert Services for Customers in US., November 11, 1998; see AT&T, Time Warner 
May Be Near Deal, Washmgton Post, Dec. 9, 1998. Other IXCs, such as MCI WorldCom and Sprint, are 
developing comparable packages of bundled services. Other non-traditional competitors, such as cable 
operators like Cox and Comcast, are entering the local exchange market by bundling local telephony, high-speed 
Internet and digital multi-channel TV services. “Cox is aggressively launching digital television, high-speed 
Internet access, and telephony, evolving the company in to the most aggressive in new product introduction.” 
Thomas Eagan, Cox Communications, Paine Webber Research Note, Nov. 30, 1998, at p. 1. 
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brand has sufficient recoption beyond its current service territories to stand out in a 

marketplace populated with well-known brands such as AT&T, MCI WorldCom and Sprint. The 

combined firm will have all the resources to develop a new national brand to attract customers to 

the new product suite. 

10. The merger of Bell Atlantic and GTE will stimulate additionai iompetition in all 

the markets where the companies are or intend to be active: local exchange, national bundled 

services, long distance and Intemeddata. In the local exchange, the merger will give the 

combined companies a compelling product offering, strategic beachheads from which to enter 

other local markets and the potential to create a strong brand - all of which will facilitate the 

companies’ entry into regions outside their existing territories. The combined companies will be 

able to offer a broad range of products and services to large business customers nationwide. In 

the long distance and Internet markets, GTE will be able to use Bell Atlantic’s existing 

marketing and sales channels to increase the utilization of GTE’s national, high-speed backbone 

and provide the impetus for expansion of that backbone. 

In. THE PROPOSED MERGER WILL ENHANCE COMPETITION IN LOCAL 
EXCHANGE SERVICES 

A. The Combination Will Create an Effective Competitor in the Provision of Local 

Exchange Services Out-Of-Region 

1 1. The combination of Bell Atlantic and GTE will significantly increase competition 

in local exchange services by enabling the two companies to compete more effectively out of 

their traditional local exchange territories. Out-of-region competition requires a different arsenal 

of branded offerings and organizational capabilities when compared with wireline service 

provided by incumbent local exchange carriers (“ILECs”). Out-of-region customers must be 
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won one-by-one, and substantial and risky facilities investments must be made before entry can 

occur. 

12. ILECs need to have both a full and compelling product portfolio, a strong brand 

identity, and broad national geographic coverage to be able to succeed in the provision of 

competitive out-of-region local exchange service across numerous dispersed markets. The 

merger allows Bell Atlantic and GTE to take an important step towards fulfilling these three 

requirements. The combined entity will have a robust product portfolio, improving the value 

proposition of its competitive local exchange service by bundling it with long-distance voice/data 

services (especially Internet Protocol based services), and wireless services. The combined 

company will have a broad geographic coverage and existing relationships with key multi- 

location business customers. This can provide a strong base to build a brand with nationwide 

recognition, the third benefit identified above. While both Bell Atlantic and GTE have strong 

brand names in their ILEC territories, their brand identity out-of-region is quite weak. The initial 

step will be through selling GTE’s advanced voice and data products into the multi-location 

customer base already served by Bell Atlantic. Below, I discuss why Bell Atlantic needs to 

respond to the change in today’s competitive marketplace, the increasing demand for broad- 

based, bundled and branded services. Not only is the merger a strategically appropriate response 

to these changes in the marketplaces, it also enhances out-of-region local exchange competition 

by making the combined company a more effective competitor. 

B. Consumers Favor Bundled Product Offerings 

13. The requirements for competitive success in local services are changing rapidly, at 

least for the ILECs. In the past, ILECs could succeed by managing operations to achieve a low- 

cost, high-quality service. Now, they must also compete for customers. This competition is no 

longer based solely on cost and quality; it is increasingly based on the ability of the LEC to 

simplify the purchase decision and the management function for the consumer. 
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14. New technological opportunities are propelling an explosion in consumer 

demand for telecommunications services. However, new options are also adding complexity and 

confusion. Where consumers could only choose local and long distance voice service, a typical 

customer may now have access to, and demand for, wireless service, high-speed data and Internet 

access along with the local and long distance voice. Moreover, the once rigid lines between 

these services are starting to blur. Dramatic demand increases coupled with competition has 

brought forth a wide array of both technologies and providers. What was once a very simple 

decision for the consumer (one provider of local service, three major providers of long distance) 

has mushroomed into a complex decision involving choices among technologies and providers. 

15. Adding further difficulty to the consumer’s decision is uncertainty about the 

quality of the service prior to purchase. Telecommunications services are referred to as 

“experience goods” because there is no way to know, in advance of using or experiencing the 

service, the quality of the service. For such goods, consumers typically rely heavily on brands 

and word-of-mouth for their quality perceptions. 

16. AT&T has clearly decided that bundled national services make business sense and 

is actively gathering customers: 

“‘The Securities Industry Association (SIA) and New York Clearing House 
Association (NYCHA) have contracted with AT&T to provide their members a 
full range of local communications services in locations across the United States. 
The contract ... expands upon an existing local services contract [with] Teleport 
Communications Group (TCG), which merged with AT&T in July. AT&T will 
provide . . . a full portfolio of local voice. data and Internet services in New York, 
Boston and Philadelphia immediately, and in a total of 25 major cities across the 
US. - by the first quarter of 1999. AT&T’s unified local service offer affords 
SIA/NYCHA members the advantage of obtaining local service for all their 
locations from a single provider, instead of negotiating with myriad local phone 
companies around the country. Additionally, AT&T will offer a single bill 
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aggregating local service charges from multiple cities and for multiple services, 
with discounts across all the locations and services.’” [emphasis added16 

17. Therefore, Bell Atlantic and GTE must simplify the complexity and uncertainty 

of purchase for consumers in order to compete successfully for local exchange service out of 

their historical territories. Specifically, to be successful in their national, out-of-region strategy, 

Bell Atlantic and GTE must provide: 

A bundle of services that will meet all the needs of the typical customer (e.g., local 

voice and data, long distance voice and data, and wireless); 

0 A strong brand name or customer presence. 

18. The combination of Bell Atlantic and GTE will be strongly pro-competitive and 

enhance consumer welfare by creating a company that can meet the new requirements for 

success. In meeting these requirements, the combined company will increase customer 

satisfaction and the level of competition in local markets. 

C. The Eroding Position of the Traditional ILEC 

19. The current strategic position of ILECs is precarious, as vigorous competition is 

coming from competitive local exchange carriers (CLECs) for local wireline senice is expanding 

rapidly. Competitors are entering through both wireline technologies, such as AT&T’s TCG 

unit, or MCI WorldCom’s MFS-Brooks-MCIMetro unit, and super-broadband wireless 

technologies, such as Teligent. In addition, ILEC customers are already purchasing advanced 

telecommunications services (such as data transport and wireless) from other providers. These 

advanced services are capturing an ever-increasing portion of the customer’s spending and are 

even starting to replace the core local wireline business. This combination of effects is eroding 

“AT&T Signs 3-Year, $180-Million Local Services Agreement with Financial Services Firms,” PR Newswire, 
Dec. 9, 1998. 
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the traditional ILEC revenue and profit base. The Sustoric value proposition of the ILEC is no 

longer viable. 

20. This two-pronged attack on the ILEC’s local wireline business has been well 

recognized by investment analysts, stressing the need for ILECs to broaden both their geographic 

and product portfolios quickly: 

“Again, as we said in the past, if an RBOC acquires assets or capabilities that take 
them away from being a regional carrier on defense into a more offensive, fully 
integrated national or even global provider then we would gladly rethink our 
investment position on that particular RBOC. 

First quarter 1998 was a very significant watershed event because it showed that 
we are past the point of no return in terms of the Bells’ ability to defend their 
market   hare."^ 

. . .  

2 1. The investment and research community also believes that ILECs need to actively 

address the data market lest they get pushed into the position of a marginal supplier of 

commodity senices: 

“With data rapidly overtaking voice calls as the primary traffic on phone 
networks worldwide, the big phone companies [ILECs] need to retool their 
systems, lest rivals lure away their high-spending business and residential 
customers. . .relegating the Bells to the role of a wholesaler of dumb wires.”* 

22. This shift towards data traffic is being driven primarily by the Intemet and its 

demand for ever-increasing bandwidth. As a response to the increasing demand for high-speed 

access to the Intemet, new technologies are becoming available that make it dramatically cheaper 

to obtain that access. Previously, high-speed access required T-1 technology at approximately 

$1,000 per month -- affordable only for very large businesses. Now high-speed access can be 

Jack Grubman, CUCs  Surpass Bells in Net Business Line Additions For First Time, Salomon Smith Barney, 
May 6, 1998, Part II p.1 (hereinafter “Grubman”). 

Stephanie N. Mehta and John J. Keller, “Sprint Plans to Integrate Voice, Data,” Wall Street Journal, June 3, 
1 9 9 8 , ~ .  A3. 
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obtained at T1 equivalent speeds through xDSL and cable modems for hundreds (or even tens) of 

dollars per month. Consumption of hgh-bandwidth services is therefore set to explode. 

23. Bell Atlantic and GTE are under attack from two directions. First, they are under 

head-on attack from CLECs, which quite rationally are going after the high-volume large 

business customer base with bundled voice and data products. CLECs have made tremendous 

inroads, and are attracting the majority of new business lines, indicating very substantial local 

competition.9 

24. The second attack is coming from substitution of wireless for local wireline 

service. Technology Futures Inc. predicts 30%-40% wireline market share loss to wireless 

within 10 years,lO a trend confirmed by the CEO of Sprint PCS Corp.: 

“[Mlany of our customers are begnning to use their Sprint PCS phones for more 
of their communication needs 
. . .  
In a few cases, customers are actually disconnecting their land-line service and 
using Sprint PCS to make and receive all their calls at home. With Sprint PCS, 
consumers have a wireless phone that offers all the features, benefits and voice 
quality of land-line phone service with the added convenience of mobility.”ll 

25. AT&T Wireless is already competing directly with GTE’s ILEC operation in 

Plano, Texas, offering a wireless second line replacement plan that appears price competitive 

with GTE’s wireline service.12 Prospective share loss to CLECs and wireless providers combines 

to make the outlook for the traditional wireline voice business particularly unattractive. The 

Grubman, supra note 7. 

l o  Technology Futures Lnc., Bypassing the Bells, supra note 4. 

“Sprint PCS Reaches One Million Customers,” quoting Andrew Sukawaty, CEO of Sprint PCS, Sprint PCS 
Press Release, see (www.sprintpcsnews.comireleases/98 02 03.html), February 3, 1998. 

l 2  AT&T is offering its digital wireless service in Plan0 (part of the Dallas-Fort Worth metropolitan area) in a 
package designed to attxact customers interested in second h e s  for their businesses or homes. By offering a $40 
monthly package of unlimited local calling bundled with voicemail, caller ID, call waiting, call forwarding, 
three-way conferencing, and 10 cents-per-minute long-distance service, AT&T hopes to attract second-line 
customers to its standard wireless service. 
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profitable segments are rapidly being eroded while the ILECs are saddled with low-revenue, 

high-cost consumers as they are the carrier of last resort. 

26. Successful entry into the new data intensive market segment is an imperative for 

Bell Atlantic - but t h s  move is fraught with difficulties, as existing competitors in the data 

intensive segment have comparable financial strength. These competitors include: 

AT&T/TCI/TCG 

0 MCI WorldCom 

0 SprintFrance TelecomiDeutsche Telekom 

27. AT&T’s proposed acquisition of IBM’s Global Network and proposed partnership 

with Time-Warner will put AT&T out ahead in the race to be the major provider of integrated 

local and long-distance data services. 

“AT&T would pay three-quarters of the cost of upgrading Time Warner’s cable 
systems to handle voice transmissions. AT&T, in turn, would get three-quarters 
of the revenues from selling the local phone service. A Time Warner Inc. pact 
would cap an unprecedented deal-making spree by AT&T Corp., including an 
agreement Tuesday to buy IBM’s data-networking business for $5 billion. This 
fall, AT&T agreed to buy cable giant Tele-Communications Inc., for $31.7 
billion, but TCI’s cable TV lines are able to reach only about one-third of U.S. 
homes.” 13 

28. The combination of GTE and Bell Atlantic will bring GTE’s strength in data 

initially to Bell Atlantic’s customers and eventually outside of Bell Atlantic’s region. The 

combined company will have the strength to compete successfully both in and out of its region. 

D. The Strategic Requirement for Bundling 

29. An ILEC (e.g., Bell Atlantic or GTE) entering an out-of-region market needs to 

differentiate its products from those of the ILEC and pre-existing CLECs in order to sign up 

l3  Associated Press Online - December 9, 1998. 
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enough customers to make entry profitable. That differentiation is most likely to come through 

provision of an attractive bundled offering, which would combine competitive local exchange 

service with voice and data long distance, high-speed data, Intemet access and transport, and 

wireless service. This need to provide bundled services is well understood by AT&T: 

“AT&T’s national footprint and full range of local services make it 
a natural match for us,’ said H. Pim Goodbody Jr., vice president 
of management services for SIA. ‘Many of our members maintain 
offices in a number of cities, so being able to work with a single 
company for a nationwide portfolio of local services is a 
tremendous benefit. ”’14 

30. Bundling is being used quite successfully by CLECs as a point of differentiation 

with the local ILEC. In addition, CLECs employ bundling in other markets to differentiate their 

product and attract new customers. In wireless, both Sprint PCS and AT&T (Digital One- 

RateT‘“) are using bundling. The very positive response has sent a very strong message that 

bundling is perceived by the consumer as providing a price value as well as simplified pricing 

structure. On a national level, a similar trend is occurring as AT&T is successfully working with 

its newly acquired TCG subsidiary to provide “one stop shopping” for telecommunications 

services to large national businesses. The success that AT&T in particular has demonstrated 

with bundled products is likely to be replicated in the local market. Consumers appear to desire 

strongly simplified price structures and the perception of better value that comes with a bundled 

offering. 

l4 “AT&T Signs 3-Year, $180-Million Local Services Agreement with Financial Services Firms,” PR Newswire, 
Dec. 9, 1998. 
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E. The Need for a Brand 

3 1. Integrated telecommunications providers will require their brand to provide 

consumers with assurances of product quality15 and a greater sense of comfort with their 

purchase decision.16 Brands are especially effective when they are recalled at a key time in the 

purchasing process,17 and when buyers can use them to reduce evaluation costs.18 As 

telecommunications carriers develop an integrated product portfolio bundling voice/data, 

local/long-distance, and wireline/wireless, buyers will rely on brands, making brands a key 

strategic asset.19 Brands are also extremely valuable in the business segment, as well as in the 

residential segment.20 

l 5  “In the absence of a direct, face-to-face supplier-customer relationship, a brand serves as a means of assuring 
product authenticity and consistency of quality - it is, in effect, a promise or ‘pact’ between manufacturer and 
buyer. The brand name assures us that the features, functions and characteristics of the brand will remain 
invariable from purchase to purchase. In this way, the brand provides its maker with the means to provide 
consistently the consumer with intrinsic value or the illusion of such value, or both. 

increasingly in industrial and service sectors brands help us find what it is we are looking for in a sea of apparent 
sameness. No small contribution in, and of, itself. Brands facilitate product or service specification, and allow 
customers to simplify choice and, ultimately, their selection. This is particularly important where actual tangible 
product-differences are subtle, almost non-existent or invisible, such as in many areas of high technology, 
telecommunications, and in the very near future, utilities.” See Pemer, Brand Valuation, 1997, p. 5 .  

I6 “Brand awareness can provide a host of competitive advantages. First, awareness provides the brand with a 
sense of familiarity, and people like the familiar.’’ See David Aaker, “Managing Brand Equity,” 1991, p. 208. 

l7  “[Tlhe salience of a brand will determine if it is recalled at a key time in the purchasing process. For instance, the 
initial step in lproduct selection] is to decide on which brands to consider.” Id., p. 208. 

8 “Buyer evaluation costs: As buyers face increasing problems in evaluating competing products they seek ways 
of economizing on evaluation costs. The most common tactic is to free-ride on the presumed analyses of the 
well informed and buy the market leader.” Richard P. Rumelt, “Theory Strategy and Entrepreneurship,” The 
Competitive Challenge, 1987, p. 147. 

l 9  “Brand awareness is often taken for granted but, in fact, it can be a key strategic asset. In some industries where 
there is product parity, awareness provides a sustainable competitive difference” David Aaker, Strategic Market 
Management, 1995, p. 208. 

between the residential and business segments. Customers in either segment generally appear equally willing to 
try other providers (or stay with Bell Atlantic). See Data Development Corporation, “Bell Atlantic Brand 
Traclung Study; The Business Market; 2ad Quarter Presentation,” and “Bell Atlantic Brand Tracking Study; The 
Residential Market; Znd Quarter Presentation”, October, 1998. 

* . .  

2o Bell Atlantic finds that its brand familiarity, product associations and customer loyalty differs only slightly 
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32. The issue facing all ILECs is that the AT&T, MCI WorldCom and Sprint brands 

have much higher unaided recall (asking consumers what names come to mind when they think 

about telecommunications), as shown in the table below. 

Table 1: Consumers’ Unaided Recall by Telecommunications Brand21 

Brand Unaided Recall 

AT&T 90% 

MCI WorldCom 69% 

Sprint 69% 

GTE22 29% 

BOCs23 36% 

33. As a result of the powerful AT&T brand, the residential population in every single 

region of the country is more lrkely to select AT&T as its choice of local and long distance 

carrier instead of the incumbent local exchange carrier, as shown in the table below. 

Consequently, AT&T has a good chance of achieving dramatic share gains in every segment of 

the country - based almost exclusively on its brand name - once the company begins mass- 

market provision of local service. 

2 1  Id. 

22 Out-of-region, 68% in-region. 

23 Out-of-region, 49% in-region. 
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Table 2: Preferred Provider of Residential Long Distance and Local Ser~ice24~25 

AT&T vs. ILEC, By ILEC Territory 

ILEC Territory 
Ameritech 

Bell Atlantic North 

Bell Atlantic South 

Bell South 

GTE 

SBC Pacific 

SBC (Southwest) 

US West 

Proportion of Customers Choosing 

AT&T ILEC 
38% 

48% 

45% 

38% 

50% 

39% 

43% 

45% 

35% 

24% 

23% 

30% 

29% 

26% 

31% 

23% 

34. In all cases the ILEC’s brands are virtually unknown out-of-region. This lack of 

brand recognition out-of-region is a fundamental obstacle that any ILEC must overcome before a 

successful move can be made out-of-region. Neither Bell Atlantic nor GTE currently have a 

brand that is compelling outside of their existing service territory. Bell Atlantic’s brand is well 

regarded but relatively unknown outside its territory, while GTE’s brand is better known on a 

national level, but without strong associations: 

“Currently, GTE suffers from a general lack of distinction. We are only 
associated with passive qualities such as ‘established,’ ‘stable,’ and ‘friendly.’ 
This lack of a meaningful perceptual ownership exposes GTE to risk in an 
emerging, dynamic marketplace.’qe 

24 The Yankee Group, AT&T Press Release “Yankee Group Survey fmds consumers opt for AT&T as single 
provider,” 1/20/98, (http://www.att.com/presdOl98/980120.chahtml). The Yankee Group survey asked 
residential customers which company they would choose to be a single provider of local and long-distance 
telephone service. 

25 Data Development Corporation, “Bell Atlantic Brand Traclung Study, The Residential Market, 3“‘ Quarter 
Presentation,” October, 1998. 

26 GTE, “GTE Brand Equity Analysis,” October 22, 1998. 
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35. The merger of Bell Atlantic and GTE is therefore a sound approach to position the 

combined company’s brands for the evolution of telecommunications competition. Regional 

recognition as a local service provider is not sufficient-to compete successfully outside the 

existing territories, Bell Atlantic and GTE need to develop a nationally recognized and respected 

brand. 

36. While a cursory analysis suggests that either Bell Atlantic or GTE would have the 

financial resources to build a national telecommunications brand, neither company starts with a 

brand that is likely to be successful on a national scale, and neither company alone has any strong 

product claims on which to base a brand. Building a national brand is already very expensive: 

AT&T spent over $1 billion on advertising alone in 1996 (not counting the cost of creative 

development), and major telecommunications companies increased their advertising spend by 

over 20% between 1996 and 1 997.z7 

37. The combination of Bell Atlantic’s products with GTE’s will provide, for the first 

time, a competitive nationally bundled offering that will be differentiated in the marketplace. 

Using this offering, the combined entity can develop a strong brand and national presence that 

will allow it to enter other local markets successfully 

F. Summary of Pro-competitive Local Exchange Benefits 

38. In summary, the merger of Bell Atlantic and GTE will, for the first time, create an 

ILEC that will have the assets needed for success in the rapidly evolving market for local 

telecommunications. The companies have an excellent chance of becoming an effective out-of- 

region local competitor. The merger of Bell Atlantic and GTE is not the merger of two 

essentially similar ILECs. Rather, it is a merger of companies possessing complementary 

27 Advertising Age estimates that the average yearly advertising spend of a large telecommunications company 
increased 22% from 1996 to 1997, from $364 million to S347 million. Advertising Age, 
(www . adage. c om/dataplace/arch1ves/dp2 6 8. html) and ( w w .  adag e. c om/dataplace/archives/dp2 67. html) . 
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capabilities and products. These complementary products can be bundled and s e d  by Bell 

Atlantic and GTE to provide a differentiated local service offering likely to be compelling to 

customers. 

39. The combination will create numerous strategic beachheads from which to 

establish new service areas outside of their existing temtories. These beachheads are a 

combination of the existing GTE territories on the outskirts of major metropolitan areas and Bell 

Atlantic’s large business customers. 

40. Bell Atlantic brings an established customer base that includes many large 

companies. These large customers can provide the strategic beachheads for out-of-region entry. 

The combination of Bell Atlantic’s customers with GTE’s existing territories will provide the 

combined entity with multiple points of entry into new regions (e.g., Los Angeles, San Francisco, 

San Diego, Dallas-Fort Worth, Houston, Chicago, Cleveland, Indianapolis, Detroit, Miami, 

Orlando, Jacksonville, Seattle, and Portland, OR). 

41. I find that the combination of Bell Atlantic and GTE significantly enhances the 

out-of-region entry prospects in twenty-one major markets spread throughout the territories of 

SBC, Ameritech, BellSouth and US West.28 Specifically, the merger increases the expected 

profitability of out-of-region entry by increasing the base of “likely prospects” for the 

competitive local exchange operation, by increasing the prospective “take rate” of each customer, 

and by expanding the demand for each senice when taken. 

42. First, the combined entity expects that a certain proportion of the companies’ pre- 

existing relationships with large business customers in the target out-of-region area can be 

converted into actual demand for telecommunications services. A simple pooling alone of the 

28 Bell Atlantic and GTE plan to enter 2 1 out-of-region metropolitan areas within 18 months of the merger’s 
completion. See Presentation by Charles R. Lee, Chairman and CEO. GTE Corporation, FCC Meeting on 
Mergers, October 22, 1998. 
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pre-existing relationships would already increase the expected out-of-region customer base. 

Second, by enhancing the product portfolio and brand positioning, each new customer is more 

likely to subscribe to each of the services in the enlarged portfolio, thereby increasing each 

service’s “take” rate. Third, customers are likely to consume more units of the services “taken” 

from the combined company, as the local services will be integrated with voice and data long- 

distance services provided over owned facilities (instead of resold facilities, as per Bell Atlantic’s 

current out-of-region plans), and therefore of effectively higher quality. Fourth, the increased 

“take rate’’ and consumption reduces the minimum number of customer required for successful 

entry. 

43. Bell Atlantic and GTE’s plans to enter out-of-region in 21 metropolitan areas 

reflects these strategic merger synergies. The companies’ strategic analysis finds that, without the 

merger, competitive entry is unprofitable in the vast majority of these target areas. Neither 

company is expected to recoup its capital and marketing investments on its own within a 

reasonable period of time. GTE has a relatively small base of “likely prospects,” and therefore 

does not expect to sign up enough customers to make entry profitable. The expected profitability 

of Bell Atlantic’s standalone entry, on the other hand, is hampered by its incomplete product 

portfolio. This deficiency translates to a low take rate and low demand for services that (without 

GTE) Bell Atlantic would only provide over resold facilities, such as out-of-region dedicated 

high-speed transport. Entry by the merged entity, however, is expected to be profitable in all of 

these target areas, as the merger favorably impacts the base of high-probability marketing 

prospects, and the enhanced product portfolio increases both the expected take rate and expected 

per customer usage of each service. The expected higher take and per customer usage rates 

actually reduce the number of customers required to break even on the entry. The larger base of 

prospects increases even further the probability that this lower break even point will be reached, 

to the point that entry is expected to be profitable by the combined company in all of the 21 
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target markets. The merger will therefore be procompetitive, sparking significant additional local 

competition and competitive responses, all to the benefit of consumers. 

IV. THE PROPOSED MERGER WILL ENHANCE COMPETITION IN LONG 
DISTANCE VOICE AND DATA SERVICES 

44. The transaction will also be strongly pro-competitive in the provision of long 

distance voice and data services. I will focus my analysis on long distance data services, as the 

benefits on the voice side of combining a newly created facilities-based network (GTE) with a 

reseller (as Bell Atlantic will be out-of-region when it obtains Sec. 271 authority) are generally 

well understood. On the other hand, the provision of data services is much more dominated by 

AT&T, MCI WorldCom, and Sprint than are voice services, as evidenced by the fact that AT&T 

and MCI WorldCom have repeatedly boosted data service prices over the last twelve months.29 

Nor have the newer networks delivered on their promise to increase competition - for example, 

industry observers dismiss the much touted upstart canier Qwest Communications as “the 

epitome of hype.”3O 

45. The transaction will increase competition in long distance data provision by 

speeding up deployment of a new national long distance data network that can effectively 

compete with the Big Three facilities-based providers. The MCI WorldCom transaction has 

29 

30 

For evidence of repeated price hikes by AT&T and MCI Worldcom for data services: David Rohde, “AT&T 
hikes prices of popular h m e  relay speeds,” Network World, November 9, 1998, “Right out of the gate, an MCI 
price hike,” Network World, November 17, 1997, “AT&T hikes prices across the board,” Network World, 
November 5 ,  1997, “AT&T raises private-line rates, lowers *e-relay charges,” Network World, November 4, 
1996. The Big Three incumbents in a concentrated data market have taken advantage of soaring demand to raise 
prices: “If you think the Internet is backed up, wait until you go out and try to buy a T-3 circuit. You’re likely 
to fmd that high-speed pipes are suddenly hard to come by, installation intervals are lengthening, and prices 
continue to increase.” David Rohde, “The Great T-3 Shortage,” Nerwork World, March 3 1, 1997. 

David Rohde, “Qwest Throws Down Pricing Gauntlet,” Network World, Dec. 14, 1998. The author also notes 
that “[Qwest currently has] little more to offer than voice-over-IP in a handful of cities . . . Qwest’s IP network is 
still a work in progress, and that it does not plan dial-up access or an Dp virrual private network until sometime 
next year,” and that it “it is currently [delivering] enterprise services using a second non-pure IP network” 
obtained from its takeover of LCI. 
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removed an important fourth competitor, MCI, and opened up a substantial gap between the three 

leading firms and the competitive fringe. As has been shown in the MCI WorldCom merger 

proceeding, there is a dearth of networks that are truly national in reach.jl While some newer 

carriers such as Qwest are putting fiber in the ground, their network construction is not 

proceeding as quickly as originally planned.32 Most importantly, these new networks do not 

have a geographcal reach (in terms of points-of-presence) and service breadth (in terms of 

product platforms) comparable to that of the Big Three.33 For example, only the Big Three 

currently possess a service platform for delivering voice-based Virtual Private Network 

capability or a nationwide Asynchronous Transport Mode (“ATM’) or Frame Relay (“FR’) data 

transport offering. 

46. Construction of a national long distance network providing ubiquitous service to 

all markets, not just to the top urban centers, requires large volumes of traffic to achieve 

necessary economies. Although GTE is making substantial gains in long distance (voice and 

data), selling long distance to its own dispersed customer base will not generate sufficient traffic 

to deploy a full-fledged network. While GTE’s “Global Network Infrastructure,” or GNI, fiber 

will soon be in place, building a full network is far from complete. Carriers need to deploy 

switches and cross-connect systems, establish points-of-presence (“POPS”), develop service 

platforms, and implement billing and operations support systems. It is this set of post-fiber 

31 Long Distance Affidavits of Robert G .  Harris on behalf of GTE C o p ,  in WorldCom Inc. andMCZ 
Communications COT. Proposed Transfer of Control CC Docket No. 97-2 11, filed March 13, 1998 (First 
Long Distance Affidavit) at Mj52-60, and May 7, 1998 (Second Long Distance Affidavit), at Mj52-72. 

j2 “‘Qwest has grudgingly acknowledged the impact to their customers of its build-out delays,’ said Joseph P. 
Nacchio, president and CEO of Qwest. ‘It is unfortunate that Frontier believes Qwest is impacting their eamings 
in any way. We value all our customers, like Frontier, and we will continue to work hard to provide them with 
the most advanced, secure fiber optic network in the world.’ ” Analyst Briefing, Qwest Communications, July 
23, 1998. In that briefing Qwest acknowledged that Frontier’s purchase of fiber in the Southeast US. from 
Williams was understandable, as Qwest was not reportedly “not interested” in pursuing that business opportunity 
with Frontier. The delays in the build-out in Qwest’s network have been amply documented before this 
Commission in the Harris Second Long-Distance AfFdavit, at v66-69. 

33 Harm3 First Long Distance AfFidavit at fl127-135. 
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investments that determines a network’s functionality. Moreover, a company’s expected traffic 

volumes critically determine whether these investments are made. Combining Bell Atlantic’s 

existing and projected voice and data traffic onto the customer base will provide the scale 

necessary to meet its break-even point for specific deployment in many more markets. 

47. I have calculated that, as a result of the combination of the two companies’ 

projected data traffic streams, the new company would likely be able to expand by over 15% the 

number of cities where it could profitably offer data services in 2001. I have reviewed GTE’s 

data traffic revenue projections for 94 major metropolitan areas, which indicate that GTE would 

find it profitable to provide data services as a stand-alone entity in only 70 of these areas by 

2001. The decision to establish data service in a particular city is straightforward - can the 

company attract enough traffic, both origmating and terminating in that city, to recover the start- 

up investment required for the initial terminal equipment facilities. I have also reviewed Bell 

Atlantic’s traffic projections for data services, comprising FR and ATM services as well as 

private line (“PL”) services. These internal projections were predicated on construction of 

owned facilities in-region (subject to Sec. 271 authorization) and use of resold facilities out-of- 

region. I then projected the combined company’s data revenues in 2001 by combining the 

estimated revenues from Bell Atlantic’s projected data traffic to the GNI’s existing data traffic 

revenue projections. Cities where the combined companies’ revenue stream would likely exceed 

the break-even threshold were then identified as possible new markets where expansion would be 

justified. 

48. As a result of the additional traffic that would be contributed by Bell Atlantic, I 

estimate that the combined company would have sufficient traffic by 2001 to support the 

provision of data services in at least eleven additional metropolitan areas: West Palm Beach 

(FL), Tucson (AZ), Tallahassee (FL), Omaha @-E), Macon (GA), Greensboro (NC), Eugene 

(OR), Des Moines (IA), Anaheim (CA), Springfield (MA), and Portsmouth (VA). In other 

words, when combined, the companies’ projected revenue stream in these cities exceeds the 
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break-even threshold. It is important to stress that these would be net additions to the cities 

where data services would have been provided over owned facilities by GTE or Bell Atlantic 

independently. In the case of the additional cities in Bell Atlantic’s ILEC region (Springfield, 

MA and Portsmouth, VA), Bell Atlantic does not expect its standalone traffic to justify 

construction of facilities. Once this traffic is added to GTE’s own projected sales, and the 

existence of the GNI taken into account, however, construction of the additional facilities to 

provide data services in these cities would become economical. Additionally, the bundling 

opportunities offered by long distance data services in these cities would also reinforce the 

combined entity’s competitiveness in local service provision, and advance GNI’s network 

deployment schedule by one to two years. 

49. Placing Bell Atlantic’s traffic on the GNI would significantly enhance the 

company’s competitive position in data services. In addition to traffic projections, I have also 

reviewed GTE’s projections for the installed data capacity on the GNI - that is, the quantity of 

DS-3 equivalent data connections that would be provided by the data switches and cross-connect 

capacity that GTE plans to install in the future. These projections also included the average 

annual cost per unit of installed data capacity, which is expected to decline sharply as capacity 

increases. Based on the review of Bell Atlantic’s projected data traffic as a standalone entity 

described above, I find that adding this traffic to the GNI would involve an expansion in the 

GNI’s installed data capacity of approximately 25% by 2001. Using the declining average 

capacity cost from GTE’s projections, I further estimate that adding Bell Atlantic’s PL-FR-ATM 

traffic to the GNI would reduce the GNI’s unit capacity cost by at least 10%. In other words, the 

incremental traffic requires a relatively inexpensive incremental capacity addition. Not only 

would the combined company’s average production cost be lower, but a significant financial 

benefit would be realized by replacing Bell Atlantic’s small scale network in region and resold 

service (purchased at wholesale rates) out-of-regon with the more scale-efficient facilities of the 
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GNI. In addition, the merged company could expect additional significant savings by similarly 

combining Bell Atlantic’s and GTE’s voice and Internet Protocol (IP) traffic on the GNI. 

50. Thus, the merger of Bell Atlantic and GTE will add a fourth competitor able to 

challenge the three leading firms in the provision of integrated voiceidata services on both a 

national and local level. Neither alone has all the assets required to attack credibly this market in 

the near term, but the combined company will be able to reduce significantly the time needed to 

meet competition in the marketplace. 

51. The merged company will be able to offer national bundled services more 

effectively than either would be able to alone. While both companies have the potential to offer 

t h s  service sometime in the future, GTE brings immediate customer credibility in IP and long 

distance, while Bell Atlantic brings credibility and extensive relationships with large customers. 

GTE has had only partial success pursuing this strategy due to the lack of pre-existing customer 

relations, which are critical in a service contract-driven b~siness.3~ Absent Bell Atlantic’s scale 

and customer base, GTE is unlikely to catch the three leading datdvoice national carriers, and 

will remain at best a distant fourth. GTE’s dispersed customer base limits its ability to support 

new Internet services that require substantial up-front investments, and makes for higher 

customer acquisition costs than those of its competitors. 

V. THE PROPOSED MERGER WILL ENHANCE COMPETITION IN bT’I”TRNET 
SERVICES 

52. The increase in the size of GTE’s Internet operation will confer a significant pro- 

competitive benefit by augmenting competition amongst backbone providers. This will ensure 

that no single provider dominates the Internet. Despite the interneth4CI divestiture, the 

competition between backbone providers remains an issue. MCI WorldCom and Sprint operate 
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the leading Internet backbones. In addition, MCI WorldCom owns the leading business ISP, 

UUNet, and Sprint has a substantial stake in Earthlink, one of the largest national ISPs, and is 

reportedly moving to acquire full control.35 AT&T’s completed TCG acquisition and its 

proposed transactions with TCI, IBM, and Time-Warner may lead to the creation of a dominant, 

mregulated provider of high-speed two-way broadband consumer access.36 

53. In the MCI WorldCom proceeding, it became apparent that asymmetry amongst 

backbone providers on the Internet (where interconnection is appropriately unregulated) provides 

opportunities for a dominant f i rm-or  an oligopoly of large firms-to degrade the quality of 

peering connections with competing backbone providers. Since the value of each backbone’s 

network increases as the number of customers on that network increases, unilateral growth of any 

one of the three largest backbones will push more and more customers to that network, creating 

the potential for a “tipping” effect.37 Major Internet backbones currently exchange traffic 

through peering arrangements, exchanging traffic without charge.38 These arrangements only 

work where the backbones handle roughly comparable traffic volumes - if one of the backbones 

were to grow significantly larger than the others, its competitors would become dependent on the 

larger backbone, and it could refuse to continue the existing peering arrangement~3~ 

34 See Declaration of Jeffery C. Kissell and Scott M. Zimmexman Declaration, at 115. 

35 Crandall-Sidak Declaration, 7 48. 

36 Id. 

37 Internet Afidavits of Robert G. Harris on behalf of GTE Corp., in WorldCom Inc. and MCI Communications 
COT. Proposed Transfer of Control CC Docket No. 97-2 11, filed March 13, 1998 (First Intemet Affidavit) at 
769- 75, and June 8, 1998 (Second Intemet Affidavit), at 755.  

38 Id. 

39 Id. 
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54. Against the backdrop of increasing asymmetry between the Big Three and the rest of 

the pack, the Bell Atlantic-GTE merger will have a strong pro-competitive benefit by sustaining 

GTE’s traffic volumes and accelerating its growth rate. This growth would undermine the ability 

of a dominant firm (or a group of firms coordinating their behavior) to drive competitors from 

the market of top-tier backbone providers. Because backbone service is a necessary input to 

almost all Internet services-including business and ISP customers, web hosting, and dial-up 

access-such anti-competitive behavior, were it to occur, would have severe consequences for all 

types of Internet consumers. 

VI. CONCLUSION 

55.  The combination of Bell Atlantic and GTE will be highly pro-competitive. In 

local service provision, the combined companies’ competitiveness will be enhanced by the 

ability to offer a highly competitive bundle of local, data, wireless and long-distance services, 

and to sell these bundled products through the Bell Atlantic base of large business customers. 

This bundled offering can be the product platform from which the combined entity can develop a 

national brand and initiate out-of-region ILEC vs. ILEC competition. The incremental traffic 

onto GTE’s GNI will result in substantial cash savings and an enhanced competitive position in 

long-distance voice and data semices. The additional traffic will improve the merged company’s 

competitive position through lower unit costs, replacement of resold wholesale service with self- 

supplied service over owned facilities, and increase in the number of metropolitan areas where 

the minimum traffic requirements for offering terminating data services are met. Finally, the 

additional traffic onto GTE’s ISP and backbone networks will safeguard the competitiveness of 
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the internet and enhance competition between unregulated backbone networks. The combination 

of GTE and Bell Atlantic will create a company with the skills and resources necessary to 

compete effectively with the established companies in each segment. 

56. I therefore conclude thai the merger of Bell Atlantic and GTE will only enhance 

competition and consumer welfare in telecommunications - in both the immediate term and in 

the future - and that the application for transfer of control should be approved. 
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I hereby swear, under penalty of perjury, that the foregoing is true and correct. 

David J. Teece 

Executed on this 1 8th day of December, 1998. 
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EDUCATION 

Ph.D., Economics, UNIVERSITY OF PENNSYLVANIA, 1975. 

M.A., UNIVERSITY OF PENNSYLVANIA, 1973. 

M.Comm. (Honors I), UNTVERSITY OF CANTERBURY, 197 1 

B.A., UNIVERSITY OF CANTERBURY, 1970. 

PRESENT POSITION 

LECG, INC. 
Principal 

WALTER A. HAAS SCHOOL OF BUSINESS, UNlVERSIlY OF CALIFORNIA, Berkeley, CA, 
1982 - present. 
Professor of Business Administration 

UNIVERSITY OF CALIFORNIA, Berkeley, CA, 1989 - present. 
Holder, Mitsubishi Bank Chair 

INSTITUTE OF MANAGEMENT, INNOVATION AND ORGANIZATION (IMIO), 
UNMZRSITY OF CALIFORNIA, Berkeley, CA, 1994 - present. 
Director 

CENTER FOR RESEARCH IN MANAGEMENT (CRM), U"ERSITY OF CALIFORNZA, 
Berkeley, CA, 1983 - 1994. 
Director 
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PROFESSIONAL EXPERIENCE 
ST. C A T H E W S  COLLEGE, Oxford University, and Oxford Institute for Energy Studies, 
Spring 1989. 
Visiting Fellow 

STANFORD UNIVERSITY, Graduate School of Business, 1975 - 1982. 
Associate Professor of Business Economics, 1978 - 1982. 
Assistant Professor of Business Economics, 1975 - 1978. 

UNIVERSITY OF PENNSYLVANIA, Department of Economics, 1978 - 1979. 
Visiting Associate Professor of Economics 

UNIVERSITY OF CANTERBURY, 1971 
Assistant Lecrurer in Economics 

EXTERNAL GRANTS AND PROFESSIONAL AWARDS 

1973- 1974 

1978 
1978-198 1 

June 1982 
1984-1987 
1986- 1992 
1987-1988 
1987- 1988 
1988-199 1 
1989 

1989-1991 
1989- 1992 
1990- 1995 
1992 
1992- 

1994- 

1994- 
1994- 

Penfield Traveling Fellowship in Diplomacy, International Affairs, and 
Belles-Lettres 
Mellon Foundation Junior Faculty Fellowship 
National Science Foundation Grant 
Esmee Fairbairn Senior Research Fellow, University of Reading, England 
National Science Foundation Grant 
Lynde and Harry Bradley Foundation Grant 
Sloan Foundation Grants 
Japan-U.S. Friendship Commission Grant 
Pew Foundation Grant 
Enterprise Oil Fellowship in Energy Economics, St. Catherine's College, 
Oxford University 
Smith Richardson Foundation Grant 
Sasakawa Peace Foundation Grant 
Sloan Foundation Grant 
Distinguished Visitor, Policy Studies Group, Tokyo 
US.-Japan Industry Technology Management Training Program 
Grant, U.S. Department of DefensdAir Force Office of Scientific Research 
@OD/AFOSR) 
Ameritech Foundation Grant - Consortium for Research on 
Telecommunications Policy 
United States Information Agency Grant 
Eurasia Foundation Grant 
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1997 

1998 
1998 

Distinguished Speaker, Academy of Management Technology and Innovation 
Management Division, Boston 
Christensen Fellow, St. Catherine College, Oxford University 
Clarendon Lectures in Management Studies, Oxford University. 

AFFILIATIONS 

Prior 
Editorial Board, California Management Review. 
Editorial Board, Strategic Management Journal. 
Editorial Board, Human Relations. 
Co-director, Management of Technology Program, University of California at Berkeley. 
Co-director, Nomura School of Advanced Management, Nomura-Berkeley Strategc Management 
of Innovation Program. 
Member, Royal Economic Society. 

Pres en t 
Co-editor and co-founder, Industrial and Corporate Change (Oxford University Press). 
Member, American Economic Association. 
Member, American Bar Association. 
Member, Licensing Executives Society. 
Member, Council on Foreign Relations. 
Member, Pacific Council on International Policy. 
Member, International Joseph A. Schumpeter Society. 
Chairman, Consortium on Competitiveness and Cooperation. 
Director, Consortium for Research on Telecommunications Policy. 
Member, The Benjamin Franklin Society. 
Faculty, Energy and Resources Group, University of California, Berkeley. 
Member, International Advisory Board, R & D Enterprise. 
Member, International Academy of Management. 

BUSINESS AFFILIATIONS 
Chairman, Board of Directors, LECG, INC., MC., 1988- . 
Member, Board of Directors, The Atlas Funds, 1989- . 
Member, Board of Trustees, Atlas Insurance Trust, 1997- 

PUBLICATIONS 

Articles 

1) "The Determination of Residential Section Prices in Some South Island Centres" (with R. E. 
Falvey), New Zealand Economic Papers, 1972. 
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"Time-Cost Tradeoffs: Elasticity Estimates and Determinants for Intemational Technology 
Transfer Projects," Management Science, 23:8 (April 1977), 830-837. 

"Technology Transfer by Multinational Firms: The Resource Cost of Transfemng 
Technological Know-How," The Economic Joumal, 87 (June 1977), 242-261. Reprinted in E. 
Mansfield and E. Mansfield (eds.), The Economics of Technical Change (London: Edward 
Elgar, 1993). Reprinted in M. Casson (ed.), Multinational Corporations, The Intemational 
Library of Critical Writings in Economics 1 (England: Edward Elgar Publishing, 1990), 185- 
204. 

"Organizational Structure and Economic Performance: A Test of the Multidivisional 
Hypothesis" (with Henry h o u r ) ,  The Bell Journal of Economics, 9: 1 (Spring 1978), 106- 
122. Reprinted in J. Barney and W. Ouchi (eds.), Organizational Economics: Toward a New 
Paradigm for Studying and Understanding Organizations (San Francisco: Jossey-Bass, 1986). 

"Overseas Research and Development by U.S.-Based Firms" (with E. Mansfield and A. 
Romeo), Economica, 46 (May 1979), 187-196. Reprinted in Wortzel and Wortzel (eds.), 
Strategic Management of Multinational Corporations (New York: John Wiley, 1985). 

"The Difhsion of an Administrative Innovation," Management Science, 265  (May 1980), 464- 
470. 

"Vertical Integration and Technological Innovation" (with Henry Armour), The Review of 
Economics and Statistics, 62:3 (August 1980), 470-474. 

"Economies of Scope and the Scope of the Enterprise," Journal of Economic Behavior and 
Organization, 1 :3 (1 980), 223-247. Republished as "La Diversificazione Strategica: 
Condizioni di Efficienza," a cura de Raoul C. D. Nacamulli e Andrea Rugiadini, 
Organizzazione e Mercato (Bologna, Italy: Mulino, 1985), 447-476. Exerpted in Resources, 
Firms and Strategies, Nicolai Foss (ed.), Oxford University Press, 1997. 

"The Multinational Enterprise: Market Failure and Market Power Considerations," Sloan 
Management Review, 22:3 (Spring 198 l), 3-17. Republished as "Riflessioni Sull'impresa 
Multinazionale: Potere de Mercato o Crisi del Mercato," a cum de Raoul C. D. Nacamulli e 
Andrea Rugiandini, Organizzazione e Mercato (Bologna, Italy: Mulino, 1985), 477-498. 

"The Market for Know-How and the Efficient International Transfer of Technology," - The 
Annals of the Academy of Political and Social Science, (November 198 l), 8 1-96. 

"Internal Organization and Economic Performance: An EmpGcal Analysis of the Profitability 
of Principal Firms," Journal of Industrial Economics, 30:2 (December 1981), 173-199. 

"A Tariff on Imported Oil" (with James Griffin), Journal of Contemporary Studies (Winter 

"An Exchange on Oil Tariffs" (with Milton Friedman and James Griffin), Journal of 
Contemporary Studies (Summer 1982), 55-60. 

"Supplier Switching Costs and Vertical Integration in the Automobile Industry" (with Kirk 
Monteverde), The Bell Joumal of Economics, 13:l (Spring 1982), 206-213. Reprinted in 
Steven G. Medema (ed.), The Legacy of Ronald Coase in Economic Analysis (London: 

1982), 89-92. 
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Edward EIgar Publishing, 1995); in Oliver E. Williamson and S. E. Masten (eds.), Transaction 
Cost Economics, Volume 11: Policy and Applications (Aldershot, England: Edward Elgar 
Publishing, 1995), 66-73. Also reprinted in S.E. Masten (ed.), Case Studies in Contracting and 
Organization (New York: Oxford University Press, 1996). Reprinted in Transaction Cost 
Economics, Oliver E. Williamson and S. E. Masten (eds.), for The Intemational Library of 
Critical Writings in Economics, Mark Blaug (ed.) (Cheltenham, United Kingdom: Edward 
Elgar Publishing Ltd., 1995). 

"Appropriable Rents and Quasi-Vertical Integration" (with Kirk Monteverde), The Journal of 
Law and Economics, Vol. XXV (October 1982), 321-328. 

"A Behavioral Analysis of OPEC: An Economic and Political Synthesis," Journal of Business 
Administration, 13 (1982), 127-159. 

"Towards an Economic Theory of the Multiproduct Firm," Journal of Economic Behavior and 
Organization, 3 (1982), 39-63. Reprinted in Louis Putterman and R.S. Kroszner (eds.), The 
Economic Nature of the Firm: A Reader (Cambridge: Cambridge University Press, 1986). 
Reprinted in Oliver E. Williamson and Scott E. Masten (eds.), Transaction Cost Economics, 
Vol. 1 : Theory and Concepts (London: Edward Elgar Publishing, 1995), 153- 177. 

"Assessing OPEC's Pricing Policies," California Management Review, 26: 1 (Fall 1983), 69-87. 

"The Limits of Neoclassical Theory in Management Education" (with Sidney G. Winter), 
American Economic Review, 74:2 (May 1984), 1 16- 12 1. 

"Economic Analysis and Strategic Management," California Management Review, 26:3 
(Spring 1984), 87-1 10; reprinted in J. Pennings (ed.), Organizational Strategy and Change (San 
Francisco: Jossey-Bass, 1985); and in D, Vogel and G. Carroll (e&.), Stratem and 
Organization: A West Coast Perspective (New York: Pitman, 1984). 

"Multinational Enterprise, Internal Governance, and Industrial Organization,," Amencan 
Economic Review, 75:2 (May 1985), 233-238. 

"Transactions Cost Economics and the Multinational Enterprise: An Assessment," Journal of 
Economic Behavior and Organization, 7 (1 986), 2 1-45. 

"Assessing the Competition Faced by Oil Pipelines," Contemporary Policy Issues, IV, 4 

"Profiting from Technological Innovation: Implications for Integration, Collaboration, 
Licensing and Public Policy," Research Policy, 15:6 (1986), 285-305. (Selected by the editors 
as one of the best papers published by Research Policy over the period 197 1-1 99 1 .) 
Republished in Ricerche Economiche, 4 (OctoberlDecember 1986), 607-643, and as 
"Innovazione Technologica e Success0 Imprenditonale," L'hdustria, 7:4 (OctoberiDecember 
19861.605-643; translated into Russian and published at St. Petersburg University. Abstracted 

(October 1986), 65-78. 

in The Journal of Product Innovation Management, 5: 1 (March 1988). Reprinted in C. 
Freeman (ed.), The Economics of Innovation (U.K.: Edward Elgar Publishing), 1990 
hardback; 1998 paperback. 

"Vertical Integration and Risk Reduction" (with C. Helfat), Journal of Law, Economics, and 
Organization, 3: 1 (Spring 1987), 47-67. 
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"Acceptable Cooperation among Competitors in the Face of Growing International 
Competition" (with Thomas M. Jorde), Antitrust Law Joumal, 58:2, (37th Annual Meeting, 
Honolulu, Hawaii, August 1989), 529-556. 

"Capturing Value from Technological Innovation: Integration, Strategic Panering, and 
Licensing Decisions," Interfaces, 18:3 (May/June 1988), 46-6 1. Reprinted in Bruce R. Guile 
and H. Brooks (eds.), Technology and Global Industry (Washington, DC: National Academy 
Press, 1987), 65-95; and in F. Arcangeli, P.A. David, and G. Dosi (eds.), Modem Patterns in 
Introducing and Adopting Innovations (Oxford: Oxford University Press, 1989); and in E. 
Rhodes and D. Wield (eds.), Implementing New Technologies: Innovation and the 
Management of Technology (Oxford and Cambridge, MA: Basil Blackwell, 1994), 129-140; 
and in Michael L. Tushman and Philip Anderson, Managing Strategic Innovation and Change: 
A Collection of Readings (New York and Oxford: Oxford University Press, 1997), 287-306. 

"Competing Through Innovation: Implications for Market Definition" (with Thomas M. 
Jorde), Chicago-Kent Law Review, 64:3 (1989), 741-744. (Symposium on Antitrust Law and 
the Internationalization of Markets). 

"Competition and Cooperation: Striking the Right Balance" (with Thomas M. Jorde), 
California Management Review, 31:3 (Spring 1989), 25-37. Reprinted as "Concorrenza e 
Cooperazione Nelle Strategie di Sviluppo Technologico," Economia e Politica Industriale, n. 64 
(1989), 17-45. 

"Competition and Cooperation in Technology Strategy," Business Review, 36:4 (March 1989) 
(Tokyo: The Institute of Business Research, Hitotsubashi University). 

"Innovation, Cooperation, and Antitrust: Balancing Competition and Cooperation" (with 
Thomas M. Jorde), High Technology Law Journal, 4: 1 (Spring 1989), 1-1 13. 

Ynter-organizational Requirements of the Innovation Process," Managerial and Decision 
Economics, Special Issue, 1989, pp. 35-42. 

"Struktur und Organisation der Deutschen und der US-Gaswirtschaft im Vergleich: 
Folgerungen fTir den Status der Gasversorgungsuntemehmen" (with Manfred J. Dirrheimer), 
Zeitschrift fiir Energiewirtschaft, 1 (1989), 36-50. 

"Structure and Organization of the Natural Gas Industry: Differences between the United 
States and the Federal Republic of Germany and Implications for the Carrier Status of 
Pipelines," The Energy Journal, 11:3 (1990), 1-35. 

"Strategies for Capturing Value from Technolog-ical Innovation,," Thai-American Business, 
May-June '1990,30-38. Reprinted as "Capturing Value from Innovation," Les Nouvelles, 26: 1 

"Les Frontikes des Entreprises: Vers une Thbrie de la Coherence de la Grande Entreprise" 
(with G.  Dosi and S. Winter), Revue d'Economie Industrielle, 51, ler trimestre 1990,238-254. 

"Innovation and Cooperation: Implications for Competition and Antitrust" (with Thomas M. 
Jorde), Journal of Economic Perspectives, 4:3 (Summer 1990), 75-96. 

(March 199 l), 2 1-26. 
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"Innovation, Dynamic Competition, and Antitrust Policy" (with Thomas M. Jorde), Regulation, 
13:3 (Fall 1990), 35-44. 

"Product Emulation Strategies in the Presence of Reputation Effects and Network Extemalities: 
Some Evidence from the Minicomputer Industry" (with Raymond S. Hartman), Economics of 
Innovation and New Technology, 1 ( 1990), 157- 182. 

"Antitrust Policy and Innovation: Taking Account of Performance Competition and 
Competitor Cooperation" (with Thomas M. Jorde), Journal of Institutional and Theoretical 
Economics, 147 (1991), 118-144. 

"Capturing and Retaining Value from Innovation," Technology Strategies (August 199 l), 8- 10. 

"Innovation, Trade, and Economic Welfare: Contrasts between Petrochemicals and 
Semiconductors," North American Review of Economics & Finance, 2(2) (1991), 143-155. 

"Strategic Management and Economics" (with Richard P. Rumelt and Dan Schendel), Strategic 
Management Journal, 12 (1991), 5-29. 

"Foreign Investment and Technological Development in Silicon Valley," California 
Management Review, 34:2 (Winter 1992), 88-106. Translated into Russian and published at 
St. Petersburg University. 

"Competition, Cooperation, and Innovation: Organizational Arrangements for Regimes of 
Rapid Technological Progress," Journal of Economic Behaviour and Organization, 18, ( 1992), 
1-25. Reprinted in Industrial Policy and Competitive Advantage, David B. Audretsch (ed.), for 
The International Library of Critical Writings in Economics, Mark Blaug (ed.) (Cheltenham, 
United Kingdom: Edward Elgar Publishing Limited, forthcoming). 

"The Dynamics of Industrial Capitalism: Perspectives on Alfred Chandler's Scale and Scope 
(1990)," Journal of Economic Literature, 31 (March 1993), 199-225. Reprinted in Patick 
O'Brien (ed.), Critical Perspectives on the World Economy (London: Routledge, 1997/1998). 

"Rule of Reason Analysis of Horizontal Arrangements: Agreements Designed to Advance 
Innovation and Commercialize Technology" (with Thomas M. Jorde), Antitrust Law Journal, 

"Trans-Pacific Competitive Challenges for Innovation and Renewal," Technology Rivalries 
and Synergies between North America and Japan, Symposium III, Licensing Executives 
Society (March 28-30, 1993), 7-22. 

"Assessing Market Power in Regimes of Rapid Technological Change" (with Raymond S. 
Hartman, Will Mitchell and Thomas M. Jorde), Industrial and Corporate Change, 2:3 (1993), 

6 1 :2 (1 993), 576-6 19. 

3 17-350. 

"Understanding Corporate Coherence: Theory and Evidence" (with R. Rumelt, G. Dosi and S. 
Winter), Journal of Economic Behavior and Organization, 23:l (1994), 1-30. Reprinted in 
Theory of the Firm, Mark Casson (ed.), (hndon: Edward Elgar, 1997). 
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"Information Sharing, Innovation, and Antitrust," Antitrust Law Journal, 62:2 (Winter 1994), 
465-48 1. Reprinted in Horst Albach, Jim Y. Jin, and Christoph Schenk (eds.), Collusion 
through Information Sharing? New Trends in Competition Policy (Berlin: Edition Sigma, 

"Systems Competition and Aftermarkets: An Economic Analysis of Kodak" (with Carl 
Shapiro), The Antitrust Bulletin, 39:l (Spring 1994), 135-162. 

"The Dynamic Capabilities of Firms: An Introduction" (with Gary Pisano), Industrial and 
Corporate Change, 3:3 (1994), 537-556. 

1996), 5 1-68. 

"Telecommunications in Transition: Unbundling, Reintegration, and Competition," Michigan 
Telecommunications and Technology Law Review, 4 (1995). 

"Competition and 'Local' Communications, Innovation, Entry and Integration" (with Gregory 
L. Rosston), Industrial and Corporate Change, 4:4 (1995), 787-814. Reprinted in E.M. Noam 
and A.J. Wolfson (eds.), Globalism and Localism in Telecommunications (North Holland: 
Elsevier Science B. V., 1997), 1-25. 

"Estimating the Benefits from Collaboration: The Case of SEMATECH" (with Albert N. Link 
and William F. Finan), Review of Industrial Organization, (1 996), 737-75 1. 

"When is Virtual Virtuous? Organizing for Innovation" (with Henry W. Chesbrough), Harvard 
Business Review (January-February 1996), 65-73. Also in John Seely Brown (ed.), Seeing 
Things Differently: Insights on Innovation (Boston, MA: Harvard Business School 
Publishing, 1997), 105-1 19. 

"Licensing and Cross-Licensing in Electronics: Managing Intellectual Capital for Design 
Freedom and Wealth Creation," (with Peter C. Grindey), California Management Review, 
39:2, (Fall 1996), 1-34. 

"Finn Organization, Industrial Structure, and Technological Innovation," Joumal of Economic 
Behavior & Organization, 3 1 ( 1996), 193-224. 

"Economic Reform in New Zealand 1984-95: The Pursuit of Efficiency" (with Lewis Evans, 
Arthur Grimes and Bryce Wilkinson) Journal of Economic Literature, Vol. xx)cIv (December 
1996), 1856-1902. 

"Mitigating Procurement Hazards in the Context of Innovation" (with John M. de Figueiredo), 
Industrial and Corporate Change, 5:2 (1996), 537-559. Reprinted in Glenn Carroll, Pablo 
Spiller and David Teece (eds.), Firms, Markets, and Hierarchy: Perspectives on the 
Transactions Cost Economics (Oxford: Oxford University Press, forthcoming, 1998). 

"Dynamic Capabilities and Strategic Management" (with Gary Pisano and Amy Shuen), 
Strategic Management Journal, 18:7 (1 997), 509-533. Excerpted in Nicolai Foss (ed.), 
Resources, Finns and Strategies, Oxford University Press, 1997. 

"The Merger Guidelines in the United States, Australia and New Zealand: An Economic 
Perspective," (with Mary Coleman and Christopher Pleatsikas), Trade Practices Law Journal, 
forthcoming, 1998. 
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64) "Licensing and the Market for Know-How," R&D Enterprise - Asia Pacific, vol. 1, no. 2-3 
(1 998), 3-5. 

65) "Captc5ng Value from Knowledge Assets: The New Economy, Markets for Know-Xow, and 
Intangible Assets," California Management Review, 40:3, Spring 1998. 

66) "Research Directions for Knowledge Management," California Mana.gement Review, 40:3 
(Spring 1998), 289-292. 

Monographs 

Vertical Integration and Vertical Divestiture in the U.S. OiI Industry (Stanford: Stanford 
University Institute for Energy Studies, 1976). 

The Multinational Corporation and the Resource Cost of International Technology Transfer 
(Cambridge, MA: Ballinger, 1976). 

R&D in Energy: Implications of Petroleum Industry Reorganization (ed.) (Stanford: Stanford 
University Institute for Energy Studies, 1977). 

Technology Transfer, Productivity and Economic Policy (with E. Mansfield, et al.) (New York: 
W. W. Norton, 1982). 

OPEC Behavior and World Oil Prices (with James Griffin) (London: Allen & Unwin, 1982). 

The Competitive Challenge: Strategies for Industrial Innovation and Renewal (ed.) (New 
York: Harper & Row, Ballinger Division, 1987). Translations into Japanese and Italian. 

Antitrust, Innovation, and Competitiveness, Thomas M. Jorde and David J. Teece (eds.) (New 
York: Oxford University Press, 1992). 

Fundamental Issues in Stratew: A Research Agenda, Richard P. Rumelt, Dan E. Schendel and 
David J. Teece (eds.) (Boston: Harvard Business School Press, 1994). Translation into 
Portuguese (Lisb0n:'Bertrand Editora, Ltda.), forthcoming, 1996. Translation into Indonesian 
(Jakarta: Binarupa &am, forthcoming, 1997). 

Economic Performance and the Theory of the Finn: The Selected Papers of David Teece, 
Volume 1 (London: Edward Elgar Publishing, forthcoming, 1998). 

Strategy, Technology and Public Policy: The Selected Papers of David Teece, Volume 2 
(London: Edward Elgar Publishing, forthcoming, 1998). 

Technology, Organization, and Competitiveness: Perspectives on Industrial and Corporate 
Change, Giovanni Dosi, David Teece and Josef Chytry (4s.) (Oxford: Oxford University 
Press, 1998). 

Privatization, Deregulation and the Transition to Markets, with Pablo Spiller and Leonard 
Waverman (eds.), (London: Edward Elgar Publishing, forthcoming). 
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13) Firms, Markets, and Hierarchy: Perspective on the Transactions Cost Economics, Glenn 
Carroll, Pablo Spiller, and David Teece (eds.) (Oxford: Oxford University Press, forthcoming, 
1998). 

Contributions 

"Vertical Integration in the U.S. Oil Industry," in E. Mitchell (ed.), Vertical Integration in the 
Oil Industry (Washington, DC: American Enterprise Institute, 1978), 105-189. 

"Innovation and Divestiture in the U.S. Oil Industry" (with Henry Ogden h o u r ) ,  in David J. 
Teece, R&D in Energy: Implications of Petroleum Industry Reorganization (Stanford: 
Stanford University Institute for Energy Studies, August 1977), 7-93. 

"Horizontal Integration in Energy: Organizational and Technological Considerations," in E. 
Mitchell (ed.), Horizontal Divestiture in the Oil Industry (Washington, DC: American 
Enterprise Institute, 1978), 57-72. 

"Energy Company Financial Reporting: Conceptual Framework for an Energy Information 
System" (with Paul A. Griffin) in William W. Hogan (ed.), Energy Lnformation: Description, 
Diagnosis, and Design, Chapter 10 (Stanford, CA: Stanford University Institute for Energy 
Studies, December 1978), 235-289. 

"Integration and Innovation in the Energy Markets," in R. Pindyck (ed.), Advances in the 
Economics of Energy and Resources, Vol. 1 (Greenwich, CT: JAI Press, 1979), 163-212. 

"The New Social Regulation: Implications and Alternatives," in M. Boskin (ed.) ,xe 
Economy in the 1980s: A Pro" for Growth and Stability (San Francisco: Institute for 
Contemporary Studies, 1980), 1 19- 158. 

"Technology Transfer and R&D Activities of Multinational Firms: Some Theory and 
Evidence" in R. Hawkins (ed.), Technology Transfer and Economic Development Vol. 2 
(Greenwich, CT: JAI Press, 198 l), 39-74. 

"Technological and Organisational Factors in the Theory of the Multhational Enterprise," in 
Mark Casson (ed.), The Growth of International Business (London: Allen & Unwin, 1983), 

"Competitiveness" (with S. Cohen, L. Tyson and J. Zysman), in Global Competition: The New 
Reality, Vol. III (Washington, DC: President's Commission on Industrial Competitiveness, 
1985). 

"La diversificazione strategica: condizioni di effcienza," in Raoul C.D. Nacamulli and Andrea 
Rugiadini (eds.), Organiuazione & Mercato (Bologna: I1 Mulino, 1985), 447-476. 

"Firm Boundaries, Technological Innovation, and Strategic Management," in Lacy G. Thomas 
(ed.), Economics of Strategic Planning (Lexington, MA: Lexington Books, 1986), 187- 199. 

"Joint Ventures and Collaborative Arrangements in the Telecommunications Equipment 
Industry" (with G. Pisano and M. Russo) in David Mowery (ed.), International Collaborative 
Ventures in U.S. Manufacturing (Cambridge, MA: Ballinger, 1988), 23-70. 

5 1-62. 
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13) "Joint Ventures and Collaboration in the Biotechnology Industry" (with G. Pisano and W. 
Shan) in David Mowery (ed.), International Collaborative Ventures in U.S. Manufacturing 
(Cambridge, MA: Ballinger, 1988), 183-222. 

"Technological Change and the Nature of the Firm," in G. Dosi, C. Freeman, R. Nelson, G. 
Silverberg, and L. Soete (eds.), Technical Change and Economic Theory (London: Pinter, 

"The Research Agenda on Competitiveness" (with Peter Jones) in A. Furino (ed.), Cooperation 
and Competition in the Global Economy: Issues and Strategies (Cambridge, MA: Ballinger, 

"What We Know and What We Don't Know About Competitiveness" (with Peter Jones) in A. 
Furino (ed.), Cooperation and Competition in the Global Economy (Cambridge, MA: 
Ballinger, 1988), appendx, 265-330. 

"Reconceptualizing the Corporation and Competition: Preliminary Remarks," in Khemani, 
Shapiro, and Stanbury (eds.), Mergers, Corporate Concentration and Power in Canada, Chapter 
4 (Montreal, Canada: The Institute for Research on Public Policy, 1988), 9 1 - 106; republished 
in Faulhaber and Tamburini (eds.), European Economic Integration: The Role of Technology 
(Norwell, MA: Kluwer Academic Publishers, 199 1 ), 177-200. 

"Collaborative Arrangements and Global Technology Strategy: Some Evidence from the 
Telecommunications Equipment Industry" (with G. Pisano) in Robert A. Burgelman and 

14) 

1988), 256-28 1. 

15) 

1988), 101-1 14. 

16) 

17) 

18) 

Richard S. Rosenbloom (eds.), Research on Technological Innovation, Management and 
Policy, Vol. 4 (Greenwich, CT: JAI Press, 1989), 227-256. 

19) "Contributions and Impediments of Economic Analysis to the Study of Strategic Management," 
in James W. Fredrickson (ed.), Perspectives on Strategic Management (Toronto and SF: Harper 
Business, 1990), 39-80. 

"Capturing Value Through Corporate Technology Strategies," in John de la Mothe and Louis 
M. Ducharme (eds.), Science, Technology and Free Trade (London and NY: Pinter Publishers, 

"Natural Gas Distribution in California: Regulation, Strategy, and Market Structure," (with 
Michael V. Rum) in R. Gilbert (ed.), Regulatory Choices: A Perspective on Developments in 
Energy Policy (Berkeley: University of California Press, 1991), 120-186. Abstracted in C. 
Michael Lederer (ed.), California Energy Policy: The Regulated Sector, Proceedings of the 
California Energy Policy Seminar, September 18- 19, 1986 (Berkeley: University Energy 
Research Group), 33-43. 

"Foreign Investment and Technological Development in Silicon Valley," in D. McFetridge 
(ed.), Foreigp Investment, Technology and Economic Growth (Calgary: The University of 
Calgary Press, 1991), 215-238. 

"Technological Development and the Organisation of Industry," in Technolom and 
Productivity: The Challenge for Economic Policy (Paris: Organisation for Economic Co- 
operation and Development, 199 l), 409-4 1 8. 

20) 

1990), 69-84. 

21) 

22) 

23) 
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"Support Policies for Strategic Industries: Impact on Home Economies," Strategic Industries in 
a Global Economy: Policy Issues for the 1990s (Paris, OECD, 199 l), 35-50. 

"Analisi Economica e Strategic Management," in Luca Zan (ed.), Strategic Management: 
Materiali critici (Torino, Italy: UTET Libreria, 19921, 164- 186. Economia d'Impresa, 
Management e Organizzazione del Lavoro, v. 3. 

"Toward a Theory of Corporate Coherence: Preliminary Remarks" (with Giovanni Dosi and 
Sidney Winter), in Giovanni Dosi, Renato Giannetti, and Pier Angelo Toninelli (eds.), 
Technology and Enterprise in a Historical Perspective (Oxford: Clarendon Press, 1992), 186- 
211. 

"The Changing Place of Japan in the Global Scientific and Technological Enterprise" (with 
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JOINT DECLARATION OF JEFFREY C. KISSELL 
AND SCOTT M. ZIMMERMAN 

1. My name is Jeffrey C. Kissell. I am the Vice President of National Marketing for 

GTE Business Development & Integration (GTE BD&I), a unit of GTE Service Corporation. 

As part of GTE BD&I, I am responsible for developing marketing programs and evaluating 

product performance for GTE. I was also part of the original team that, in late 1996, developed 

GTE's CLEC strategy -- which led to the formation of GTE Communications Corporation 

(GTEC C ). 

2. My .name is Scott M. Zimmerman. I am the Assistant Vice President of 

Operational Performance for GTECC. I am responsible for developing GTECC's strategic and 

tactical operating plans, including out-of- franchise strategies, and for developing and 

implementing performance measurement systems. I also oversee the implementation of all new 

initiatives within GTECC through the Program Management function. 



3. We have been asked to address the following topics related to the GTE-Bell 

Atlantic merger: (1) the emerging national market for bundled telecommunication services; (2) 

the merger's impact upon GTE-Bell Atlantic's ability to offer out-of-franchise local exchange 

service; (3) the relative ability of the merged company to build a national brand; and (4) the 

likelihood of any injury to competition in the local exchange market as a result of the merger. 

The topics will be discussed in that order. 

1: 

4. GTE's merger with Bell Atlantic will create the first challenger to AT&T, MCI 

WorldCom, and Sprint in the national market for bundled services. Currently, the Big Three 

control the market for national telecommunications services by virtue of their dominance in the 

long distance and data markets. GTE-Bell Atlantic's combined ability to provide advanced voice 

and data services (like Frame Relay, ATM, and Virtual Private Networks (VPNs)) along with 

its ability to provide facilities-based long distance, IP, and local services to large business 

customers across the country, will create a much-needed fourth player among the national, full- 

service telecommunications providers. 

5 .  The emerging national market for bundled services is the key telecommunications 

market of the future. Because businesses are increasingly looking for integrated solutions to 

their telecommunications needs, demand for a full bundle of nationally provided services is high, 

particularly among large business customers that represent key anchor tenants in out-of-franchise 

markets. GTE market research indicates that 86 percent of businesses that spend over $60,000 

per year on traditional telephone service are interested in purchasing multiple voice and data 
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communication services from a single company. With integrated bundled offerings, large 

businesses benefit by receiving deeper volume discounts and by eliminating the cost and 

complexity of managing multiple service providers. But only a small percentage of large 

business customers currently purchase a full bundle of telecommunication services from one 

provider. 

6. Among all telecommunications services, long distance, local, data 

communications, and Internet services have the highest demand among large businesses 

interested in bundling. GTE market research indicates that those businesses interested in 

purchasing multiple services from a single provider want to receive the following services: 

Long Distance 67% 
Local 62% 
Data Communication Services 48% 
Internet Services 43% 
Wireless 29% 

Network Management 18% 
Paging 21% 

Systems Consulting 10% 
Web Hosting 14% 

Moreover, it is increasingly important to offer these multiple services without geographical 

limitation. GTE research shows that 68 percent of large firms consider it important to be able 

to standardize communication providers across geographic locations. 

7. Advanced voice and data services. as well as Internet services, are critical 

components of a national bundled offering. as they are increasingly demanded by large 

businesses to address their complex communications needs. GTE market research indicates that 

76 percent of large businesses buy or plan to buy Frame Relay within the next twelve months. 
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ATM demand is also growing, with 24 percent of large businesses currently using it or planning 

to buy it in the next year. Similarly, demand is rising for VPNs among large businesses: 

International Data Corporation research indicates that 25 percent of businesses with over 5,000 

employees already have or plan to get VPNs within the next 12 months. Finally, among Fortune 

500 companies, demand for Internet services approaches 100 percent. 

m: 
8. In addition to allowing the new GTE-Bell Atlantic to compete effectively with 

AT&T, MCI WorldCom, and Sprint in providing advanced voice and data services on a national 

scale, the merger will also enhance competition in local exchange markets across the country. 

The merger will achieve this substantial pro-competitive benefit by marrying the two company‘s 

complementary assets and capabilities -- without which neither company alone could mount such 

a rapid, broad, and effective out-of-franchise offering. These enhanced capabilities will allow 

GTE-Bell Atlantic to seek to enter 2 1 markets with local service offerings within 18 months of 

the merger’s closing. 

9. On its own, GTE’s out-of-franchise local service activities have been quite 

limited. GTE’s strategy is to offer services out-of- franchise primarily through its subsidiary 

GTECC. GTECC’s business plan, which was developed in late-1996 and resulted in the 

formation of GTECC in May 1997, focused primarily on providing bundled services -- including 

local, long distance, wireless, and Internet -- to customers inside of GTE’s franchise territories. 

It thus targeted consumers and small business customers (3-50 employees) in GTE’s franchise 

areas, but only small businesses out-of-franchise. and then only in areas contiguous to GTE‘s 



franchise ("near out-of-franchise") and in GTE's wireless markets. Consumers were not targeted 

out-of-franchise because acquisition costs were too high. Likewise, large businesses were not 

targeted because GTE has a Iimited presence in that market segment. GTECC's plan, moreover, 

was resale-based. Local service was provided in-franchise by reselling from GTE Network 

Service (GTENS), GTE's ILEC, and was offered out-of-franchise to small businesses by 

reselling from other ILECs. But even this modest out-of-franchise strategy was less successful 

than anticipated. 

10. Since its first launch into California in September 1997, GTECC has learned that 

the assumptions upon which it built its business plan were simply too optimistic. In addition 

to encountering higher than expected costs of service delivery -- i .e.,  order entry, provisioning, 

billing, and customer care -- GTECC has learned that customer acquisition costs, especially for 

out-of-franchise small business customers, are higher than expected. For example, in February 

1998, GTE BD&I estimated the following average small business acquisition costs: 

In-Franchise Near Out-of-Franchise 

3-9 Employees $900 $1,600 
9-50 Employees $1,300 $2,300 

GTECC's September 1998 year-to-date acquisition cost, however, was much higher than any of 

these estimates -- $3,309 per small business customer. And since this figure includes in- 

franchise acquisitions -- which traditionally cost less -- GTECC's out-of-franchise small business 

acquisition cost is actually higher. Indeed, due to GTE's low out-of-franchise brand awareness, 

GTECC's experience has shown that the further small businesses are located from GTE's 

franchise territory, the higher acquisition costs rise. 
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11. Moreover. revenue and gross margin indicators also demonstrate the stark 

difference between GTECC's predictions in its business plan and its actual results. As to 

revenues. the business plan assumed $658 in revenue per customer per month for the small 

business bundle of services. GTECC's actual September 1998 year-to-date financials. however. 

show only $168 in revenue per small business customer per month. Gross margin actuals are just 

as disparate. Depending on the product type. the business plan assumed between 17 and 53 

percent gross margin for the small business bundle. GTECC's actual September 1998 year-to- 

date gross margin is negative 73.92 percent. In light of these lower than anticipated revenues 

and higher than anticipated costs, GTECC has suspended marketing to small business customers 

-- both in- and out-of-franchise -- until acquisition costs can be reduced. GTECC is therefore 

only marketing to in-franchise consumers at this time. and is in the process of developing a new 

facilities-based strategy. 

12. GTE's minimal out-of-franchise presence does not justify investment in new 

facilities on a broad scale. Due to capital fimd limitations for GTE as a whole and the resulting 

prioritization of opportunities. GTECC only plans to expand out-of-franchise with local services 

in one market in 1999. To prioritize target markets, GTECC focused on cities where GTE 

already had an existing presence. Looking at four factors -- Metropolitan Statistical Areas 

(MSAs) with (1) large data revenue opportunities for new business; (2) existing GTE facilities 

( i e . ,  switching facilities and access to the GNI); (3) a business customer base to which GTECC 

can upsell additional services; and (4) existing GTE brand awareness -- San Francisco was 

selected. 
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13. This sole 1999 out-of-franchise local exchange launch will test GTECC‘s new 

facilities-based strategy: GTECC will upgrade a GTE Wireless (GTEW) switch to provide 

wireline services. Also. to the extent possible. GTECC will rely upon GTEW‘s brand awareness 

to help reduce acquisition costs and increase win rates. By the third quarter of 1999. GTECC 

hopes to begin selling to medium-sized business customers to whom it currently sells CPE (Le.,  

PBX, key systems, and intemal network monitoring and maintenance). The total plan in 1999, 

according to GTECC’s projections, would likely generate no more than about $1 million in local 

exchange revenue and the sale of additional services to about 60 new accounts. Overall, 

GTECC’s San Francisco trial is a fairly modest plan that uses GTE’s limited resources in the 

most effective way possible. 

14. In contrast, the GTE-Bell Atlantic merger will provide the new company the 

capabilities to mount a broader, more rapid out-of-franchise local service launch than either 

company could undertake on its own. While GTE currently only plans to expand out-of- 

franchise with a local service offering in one city in 1999, the new company plans to enter on 

an economic basis 21 cities within 18 months of the merger’s closing. It will seek to do so by 

marrying several complementary capabilities: Bell Atlantic’s large business customer base will 

provide the scale to justify the investments in facilities that are required for a broad out-of- 

franchise strategy. GTE’s GNI will allow the combined company immediately to offer the full 

suite of facilities-based services -- including advanced voice and data, Internet, and long distance 

-- necessary to attract high-volume customers. GTE also brings experience in marketing and 

provisioning bundled services. And the new company’s combined scale will provide the 
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resources and business justification to build a national brand rivaling that of AT&T. MCI 

WorldCom, and Sprint -- a component necessary to compete on a nationwide basis with the top- 

tier providers. 

15. Building the facilities required to implement this plan, however. will require up- 

front capital costs that must be justified by serving a high volume of traffic. GTE, however. does 

not have a significant large business customer base to offset the required up-front costs of broad 

facilities-based out-of-franchise expansion. Bell Atlantic. on the other hand, has the 

relationships with large business customers that GTE lacks. For example, Bell Atlantic serves 

the headquarters of 175 of the Fortune 500 companies in its wireline territory. GTE serves only 

20. In terms of business accounts that purchase over $60,000 annually in traditional telephone 

service, Bell Atlantic manages approximately 14.500 accounts that bring in approximately $3.7 

billion in annual revenue: GTE only serves approximately 2,700 such accounts, bringing in about 

$1 billion. 

16. These large business customers are critical anchor tenants. GTE conducted an 

actual analysis of the economics of entry into two of the markets that GTE Chairman Charles R. 

Lee identified to Congress: one in which the combined company will have some facilities and 

existing brand recognition: and another in which the merged company will have neither facilities 

nor brand recognition. The results of this analysis indicated that, by drawing on both companies’ 

customer relationships, entries that would be profitable for neither company alone should (absent 

unexpected developments) be profitable for the merged company. It also indicated that, when 

looking at the number of customer relationships GTE. Bell Atlantic, and the merged company 
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will have in the 2 1 target cities, the merged company had enough customers to enter into all 2 1 

GTE Alone Bell Atlantic 
Alone 

markets -- something neither GTE nor Bell Atlantic could accomplish alone. 

Combined 

17. Moreover, the merger will allow GTE and Bell Atlantic to recover their initial 

Net Present Value Over 5 Years 

Discounted Payback Period 

investment, and earn a positive return, in a much shorter time frame than either company could 

($5.2M) ($3.3 M) $0.7M 

>5 years >5 years 4.6 years 

alone. For example, a facilities-based entry employing a wireless switch would generate the 

Net Present Value Over 5 Years 

Discounted Payback Period 

following returns in a medium-sized market: 

GTE Alone Bell Atlantic Combined 
Alone 

($0.2M) ($2.8M) $13.5M 

>5 years >5 years 3.1 years 

~~~ ~ 

18. Likewise, a facilities-based entry into a large market, relying on the placement of 

a new switch, would generate the fdlowing returns: 

19. GTE Intemetworking (GTEI) customers were included in these two examples, 

demonstrating that they do not provide the required relationships to justify GTE's entry alone. 

Even apart from this, however, it is unreasonable to assume that GTEI customers provide GTE 

access to  the large business market. Of GTEI's S710 million 1998 total revenue outlook, 

business applications -- i.e., Internet access and Web hosting and security -- sold to businesses 

of all sizes will only generate $152 million in revenue. While these applications are an integral 
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part of a bundle. GTEI's share represents an insignificant amount of purchasing decisions 

compared against the $86 billion 1998 voice and data revenue opportunity in the Fortune 1000 

market segment. Moreover, many of GTEI's business application relationships are with 

purchasers of Web hosting, who are typically not the same telecommunications and IT managers 

who make the larger telecommunications purchasing decisions for large businesses. 

20. GTE also believes that the new company's out-of-franchise capability will be 

enhanced by GTECC's experience developing platforms for the delivery of bundled services 

from multiple vendors. Bell Atlantic has no such experience. Given that GTE will have spent 

over two years developing its platforms and service delivery processes, GTE believes its 

experience should prove useful in putting Bell Atlantic ahead of its current capabilities and 

saving the up-front costs of purchasing or developing its own platforms. 

BuiidinP a National Brand: 

21. Brand awareness is likewise a necessary component to compete in the national 

market for bundled services. The Big Three have powerful national brands and the RBOCs have 

strong regional brands. Therefore, national awareness is necessary to compete effectively against 

all of them. Neither company, however, has the plans or the resources to create a national brand 

on its own. The GTE-Bell Atlantic merger will give the combined company the needed 

resources to develop the brand awareness and image to compete on a broad scale, and will also 

allow it to take advantage of efficiencies from national advertising buys and higher volume 

purchases. 
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22 .  A strong brand image translates generally into shareholder value and profit for a 

company by attracting resources (such as customers. investors. and employees), securing 

customer retention and loyalty, offering a competitive advantage, and increasing sales and 

income. More fundamentally, a brand represents a promise from the company to deliver a 

product or service at a certain level of quality and performance. In this regard, however, GTE's 

brand imagery has suffered from a lack of consistency over time and thus fails to convey the 

image of a technologically sophisticated national provider of services. Indeed, GTE research 

indicates that, regardless of target group, GTE is still seen principally as a "local telco" and not 

a national leading-edge telecommunications provider. 

23. This image difficulty hampers GTE's ability, on its own, to compete effectively 

with AT&T, MCI WorldCom, and Sprint on a national scale. For a sale to OCCUT, the customer -- 

no matter how small or large -- must be convinced that the seller is a credible provider of the 

offered service. Thus, to sell to large business customers, GTE must convince those who make 

purchasing decisions for those businesses that it is an effective and reliable provider of every part 

of the service bundle. Brands convey messages that impact upon this process. All customers -- 

including individuals in charge of purchasing decisions for large businesses -- are susceptible 

to the cachet of a well-developed brand. Conversely, to the extent that GTE's brand conveys 

images of a local telco, rather than a leading-edge national provider, it will have a substantial 

negative impact upon those individuals' purchasing decisions. In this regard, a national brand 

that is built to convey the proper image is important to be able to compete with the Big Three 

for customers in all market segments. 
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24. GTE is also hampered by its lack of brand awareness generally. GTE research 

indicates that, as of the second quarter of 1998, the Big Three long distance companies have 

substantially higher brand awareness than GTE. For example, unaided brand awareness is 

especially strong for AT&T, at 90 percent among consumers and 88 percent among businesses. 

MCI also demonstrates strong unaided brand recognition among consumers at 69 percent. and 

businesses at 80 percent. Sprint‘s awareness is comparable to MCI’s. GTE‘s unaided brand 

awareness, on the other hand, is significantly lower than AT&T’s -- even inside of GTE‘s 

franchise territories -- and is substantially lower than all of the IXCs outside of its franchise. In- 

franchise, GTE’s unaided awareness is 68 percent among businesses and 64 percent among 

consumers, while out-of-franchise, unaided recognition is a low 3 1 percent for businesses and 

29 percent for consumers. These out-of-franchise results are confirmed by a second GTE study 

in November 1998, which shows GTE’s out-of-franchise unaided awareness (excluding Bell 

Atlantic states) to be 26 percent among consumers and 29 percent among business executives. 

In Bell Atlantic states, GTE’s unaided out-of-franchise brand awareness is even lower: 15 and 

17 percent for consumers and business executives, respectively. The same study puts Bell 

Atlantic’s unaided awareness in GTE‘s franchise in Bell Atlantic states at 14 percent for 

consumers and 15 percent among business executives. 

25. And with increasing competition in the telecommunications marketplace, brand 

preference will significantly drive customer choice of bundled telecommunications providers. 

GTE, with a nationally indistinct and often misunderstood brand, will be at a severe disadvantage 

relative to the Big Three and the RBOCs within their regions. Advertising is one of the most 
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effective means of enhancing brand imagery, but GTE's advertising spending -- which is affected 

by budget pressures within the corporation -- lags significantly behind the competition. As a 

percent of total sales (a commonly accepted measure of advertkindbrand commitment), GTE 

ranks last among the 9 major IXCs and RBOCs as shown below:' 

Sprint 1.9% 
MCI WorldCom 1.9% 
AT&T 1 .O% 
U S  West 0.9% 
SBC 0.7% 
Bell Atlantic 0.7% 
BellSouth 0.6% 
Ameritec h 0.5% 
GTE 0.5% 

26. To become a serious player on a national level, advertising spending capable of 

generating meaningful levels of national awareness -- relative to the Big Three -- is critical. For 

reference, MCI WorldCom, AT&T, and Sprint are spending at annual levels of approximately 

$548, $538, and $318 million, respectively. By contrast, GTE's only truly nationwide 

advertising effort this year -- its "People Moving Ideas" campaign -- was supported by about $15 

million, and was aired predominantly over a five week period in the first and second quarter. 

Moreover, that national campaign was directed. first, at the financial community, then at 

policymakers and GTE employees, and, only fourth. at customers. 

27. After the merger, GTE-Bell Atlantic's scale will allow it to build -- on a national 

basis -- a brand to be competitive with the Big Three. This is illustrated by looking at the total 

~ 

' Amounts are January-September 1998; Sprint and BellSouth are January-June 1998. 
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advertising expenditures for the major telecommunications companies from October 1997 to 

September 1998: 

MCI WorldCom 
AT&T 
Sprint 
Bell Atlantic 
SBC 
BellSouth 
GTE 
U S West 
Ameritec h 

Spending 

S548.325.700 
$53 8.462.800 
$3 18,397.200 
$2 14,180.600 
$194,187.200 
$145,292,600 
$1 15.193.800 
$105,700.700 
$97,444.800 

Share of Spending 

24.1% 
23.6% 
14.0% 
9.4% 
8.5% 
6.4% 
5.1% 
4.6% 
4.3% 

As separate companies, Bell Atlantic and GTE are fourth and seventh in terms of spending, and 

well behind the Big Three. After the merger, the combined company’s advertising spending 

would place it among the Big Three with a 14.5 percent share of spending. 

28. In addition, GTE-Bell Atlantic‘s larger combined geographic footprint creates 

advertising efficiencies that will enhance its ability to build a national brand. As separate 

entities, both GTE and Bell Atlantic have predominantly been local advertisers in their respective 

footprints. But as the combined entity‘s footprint grows larger, it will become more cost 

effective to purchase advertising nationally, rather than on a spot or local basis. Indeed, GTE- 

Bell Atlantic’s preliminary calculations indicate that the company may be able to take advantage 

of this efficiency with national print and network and cable television advertising. An additional 

advantage presented by advertising on network television, as opposed to purchasing spot 

advertising, is that ads appear “in program” -- i. e . .  at ti fteen or forty-five minutes past the hour -- 

when viewers are less likely to change channels or tune out. 

14 



29. Neither company on its own. however, has the resources or the footprint required 

to create a national brand. For example. to advertise on par with MCI WorldCom's $548 million 

in annual spending, GTE would have to more than quadruple its current expenditure of $1 15 

million by spending an additional $433 million. Bell Atlantic would likewise have to spend an 

additional $334 million -- more than double its current $2 14 million. Furthermore. as separate 

companies, there would be little payback for GTE or Bell Atlantic to invest substantial resources 

in attempting to develop a national brand. Without a national presence in the bundled service 

market, there would be nothing in the marketplace to reinforce the brand image, and therefore 

the investment in brand would not be cost-justified. The merger, however, will allow GTE-Bell 

Atlantic to build the brand to compete with AT&T, MCI WorldCom, and Sprint, while at the 

same time providing the complementary capabilities to support a national bundled offering. 

1 T ewer Wil njur rk t: 

30. The merger will achieve these substantial pro-competitive benefits without risking 

any injury to competition in the market for local exchange service. GTE's current strategy is to 

use GTECC as its vehicle for out-of-franchise expansion. But from GTECC's perspective, in 

light of its prior launch experiences and its current facilities-based strategy, Pennsylvania and 

Virginia do not present a decent business case for out-of-franchise expansion. As already 

mentioned, GTECC has never targeted out-of-franchise consumers and has currently stopped 

marketing to small businesses both in- and out-of-franchise. And, because of capital constraints, 

GTECC only plans to expand into one city -- San Francisco -- with an out-of-franchise local 

exchange offering in 1999. While predictions are difficult because GTECC lives year-to-year 
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with regard to expansion plans, if GTECC's assumptions about customer acquisitions and 

product penetration prove out and the San Francisco wireless switch upgrade is ultimately 

successful, GTECC would -- at most -- consider applying this wireless-upgrade strategy to three 

or four additional cities in 2000. 

3 1. Based on the criteria GTECC considers in evaluating target cities -- MSAs with 

(1) large data revenue opportunities for new business; (2) existing GTE facilities (i .e. ,  switching 

facilities and access to the GNI); (3) a business customer base to which GTECC can upsell 

additional services; and (4) existing GTE brand awareness -- GTECC would not target Bell 

Atlantic states for its facilities-based strategy. No markets in these states meet GTECC's criteria; 

they are either too small or too remote to give GTE any strategic presence. 
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I declare under penalty of perjury that the foregoing is true and correct. Executed on 

December 2 1, 1998. 

,,Jyf&fC. Kissell 



I declare under penalty of perjury that the foregoing is true and correct. Executed on 

December 2 1, 1998. 

ScottM.Zi"e an !Y 



Before the 
FEDERAL COMiMUNICATIONS COMMISSION 

Washington, D.C. 20554 

In the Matter of 

GTE Corporation, 

Transferor, 

and 

Bell Atlantic Corporation, 

Transferee, 

For Consent to Transfer of Control 

CC Docket No. 98-1 84 

SECOND DECLARATION OF DEBRA R. COVEY 

1. I am the Vice President of Market Solutions for GTE Communications 

Corporation (GTECC). I am currently on special assignment to review GTE’s strategic and 

tactical plans for the effective deployment, management, and operation of the Global Network 

Infrastructure (GNI) -- GTE’s national voice, data, and IP network. Prior to this assignment, I 

was responsible for all product development. customer billing, operations support systems, 

business process design, vendor management. contract negotiations, and network requirements 

development for GTECC. I was also the leader of the original team that, in late-1996, developed 

the operations and system strategy for GTECC. In addition, I was on the team that launched 

GTE’s long distance business in 1996. Prior to joining GTE, I was employed by Sprint for 

eleven years, and before that I worked at Southwestem Bell for five years. The majority of my 



twenty years in the telecommunications industry has been in network operations and 

management, systems management, access optimization. and service provisioning. In connection 

with the GTE-Bell Atlantic merger. I have been asked to discuss the combined GTE-Bell 

Atlantic company's capabilities as a provider of advanced voice and data services. 

2. Customers use advanced voice and data services to communicate between and 

among multiple remote locations; therefore, providers with national capabilities have an 

advantage over those with geographic limitations. GTE's network will be a national fiber 

backbone, supporting ATM, Frame Relay, Virtual Private Network (VPN), Internet backbone 

and long distance services. The GNI will have points of presence (POPS) in many cities across 

the United States, but because GTE lacks significant customer relationships in the Northeast, it 

will have a limited number of POPS in that region. 

3. I understand that the network that Bell Atlantic would likely build, on the other 

hand, would only be regional. When operational. it would provide ATM, Frame Relay, and long 

distance services to customers located in the Bell Atlantic region. Because of its network's 

geographic limitations, Bell Atlantic would have to resell from another provider -- or possibly 

from several different providers -- to offer advanced voice and data services nationally. By 

having to rely on resale to achieve broad geographic coverage, Bell Atlantic would be 

disadvantaged relative to competitors with national network capabilities -- especially when 

attempting to serve large businesses with locations spread throughout the country that demand 

broad facilities-based coverage to ensure compari ble senices for all branch or affiliate locations. 
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Based on GTE's resale experience -- for example, as a reseller of long distance service from MCI 

WorldCom and Frame Relay from Sprint -- GTE has concluded that national facilities-based 

coverage is necessary to competitively offer advanced voice and data services. 

4. For several reasons, facilities-based providers have a distinct advantage over 

resellers. First, facilities-based providers enjoy lower unit costs than resellers. This disparity 

is driven, in large part, by the fact that facilities-based providers have the ability to aggregate 

larger amounts of traffic onto a single network, thereby lowering their unit costs. Unit costs are 

also more controllable for the facilities-based provider, because such a provider can determine 

for itself when to grow bandwidth, expand switching capabilities, develop software versions for 

new hctionalities, and increase security and fraud control. Given its lower costs, a facilities- 

based provider will almost always be able to offer its services at a more competitive price than 

a reseller. 

5 .  Second, a facilities-based provider controls its own destiny by determining its 

market strategy -- including which new services and functionalities to invest in and when to roll 

them out -- as opposed to being submissive to a supplier's strategy that may be more generic and 

not offer as much unique product functionality. Some services in high demand by large business 

customers -- and particularly by Fortune 500 companies with multiple locations -- are not 

competitively avaiIable for resale. VPN services, for example, are not available for resale on 

terms or with functionality that can compete with the Big Three's retail offerings. Because large 

business customers want customized solutions to their telecommunications needs, the absence 
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of a single product is enough to create a competitive disadvantage relative to carriers offering 

a full suite of services. When competing for Fortune 500 companies, GTE’s experience has 

shown that national VPN coverage is essential. 

6. Third, it is extremely difficult for a reseller to cobble together a full suite of 

services from a single supplier, and using multiple suppliers creates further difficulties. A 

reseller’s already high unit cost is further increased when it purchases services from multiple 

suppliers, because the reseller loses out on volume discounts and, with more suppliers, additional 

back office investments are necessary for service delivery. 

7. Fourth, those services that can actually be competitively purchased for resale are 

not available in as many locations as can be reached by a facilities-based provider. To serve 

markets not near a supplier’s POP, Bell Atlantic -- as a reseller -- would either have to purchase 

from a second reseller (a prospect that creates prohibitive back-office complications and 

expenses) or backhaul traffic to one of the supplier‘s POPS. But this would likely make the price 

of Bell Atlantic’s offering uncompetitive. 

8.’ Fifrh, resellers are also handicapped because they are typically unable to offer 

service guarantees comparable to those offered by facilities-based providers. Large business 

customers generally demand a service guarantee program. Resale contracts, however, typically 

do not hold the supplier liable for performance failures, leaving the reseller unable to make the 

service guarantees that large businesses will not do without. Facilities-based providers, on the 

other hand, can engineer and invest in their networks to provide whatever level of security their 
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customers require. Moreover, large business customers recognize that because resellers are at 

least one step removed from the network, they are reliant on the provider for technical support 

and repair. Because they have hands-on control over their own network, facilities-based 

providers are not only able to give performance guarantees. but they also are able to offer an 

added level of assurance to customers because they can react quickly and directly if a network 

outage actually occurs. 

9. Given all of the disadvantages associated with reselling advanced voice and data 

services and Bell Atlantic’s lack of facilities coverage outside of the Northeast, GTE’s 

experience suggests that Bell Atlantic would be a weak provider of these services to customers 

with a significant presence outside of its region. GTE, in fact, has had similar difficulties 

penetrating the large business market. In addition to having only resale capabilities and therefore 

suffering the handicap of high unit costs and reduced hct ional i ty ,  GTE lacks a significant large 

business customer base -- especially within the Northeast. GTE’s experience has been that 

without established relationships and facilities, it is very difficult to acquire these customers. 

The GTE-Bell Atlantic merger will allow GTE access to Bell Atlantic’s marketing channels 

within the large business segment, while providing Bell Atlantic a national, facilities-based 

footprint. The combined company will therefore be able to acquire and effectively serve those 

large businesses with branch and affiliate locations throughout the United States. 

10. The merger will also bring substantial benefits to consumers of advanced voice 

and data services. The GNI has an extraordinary amount of capacity and GTE needs more traffic 

5 



than it will control alone to operate this network most efficiently. The merger will allow the 

combined company to migrate Bell Atlantic's long distance traffic -- both originating and 

terminating in the Northeast -- as well as its regional advanced voice and data traffic to the GNI. 

This will not only reduce the unit cost of long distance service, but also the cost of all products 

provisioned over the network. Moreover, without the merger, the GNI will only provide access 

in those cities where GTE alone has the prospect of serving enough customers to recoup its 

investpent in a point of presence. By coupling Bell Atlantic's large business customer 

relationships with the GNI, the combined company will be able to market and provide advanced 

voice and data services in many new markets. 
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I declare under penalty of perjury that the foregoing is true and correct. Executed 

on December 2 1,1998. 
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REPLY DECLARATION BY THOMAS W. HAZLETT 

INTRODUCTION 

1) My name is Thomas W. Hazlett, and I am an economist specializing in 
telecommunications policy. I currently serve as Professor of Agricultural and Resource 
Economics at the University of California, Davis, where I am Director of the Program in 
Telecommunications Policy. I am also, during the 1998-99 academic year, a Resident 
Scholar at the American Enterprise Institute in Washington, D.C. I have written many 
papers for academic and popular publications on the topic of telecommunications 
regulation, and have previously served as Chief Economist of the Federal 
Communications Commission (1991-92). At the request of Bell Atlantic, I submitted a 
Declaration analyzing the competitive implications of the proposed merger under 
examination. This Reply Declaration responds to comments in this proceeding regarding 
the economic analysis developed in my previous filing. 

2) In my previous declaration I examined various aspects of the Bell Atlantic-GTE 
merger that could differentiate pro-efficiency consequences fiom anti-competitive 
effects. I also presented key evidence supporting the pro-efficiency view of the merger in 
the form of an “event study.” That analysis focused on investor reaction to the 
announcement of the merger. The central results of that analysis are seen in Table 1, 
which summarizes the announcement-date returns to stockholders of the major 
telecommunications service firms most likely to feel a competitive impact fiom the Bell 
Atlantic-GTE combination. Every major competitor to the newly merged firm - AT&T, 
SBC, MCYWorldCom, and Sprint - saw negative returns in investor’s equity (relative to 



the market) over the 1-day and 3-day trading windows surrounding the announcement of 
the merger on July 28, 1998. 

Window 
1 day 

3 day 

1 day 

3 day 

Table 1. 
Bell AtlantidGTE Merger Announcement: 

Abnormal Stock Returns for Four Major Competitors 

MCWorldComl AT&T( SBC( Sprint1 S&P 500 
Absolute Returns 

-5.1% -1.6% -1.8% -2.8% -1.5% 

-4.8% -1.8% -1.6% -3.9% -1.4% 
Abnormal Returns (Adjusted by S&P 500) 

-3.6% -0.1% -0.3% -1.3% 

-3.4% -0.4% -0.3% -2.6% 

3) The importance of this financial market evidence is that it provides an unbiased cross- 
check on the various theories advanced to predict the likely effects of the proposed 
merger. Since the requirements for constructing a theory are fairly simply met - one 
need only devise a plausible story as to how the market works - testing the theory against 
the reactions of actual investors adds a reality check. While the market does not fblly 
explain why prices move as they do, the observed pattern of security price movements 
will tend to fit certain explanations more convincingly than others. That is why financial 
event studies are accepted analytical tools in the economics literature. 

”HE CRITIOUE OF EVENT STUDIES 

4) While acknowledging event studies as a standard technique used by economists,’ the 
Baseman & Kelley paper concludes with the disclaimer: “Skeptics who may doubt the 
wisdom of inferring anything from stock price movements are of course free to throw out 
event studies in their entirety.”? Yet, while all methods of economic analysis have their 
limitations, much can be discerned from carefbl examination of the stock market reaction 
to the Bell Atlahtic/GTE merger announcement. This is especially true in light of the 

“In general, event studies are used in antitrust to assess the perception of investors in 
financial markets concerning the likely effects of a merger.” Declaration of Kenneth C. 
Baseman and A. Daniel Kelley, filed with Comments submitted by MCVWorldCom in 
this proceeding, Nov. 23, 1998 [,‘,-,,’I, at 60. ’ B-K, at 66. 
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arguments made in the papers by Saseman & Kelley and Besen, Srinagesh, & 
Woodbury. 

5 )  Baseman & Kelley write: “First, the [event study] method assumes that investors are 
fairly well informed, and in a good position to judge quickly the effects of such a merger. 
Critics of event studies point out that many mergers to which investors reacted favorably 
turned out later to be disasters for the  shareholder^."^ While the assumption of “fairly 
well informed” investors is uncontroversial (and easily met), the latter comment has no 
bearing on the analysis. Surprises obtain in the financial marketplace with some 
regularity - witness the degree to which securities prices change. But the validity of 
event studies does not rest on investors perfectly forecasting the kture. It merely relies 
on investors making unbiased forecasts of fiture values. Because generous financial 
returns await those investors who find even momentarily unseen opportunities to make 
better forecasts, economists logically see the market setting securities prices which 
constitute unbiased predictions of kture values. 

6) Baseman & Kelley also point out that there is no theoretically unambiguous window 
to focus on in analyzing market events5 While true, this is addressed by focusing on 
short windows surrounding unambiguous event dates to obtain an unbiased estimate of 
the direction of change. That is, while shorter windows often provide incomplete 
estimates of the aggregate change in value associated with a given event, they provide 
sharper predictions as to whether such an event tends to raise or lower securiy value.6 
For that reason, I confine my empirical investigation to 1-day and 3-day returns. 

Stanley M. Besen, Padmanabhan Srinagesh, and John R. Woodbury, “An Economic 3 

Analysis of the Proposed Bell Atlantic/GTE Merger,” paper filed with Comments 
submitted by AT&T in this proceeding, Nov. 23, 1998. 

B-K,at60. 
B-K, at 61. 
The important issue concerns whether or not the “event” is accompanied by new 

information. If something important happens but has already been widely anticipated, 
one would not expect stock prices to move in reaction to the event. There are cross- 
checks on whether information contains at least some element of “news,” however, 
including the reaction of stock prices themselves. One will also note that event studies do 
not typically examine windows around merger dates but around merger announcements. ’ In a footnote (B-K, at 66), Baseman & Kelley argue that expanding the window to a 
period including the 30 days prior to merger announcement date is useful. The problem 
with this, of course, is that many other ‘contaminating’ events inevitably intercede over 
the longer window (such as AT&T’s proposed acquisition of TCI, which was announced 
on June 24, 1998). If effects are difficult to discern in the short window, they are likely 
to be even more difficult to filter out over the longer period. Choosing amongst the 
various possible time periods can also provoke suspicions of “window shopping.” 
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7 )  Neither the analysis by Baseman & Kelley nor that of Besen, Srinagesh & Woodbury 
dispute the empirical finding that negative returns for interexchange carriers are 
associated with the Bell AtlanticiGTE merger. Instead, they argue that such an effect is 
caused not by the anticipation of enhanced competitiveness in national and international 
telecommunications markets, but by increased opportunities for Bell Atlantic and GTE to 
limit local telephone competition. The empirical problem with this interpretation, 
however, is that the shares of both SBC and Ameritech - which would stand to gain from 
this presumed reduction of competition - also experience abnormal negative returns 
during the merger announcement window. Likewise, the combined B A/GTE entity, 
allegedly in the process of enhancing its monopoly power via merger, sees no increase in 
aggregate value. 

SBC 1 Ameritech I BellSouth I USWest 1 Bell 

8) Baseman & Kelley then rearrange the industry by eliminating the IXCs and pulling 
in two smaller LECs, BellSouth and USWest. They calculate abnormal returns for this 
new sample of firms around the Bell Atlantic/GTE merger announcement, as seen in 
Table 2. 

GTE 1 BA+GTE 

Table 2 
Baseman & Kelley’s Abnormal Returns Estimates 

I I I I I Atlantic I I I 
I I I 

-0.3% I -2.16% I 2.2% 1 3.29% 1 2.32% 1 -4.36% ] -0.65% 

9) Baseman & Kelley conclude that these results are inconsistent with the pro- 
efficiency view of the Bell Atlantic/GTE merger. They argue that the positive returns 
realized by shareholders of BellSouth and USWest indicate that investors do not 
anticipate greater competition in local telephone markets. But the inclusion of the two 
smaller BOCs is problematic due to a well known phenomenon on Wall Street, the take- 
over efSect, Where a merger announcement is likely to excite interest in the purchase of 
similar firms in the industry, capital values often increase to reflect the premium typically 
associated with ‘merger targets. This windfall can easily swamp whatever other such 
effects (efficiency or monopoly) are anticipated. * 

* Of course, many market analysts believe that these two firms are likely takeover 
targets (Sprint and foreign telecommunications firms are widely mentioned as possible 
buyers), or that they may merge with each other. The prices of either firm are thought to 
contain at least a partial premium for this “take-over play.” 



10) Baseman & Kelley go on to argue that the shareholders of SBC and Ameritech, 
witnessing negative returns, are hurt because of the “piling on” effect - the 
announcement of yet another large telecom/RBOC merger lowers the probability that an 
existing merger proposal will be approved by regulatory authorities. This explanation 
contradicts another part of the Baseman & Kelley analysis, however: if the BA/GTE 
announcement were to lower the probability that SBUAmeritech were to be approved, 
then long distance stocks - under their foreclosure-enhancement theory of the merger - 
should react favorably to the merger news. They do not. The “piling on” explanation is 
clearly uncompelling.’ 

11) Alternatively, there are strong reasons for looking at the top five US 
telecommunications providers (AT&T, MCWorldCom, Sprint, SBC/Ameritech, 
BMGTE) as long-run competitors. In this light, the pattern of returns tells an internally 
consistent story, one of intense rivalry for market share between integrated competitors of 
national scope. This is surely the way industry analysts on Wall Street routinely 
characterize the relevant market for financial investment purposes, and how many 
informed observers view the dynamic for consolidation now developing. 

12) Thus defined, observed stock price movements point to an efficiency explanation of 
the Bell Atlantic/GTE merger. While BellSouth and USWest see positive returns 
associated with the increased possibility of a take-over yielding stock price premia, all 
four of the major telecommunications competitors - inchding SBC/Ameritech which 
presumably stands to gain from the alleged foreclosure of long-distance carriers and 
CLECs - display negative returns around the time of the Bell AtlantidGTE merger 
announcement. Investor expectations of increased competition in the overall 
telecommunications marketplace is the explanation that most comfortably fits such a 
pattern. 

13) A final piece of the puzzle remains: The negative returns to the combined BNGTE 
entity. Baseman & Kelley assert that “if Bell Atlantic and GTE believe that the 
Commission should be guided by the implications of event studies, then they should 
withdraw their merger application. The market is telling them that the merger is not in 
the interests of their  shareholder^."'^ While the managers of private firms are most 
assuredly held to account for the role they play in creating shareholder value, this advice 
is aimed in the wrong direction. Negative returns for the merging parties may reflect a 
number of different investor expectations, including that of enhanced competition 
triggered by the merger. But it is plainly inconsistent with the expectation that the merger 
will create higher profitability through enhanced market power. And that is the relevant 
information for purposes of the FCC’ s “public interest” review. 

~ 

The directional impact of any “piling on” effect, moreover, is far from obvious. At 
least two other large mergers were already pending in the telecom marketplace 
(WorldCom/MCI and AT&T/TCI) when the Bell AtlanticIGTE announcement was made 
in July 1998. The new merger could well have been seen to reflect an underlying 
industry dynamic driven by economies of scale and scope. If so, the probability of 
regulatory approval would have increased rather than fallen. 
lo B-K, at 66. 
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CONCLUSION 

14) In sum, the original analysis still stands: Market investors, voting with their dollars, 
do not see the proposed merger of Bell Atlantic and GTE as foreclosing competition, but 
expanding it 

15) I, Thomas. W 
is true and correct. 

Hazlett, do hereby declare under penalty of perjury that the forgoing 

Aw& 
omas W. H 

22 December, 1998 
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REPLY DECLARATION OF DOREEN TOBEN 

1. I am providing this declaration in response to comments filed in this proceeding 

concerning the financial synergies that will be created by Bell Atlantic's merger with GTE. 

2. The comments and the testimony at the Commission's en banc hearing last week 

confirm my initial declaration. For example, the Communications Workers of America filed 

comments supporting the merger because the increased output of the combined company will 

support the growth of good jobs. CWA Comments at 8. 

3. Similarly, subsequent to my initial declaration. market analysts have issued reports 

crediting the merger's financial efficiencies, in part based on Bell Atlantic's success in achieving 

synergies in the " E X  merger. Montgomery Securities, for example, issued a "buy" 

recommendation on Bell Atlantic's stock, explaining that Bell Atlantic has cut costs and 

improved revenues "in merging with " E X .  Expenses [in the third quarter of 19981 grew at 



2.6% -- a little more than half the rate of revenue growth (5%) during the past year and the 

projected synergies are only half implemented. We expect Bell Atlantic to do the same 

following its pending merger with GTE.” R. Mitchell. Montgomery Securities (Nov. 25. 1998). 

See also Guy Woodlief. Prudential Securities (Oct. 21. 1998) (”We believe that Bell Atlantic is 

slightly ahead of schedule with regard to the achievement of [NYNEX] merger-related cost 

synergies.”); Jack Grubman, Salomon Smith Barney (Oct. 21, 1998) (“The company has been 

able [to] improve consolidated revenue growth [and] trim down expenses.”); Bruce Roberts, 

Desdner Kleinwort Benson (Sept. 29, 1998) (“In equipment procurement, the BEL-”EX 

merger has far exceeded cost savings projections. Equipment reductions have been as high as 

30%, and BEL executives expect similar reductions once the GTE merger is completed.”); Kevin 

Moore, BT Alex. Brown Inc. (Nov. 10, 1998) (“The [Bell Atlantic-GTE] merger is expected to 

produce cost synergies totalling $2 billion within three years of completion, principally related 

to economies of scale and operating efficiencies. The combination is expected to generate an 

additional $2 billion in revenue synergies.); id. (“The merger integration between Bell Atlantic 

and Nynex continues to progress on track, with a targeted $300 million in capital expenditure 

savings almost all realized in 1998. These savings should come primarily from procurement 

efficiencies. Other expense savings are targeted at $450 million in 1998, ramping up to $750 

million and $1.1 billion by the year 2000.”). 

4. Several of the comments asked for additional detail concerning the cost savings 

and revenue improvements. In arriving at specific figures, initially we used the Bell Atlantic- 

“ E X  experience to create a template for quantifying GTE-Bell Atlantic synergies. Since the 
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merger announcement. we have continued to refine the numbers as the senior managers of the 

two companies have begun joint planning for the post-merger organizations. The $2 billion 

annual expense savings we will be achieving within three years of the closing is broken down 

into the following components: 

General and administrative expenses -- $500 million (this is primarily achieved 
by eliminating duplicative functions in areas such as finance, treasury, human 
resources, regulatory, and planning) 

Information systems -- $300 million 

Procurement expense -- $200 million 

Network and customer service -- $140 million 

Product management and advertising -- $1 10 million 

Consumer and business -- $135 million 

Research and development -- $50 million 

Wholesale -- $15 million 

Long distance -- $300 million 

Wireless -- $200 million 

Directory -- $100 million 

Intemevdata services -- $200 million 

(The sum of the individual components exceeds $2 billion, and ensures that we meet the $2 

billion expense reduction even if there is slippage in any individual component.) 

5 .  These expense savings figures. plus the additional $0.5 billion annual capital 

savings that we will achieve within three years of the merger close, are not based on fuzzy 
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concepts of “best practices” that might be achieved without the merger but instead are based on 

reducing overheads, sharing fixed costs over a broader base. and enabling our suppliers to 

achieve greater efficiencies in serving a combined company. 

6. Similarly, within three years of the closing of the merger, additional annual sales 

of $2 billion will come from the following areas: 

e Vertical services -- $300 million 

Long distance acceleration -- $200 million 

Large business -- $500 million 

Data and web hosting -- $1 billion 

e 

e 

e 

These amounts reflect additional sales, not additional profits. 

7. Of all the commenters, only Sprint and MCI WorldCom questioned the amount 

of financial synergies that the combined Bell Atlantic-GTE will achieve. Sprint claims that the 

synergies are not sufficiently established because (quoting from my initial declaration) the 

synergies are reflected in “‘real budget commitments that department heads must meet or 

exceed’ and . . . the compensation of officers responsible for the lines of business would be based 

on their ability to meet these commitments.” Sprint Comments at 46. Sprint seems to be 

confbsing the quantification of efficiencies with their enforcement. The fmancial synergies were 

quantified by comparison to the synergies achieved in the Bell Atlantic-”EX merger, and 

by sizing the costs and opportunities of the components of the business. The synergies will be 

enforced by putting them into the budgets of the individual organizations (subtractions from 

allowed expenditures and additions to required revenues). 
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8. MCI WorldCom states simply that “GTE and Bell Atlantic are already very large 

carriers and have likely exhausted all available scale economies.“ Comments of MCI 

WorldCom, Inc., Declaration of Kenneth C. Baseman and A. Daniel Kelley at 8. MCI 

WorldCom has no support for its assertion; by contrast. the efficiencies described above are fully 

supported by our experience in the comparable Bell Atlantic-”EX merger. MCI 

WorldCom’s own prior merger experience may not offer the same perspective. According to 

CWA President Morton Bahr. the result of the MCI-WorldCom merger was “MCI has ’zeroed 

out’ all local network development, in addition to announcing cuts of as many as 3,500 jobs, 

despite assurances to the FCC and other regulators that jobs would not be eliminated.” Press 

Release, CWA Tells FCC: Bell Atlantic-GTE, SBC-Ameritech Mergers Will Boost Competition 

and Benefit All Consumers, http://www.cwa-union.org/pressreleases (Dec. 14, 1998). 

9. AT&T’s house economist, Mr. Levinson, suggests that the efficiencies of this 

transaction might be achieveable without the merger because (in a familiar AT&T refrain) the 

companies’ costs are too high. AT&T Comments, Aff. of Stephen B. Levinson at 7-8. Mr. 

Levinson in no way disagrees with the size of the efficiencies. but he asserts “it is reasonable to 

question whether” Bell Atlantic and GTE are operating “as efficiently as possible” on a 

stand-alone basis. However, all of the efficiencies described above are merger specific and will 

come in addition to any other efficiencies the companies might achieve on their own. As one 

analyst has noted, “Although Bell Atlantic is a fine company in its own right -- we believe the 

merger with GTE is essential to lift BEL to a much higher performance level.” Bruce Roberts, 

Desdner Kleinwort Benson (Sept. 29, 1998). 
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10. I said in my initial declaration that the financial efficiencies will allow the new 

company to meet its commitments to improve service quality. accelerate new services. and build 

new businesses that compete with Sprint, MCI WorldCom. and AT&T. These consumer 

benefits also occurred in the Bell Atlantic-NYNEX merger. Tim Carey, Chairman and 

Executive Director of the New York State Consumer Protection Board. testified in the December 

14, 1998 en banc hearing that “consumer advocates are skeptical” about mergers, but in the Bell 

At lan t ic -”EX merger New York consumers “were well served” because the merger parties 

invested $1 billion in infrastructure and hired 700 employees to improve service quality in New 

York, and succeeded in meeting stricter quality standards. Mr. Carey further testified that the 

companies used the merger synergies to fund market opening measures and to lower intrastate 

access charges. He concluded that “the average New Yorker is better off today than if the 

merger had not occurred.” In response to questions from Chairman Kennard, Mr. Carey testified 

that the “bottom line” was, “the company did what they said they would do.” 
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I. I NTRO DU CTl ON 

A. Qualifications 

1. I, Kenneth J. Arrow, am the Joan Kenney Professor of Economics Emeritus at 

Stanford University. I received my B.S. in Social Science from The City College of New York in 

1940, my M.A. in Mathematics from Columbia University in 1941 and my Ph.D. in Economics 

from Columbia in 1951. I have taught economics at the University of Chicago, Harvard 

University and Stanford University, and I have written more than 200 books and articles in 

economics and operations research. I am the recipient of numerous awards and honorary 

degrees, including the Nobel Memorial Prize in Economics (1972). A significant part of my 

writing and research has been in the areas of economic theory, industrial organization and 

welfare economics. My curriculum vitae is attached as Appendix 1. 

B. Overview of Conclusions 

2. I have been asked by counsel for Bell Atlantic Corporation (“Bell Atlantic”) and 

GTE Corporation (“GTE”) to address claims in two broad areas that have been raised by various 

parties (“respondents”) that have filed comments with the Federal Communications Commission 

(“the Commission”) in opposition to the proposed Bell AtlantidGTE merger. Specifically, I have 

been asked to review respondents’ claims that: 

0 The proposed merger will substantially reduce the ability of regulators to monitor the 

performance of the merged firm and other incumbent local exchange carriers (ILECs) 

by reducing the number of available “benchmarks”; and 

The proposed merger will harm competition because it combines two large providers 

of local exchange and exchange access services, increasing opportunities for 

“coordinated interaction” and increasing Bell AtlantidGTE’s incentive to discriminate 

against rivals. 
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3. As I discuss in this declaration, respondents greatly exaggerate the risk that the 

proposed transaction will harm competition. Respondents’ analysis of the proposed merger‘s 

effect on regulators’ ability to use benchmarks to monitor ILECs’ behavior contains numerous 

flaws. 

First, respondents fail to recognize that changes in the telecommunications industry 

during the last several years - in particular, the enactment and implementation of the 

Telecommunications Act of 1996 (“the 1996 Act”) - have produced substantial 

numbers of new benchmarks for regulators to analyze in evaluating ILECs’ 

pe rfo rm a n ce . 

Second, respondents overstate the extent to which the proposed merger will reduce 

the amount of information available to regulators. In particular, the merger would not 

reduce regulators’ ability to compare the quality of service that an ILEC provides to 

competitive local exchange camers (“CLECs”) with the service that the ILEC 

provides to itself. 

Third, the analysis submitted by Sprint’s experts contains numerous shortcomings 

including, for example, the unsupported assumption that regulators are passive 

recipients of information. (My discussion here focuses on Sprint’s experts because 

they present the most complete discussion among respondents’ benchmarking 

analyses. ’> 
4. Respondents’ various claims that the proposed merger will reduce competition by 

combining two large providers of local exchange and exchange access services also 

exaggerate the risk.of harm to competition. 

First, respondents’ claim that the size of a merged Bell AtlantidGTE will by itself 

reduce competition is without economic basis. Respondents, in effect, claim that “big 

’ In particular, my comments focus on: Declaration of Joseph Farrell and Bridger M. Mitchell, 
“Benchmarking and the Effects of ILEC Mergers,” October 14, 1998, included as Attachment 
C to Sprint Comments (hereafter, Farrell and Mitchell). 



- 3 -  

is bad.” This simple-minded antitrust theory was rejected long ago by economists 

and courts. 

Second, there is no merit to respondents’ claim that a merger of Bell Atlantic and 

GTE ’-creases the potential for “coordinated interaction” among providers of local 

telephone service, with the effect of reducing the likelihood of ILECs’ entry into each 

others’ territories. This claim ignores the fact that the proposed merger of Bell 

Atlantic and GTE has been accompanied by announcement of a major out-of-region 

entry strategy -- precisely the opposite of what would be expected under the mutual 

forbearance theories raised by respondents. 

Third, respondents‘ claim that the proposed merger will increase the merged firm’s 

ability and incentive to discriminate against rivals by raising local access prices 

charged to long distance carriers is based on flawed economic reasoning that the 

FCC has rejected on several past occasions. 

Finally, respondents’ claim that the proposed merger will increase the merged firm’s 

ability and incentive to discriminate against rivals through non-price means is based 

on flawed economic logic and is inconsistent with market evidence. 

II. RESPONDENTS EXAGGERATE THE IMPACT OF THE 
PROPOSED MERGER ON THE ABILITY OF REGULATORS TO 
ESTABLISH BENCHMARKS FOR EVALUATING ILEC 
PERFORMANCE. 

5. Several respondents argue that the proposed merger should be blocked because 

it will reduce the ability of the Commission and other regulators to monitor the behavior of 

incumbent local exchange carriers. In particular, these respondents argue that the proposed 

merger will reduce the number (by one) of firms that can serve as “benchmarks” to assess the 
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performance of other regulated ILECs, thereby reducing substantially the ability of the 

Commission and other regulators effectively to monitor and regulate all such providers.2 

A. Respondents Fail to Recognize that  Changes in the industry Have 
Produced Large and Growing Numbers of Benchmarks. 

1. Regulators can now focus on whether ILECs provide sewice to rivals that is equal 
in quality to  that provided to themselves. These benchmarks are unaffected by 
the proposed transaction. 

6. Respondents’ claims ignore the fundamental changes that have taken place in 

the telecommunications industry during the last several years. These changes, including the 

enactment and implementation of the 1996 Act and the widespread deployment of facilities and 

services by CLECs, have reduced the importance of the traditional types of benchmarks relied 

on in the past by the Commission and other regulatory bodies. Indeed, these changes are 

intended ultimately to reduce the importance and need for substantial regulation of all 

telecommunications providers, including ILECs. 

7. Following the divestiture of the Bell Operating Companies (BOCs) from AT&T in 

1984, regulators focused on the BOCs’ provision of local access to interexchange carriers 

(“IXCs”). Because BOCs were prohibited from providing long-distance services, regulators 

could not compare how a BOC treated lXCs with how the BOC “treated itself” (e.g., how the 

BOC treated its own long-distance affiliate). The BOCs had a purely “vertical” relation to IXCs. 

That is, the BOCs supplied an input to, but did not compete with, IXCs. For this reason, how a 

particular BOC treated an IXC sometimes was compared to, or “benchmarked” against, how 

one or more other BOCs treated the same IXC. For example, federal and state regulators have 

used BOC-BOC benchmarks to detect discriminatory pricing, to evaluate equal access 

See, for example, Petition to Deny of Sprint Communications Company L.P. (“Sprint 
Comments”), p. 46; Comments of MCI Worldcom, Inc. (“MCI Worldcom Comments”), p. 33; 
and Petition of AT&T Corp. to Deny Application (“AT&T Comments”), p.20. 
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requirements, and to ensure compliance with installation and maintenance requirements for 

various  purpose^.^ 

8. The importance of such BOC-BOC comparisons has decreased considerably, 

however, as the regulatory focus has shifted to how BOCs treat competitors in markets in which 

the BOCs themselves also compete. In such markets, the key inquiry is not whether the BOC is 

treating competitors as well as another BOC, but whether the BOC is treating competitors as 

well as it treats itself. 

9. This was, for example, the main regulatory focus in the Computer Ill Inquiry in 

which the FCC adopted nonstnrctural safeguards to govern BOC participation in the Enhanced 

Services market. Here the Commission noted that it was adopting regulatory requirements to 

ensure that the BOCs “provide these competitors with access to basic services that is 

comparable in efficiency to the access they provide their own enhanced  service^."^ The BOCs 

were required to provide “equal access” to competing enhanced services providers (i.e., 

comparably efficient interconnection (“CEI”)), but, unlike in the long-distance context, the 

relevant regulatory inquiry with this form of equal access is whether the BOC is treating 

competitors comparably to itself. The Commission said: “In general. . . we require the basic 

service functions utilized by a carrier-provided enhanced service to be available to others on an 

unbundled basis, with technical specifications, functional capabilities, and other quality and 

operational characteristics, such as installation and maintenance times, equal to those provided 

to the carrier‘s enhanced services.’“ A BOC’s CEI offering must be generally available with 

minimal transport costs, and fully operational and available prior to the date that the BOC offers 

its corresponding enhanced service to the publk6 The BOCs were ordered to file quarterly 

’ See United States v. Westem Elec. Co., 993 F2d 1572, 1580-81 (D.C. Cir. 1993). 
Amendment of Sections 64.702 of the Commission’s Rules and Regulations (Third 
Computer Inquiry), Report and Order, 104 FCC2d 958, 1027 131 (1986) (“Third Computer 
I nq ui ry”) . 
Third Computer Inquiry, 104 FCC2d at 1036, 147. BOCs accordingly were required to 
provide interface functionality, unbundling of basic services, resale, technical characteristics, 
installation, maintenance and repair, and end-user access on a basis equivalent to its own 
enhanced services. Id. at 1039-1041, 157-162. 
Id. at 1041-1042 163-165. 

’ 



reports comparing the level of service they provide to their enhanced service affiliates with the 

service they provide to their enhanced services  competitor^.^ 

10. Since the passage of the 1996 Act, the focus of regulatory efforts by the 

Commission and other regulators has shifted to issues of access by firms that provide local 

telephone setvice in competition with incumbent local exchange carriers (“ILECs”). That is, 

regulatory efforts are focused on how ILECs treat firms with which they have a “horizontal” 

relationship -- firms that buy inputs from, and compete with, ILECs. 

11. The 1996 Act established a regulatory process under which CLECs can gain 

access to the local exchange facilities of the ILEC by signing an “interconnection agreement” 

with the incumbent carrier. The large number of interconnection agreements that ILECs have 

signed with CLECs has resulted in the creation of new benchmarks and considerable new 

information that regulators can use in evaluating an ILEC’s performance. Between November 

1997 and November 1998, the number of such agreements grew from roughly 1,700 to more 

than 5,400.’ Bell Atlantic alone participated in 300 agreements in 1997 and an additional 450 in 

1998.’ The interconnection agreements are public and, as a result, their utility as benchmarks 

is enhanced. The criteria for evaluating an ILEC’s performance in these agreements can be 

monitored not only by regulators, but also by the CLECs themselves. 

12. These interconnection agreements facilitate benchmarking as they often 

establish specific performance standards and a detailed schedule of charges if ILECs fail to 

meet their commitments. Each interconnection agreement requires approval by the relevant 

CLEC, ILEC, and state regulatory agency. Specifically, in its Local Competition Order, the 

Commission interpreted the Act‘s requirement that ILECs provide CLECs “nondiscriminatory” 

treatment as a requirement that the ILEC provide competitors with access to its facilities on the 

’ Id., 104 FCC2d at 1055-1056 192. 
USTA Competition Report, November 3, 1997 and information in USTA’s December 9, 1998 
letter to The Honorable Thomas Bliley, Chairman of the House Committee on Commerce. 
The letter states that “local telephone companies have successfully negotiated more than 
5,400 interconnection agreements with competitors, doubling the amount of such 
agreements from just a year ago.” ’ - Ibid. 
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same terms and conditions as it provides for itself.1om” As a result, an ILEC’s performance in 

providing access to a CLEC with which it has signed an interconnection agreement can be 

compared with the ILEC’s performance with respect to its own local customers. Since there is 

no reason to expect that the proposed merger between Bell Atlantic and GTE would lead an 

ILEC to provide poorer service to itself, the proposed merger would not be expected to reduce 

the usefulness of this internal benchmark. 

13. Finally, it is worth noting that the FCC and the Department of Justice (“DOJ”) in 

evaluating BOC applications to provide long-distance service under Section 271 of the 1996 Act 

compare ILEC-CLEC benchmarks, not ILEC-ILEC benchmarks. In evaluating BellSouth’s 

Section 271 application in Louisiana. for example, both the DOJ and FCC compared the service 

provided by BellSouth to CLECs with the service BellSouth provided itself for a number of 

services, including pre-ordering, ordenng, and maintenance and repair functions.12 

2. The widespread deployment of facilities and services by CLECs creates 
altemative benchmarks regulators can use in evaluating ILEC performance. 

14. The entry of numerous CLECs into local markets (a situation that is now 

occurring throughout the country) correspondingly creates a variety of altemative benchmarks 

for evaluating an ILEC’s performance, since the service that the ILEC provides to one CLEC 

can be used to evaluate its performance against others. For example, the share of MTAs in 

which one or more local service competitors hold numbering codes has increased from 11 

FCC, Notice of Proposed Rulemaking in the matter of Performance Measurement and 
Reporting Requirements for Operating Support Systems, Interconnection and Operator 
Services and Directory Assistance. CC Docket 98-72, at 6. 
Pursuant to such agreements, CLECs, for example, may obtain access to the same “OSS 
functions” that ILECs rely on to provide retail services to their own customers. CLECs are 
entitled to access customer data needed in order to sign up local exchange customers; 
place orders for services or facilities; receive relevant billing information from the ILEC; and 
so on. 
Evaluation of the U.S. Department of Justice in the Matter of the Second Application by 
BellSouth Corporation, Bell South Telecommunications, Inc., and BellSouth Long Distance, 
Inc. for Provision of InterLATA Services in Louisiana, pp. 28-35; and, FCC Memorandum 
Opinion and Order in the Matter of the Second Application by BellSouth Corporation, 
BellSouth Telecommunications, lnc., and BellSouth Long Distance, Inc. for Provision of 
InterLATA Services in Louisiana, pp. 61, 71, 92-93. 
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percent in the third quarter 1995, to 34 percent in the third quarter of 1996, to 64 percent in the 

third quarter of 1997 to 84 percent in the third quarter of 1998.13 

15. The CLECs entering into these agreements include each of the major 

respondents or their subsidiaries. For example, as of November 1997, AT&T and its subsidiary 

TCG had entered to interconnection agreements in 36 states and were involved in arbitrations in 

another five states. Similarly, MCI Worldcom (including its MFS and Brooks Fiber subsidiaries) 

had entered into interconnection agreements in 40 states; Sprint CLEC subsidiaries have signed 

interconnection agreements in 22 states. These firms have the incentive and expertise to 

monitor their interconnection agreements and to evaluate the performance of the various ILECs 

with which they have signed interconnection agreements. 

16. The proposed transaction can also be expected to create significant new 

regulatory benchmarks. Out-of-region CLEC subsidiaries created by ILECs appear to be 

especially well-placed to monitor the performance of in-region ILECs. Sprint, for example, 

acknowledges that “[alnother large incumbent is far better able to assess and contest claims by 

an ILEC that one form of interconnection is not feasible, or too costly, and thus the product of 

these negotiations can be expected to produce more efficient arrangements for competitive 

en try. ’” 

17. In sum, the increasing number of CLECs and individual interconnection 

agreements with the CLECs create many benchmarks for regulators to use in evaluating the 

performance of ILECs in serving CLECs. 

18. Furthermore, because all interconnection agreements are made public, 

agreements signed in one state can also influence the terms of agreements signed in other 

l 3  FCC, Industry Analysis Division, Common Carrier Bureau, Local Competition, December 
1998, Table 4.2. Assignment of a number code indicates that a CLEC is licensed to provide 
service in an area but does not necessarily indicate that the canier yet provides service. If a 
reserved code is not activated with 18 months, the codes will be released from reservation. u., p. 41). 

l4 Sprint Comments, p. 12. 
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states. That is, regulators in one state can, and do, monitor interconnection agreements signed 

in other states. For example: 

As a result of negotiations with MCI, Bell Atlantic agreed that performance 

measurements included in MCl’s interconnection agreement with Bell Atlantic in 

Pennsylvania would be included in MCl’s interconnection agreement with Bell 

Atlantic in Virginia. Bell Atlantic also agreed that these performance measurements 

would be included in MCl’s interconnection agreements in each (pre-NYNEX merger) 

Bell Atlantic state.” 

In a proceeding conceming performance standards for Bell Atlantic relating to 

interconnection agreements, the Pennsylvania Public Utilities Commission, at the 

urging of NextLink, considered the arrangements set by the Massachusetts Public 

Service Commission. The Pennsylvania PUC noted that “[clertain of the 

observations of the Massachusetts Public Service Commission are well-taken.”16 

In a proceeding conceming whether Bell Atlantic should be required to provide 

directory assistance (DA) database access to competitors, MCI filed a petition urging 

the New Jersey Board of Public Utilities to follow the rulings of the Virginia, Maryland, 

and Delaware Commissions. The New Jersey Board granted MCl’s petition and 

ordered Bell Atlantic to provide “the same DA database transfer that is now being 

provided in Virginia and other jurisdictions, or one which is substantially the same.”17 

Rhode Island adopted a Stipulated IntralATA Presubscription Plan (ILP) that, 

according to the Rhode Island PUC, is “essentially a verbatim borrowing from the 

l5 Brief of Bell Atlantic pp. 17-18; MCI Telecommunications Corp. v. Bell Atlantic Corp., File No. 
E-98-32 (FCC filed October 2, 1998). 
See PA PUC April 10, 1997, Application of MFS lntelenet of Pennsylvania, Inc.; Application 
of TCG Pittsburgh; Application of MCI Metro Access Transmission Services, Inc.; Application 
of Eastem Telelogic Cop. 
See New Jersey Board of Public Utilities May 15, 1998, RE Investigation Regarding Local 
Exchange Competition for Telecommunications Services. 

l7 
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New Hampshire Public Utilities Commission’s order on ILP, initiating presubscription 

in that state on June 2, 1997.”18 

In a similar proceeding, the Vermont Public Service Board adopted a Stipulated ILP 

that “is based on the Stipulated ILP Plans approved in Rhode Island and Maine, and 

also the plan that was initially filed by NYNEX in New Hampshire.”lg 

0 

19. The benchmarking process today is enhanced further still because under the 

terms of the 1996Act, each ILEC must offer the equivalent of “most favored nation” protection to 

all CLECs in the same state.” That is, the ability of one CLEC to successfully negotiate and 

implement interconnection agreements benefits all other CLECs. 

B. Respondents Overstate the Extent to Which the Proposed Merger 
Will Reduce the Amount of Information Available to Regulators. 

20. Even for issues for which ILEC-ILEC comparisons (instead of ILEC-CLEC 

comparisons) may be relevant, respondents overstate the percentage reduction in the number 

of benchmarks resulting from the proposed merger because they ignore non-BOC ILECs. In 

particular, independent LECs, including Sprint’s LEC subsidiaries, AIITel, Frontier, Cincinnati Bell 

and others, can provide benchmarks for regulators. 

21. Sprint’s experts Joseph Farrell and Bridger M. Mitchell (“Farrell and Mitchell”), in 

their discussion of the role of benchmarking, indeed cite a Commission evaluation of collocation 

charges that relied on information from 14 LECs, including “Cincinnati Bell Telephone 

Companies, Lincoln Telephone and Telegraph Company, Rochester Telephone Corporation, and 

Central Telephone Companies.’’21 Similarly, the Commission’s Statistics of Communication 

Common Carriers (“SOCC”) reflect data not just from the five major BOCs, but from a large 

l8 

l9 

2o 47 USC §252(i) *’ 
See Rhode Island PUCApril 18, 1997, RE IntraLATA Presubscription Plan. 
See Vermont PSB August 20,1997, re: New England Telephone and Telegraph Company. 

Farrell and Mitchell, p. 23. 
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number of “Tier 1” carriers, LECs that collect more than $100 million in annual operating 

revenues.’* 

22. Sprint’s comments express concem that its new ION technology will face 

discrimination by ILECs, but fail to mention that its own local exchange operations can be used 

to provide a benchmark for evaluating the success of ION’S implementation in other regions. 

Sprint operates more than 7 million access lines including ILECs in Las Vegas, NV and Raleigh, 

NC. 

23. Furthermore, respondents overstate the extent to which the merger will reduce 

the amount of information available to regulators since many measures of firm performance are 

specific to states and/or operating companies, not simply to the parent or holding company. 

Regulators often rely on state-level data, as opposed to holding company-level information, in 

evaluating an ILEC’s performance. Since Bell Atlantic and GTE both have operations in only a 

limited number of states, the proposed merger is unlikely to have a significant effect on these 

types of data and comparisons. Interconnection agreements, for example, are typically 

negotiated on a state-by state basis, and ILEC adherence to these agreements is generally 

evaluated on state-by-state basis. Similarly, the performance monitoring reports that Bell 

Atlantic provides to CLECs pursuant to the Bell Atlantic/NYNEX order may not cover an area 

larger than a single state.23 In addition, much of the data in the SOCC are reported for each 

LEC on a state-by-state basis. 

24. Similarly, regulators also often rely on information reported at the operating 

company level (as opposed to simply relying on data at the holding company level). Thus, some 

information collected by the Commission on Bell Atlantic’s performance aggregates information 

for several states but still does not aggregate these data with information from the service areas 

formerly served by NYNEX. For example, the Commission in a recent case relied on 

22 

23 

Non-BOC Tier 1 ILECs include Alliant Telecommunications, AIITel, Cincinnati Bell, Frontier 
and Sprint. 
See FCC Memorandum Opinion and Order in Bell AtlantidNYNEX, Appendix C(l)(i). 
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information from 15 operating companies including SBC’s SouthWestem Bell Telephone Co. 

(which provides service in Texas, Oklahoma, Arkansas, Missouri and Kansas), SBC’s Pacific 

Bell and Nevada Bell units, Bell Atlantic North (formerly NYNEX), Bell Atlantic South (the original 

Bell Atlantic states), as well as various n~n-RBOcs.*~ 

25. Similarly, Farrell and Mitchell cite various FCC decisions that rely on operating 

company-level information. In addition to the Commission evaluation of collocation charges 

discussed above (which relied on information from Pacific Bell and Nevada Bell, among others), 

Farrell and Mitchell discuss regulators’ use of operating company-level data for benchmarking 

charges for collocation-related services and for shared transport issues.25 

26. The Automated Reporting Management Information System (“ARMIS”) reports, 

which regulators often use to compare ILECs, also are based on state or operating company 

data. The ten ARMIS reports, filed by BOCs and non-BOCs, contain financial and operating 

information for each reporting ILEC.26 Because these data are reported at the state-specific 

level or on an operating company basis, these data would not be affected by the proposed 

transaction. 

C. The Analysis of Sprint’s Experts Farrell and Mitchell Is Based on 
Unsupported Assumptions and Other Flaws. 

27. Sprint’s experts, Farrell and Mitchell, claim that “[tlhe loss of one of a relative 

handful of large ILECs would substantially damage efficient regulation, including the 

interconnection regulation necessary for the growth of competition in local exchange and 

24 In re 1998 Annual Access Tariff Filings: Southwestem Bell Telephone Company Revisions to 
Tariff F.C.C. No. 73, footnote 2. 

25 See Farrell and Mitchell, at p. 16, fn. 23, and p. 18. 
26 These data include cost information for both regulated and nonregulated activities; as well 

as operating data on the installation and repair intervals achieved for service to IXCs, 
business customers and residential customers; trunk blockage; switch downtime; outages 
greater than two minutes; the results of customer satisfaction surveys; quantities of local 
switches according to type and by capability; interoffice facilities; the quantity of all access 
lines in service; the growth of access lines in service; the time it takes to deliver calls to an 
IXC using various types of switching and signaling systems; statistical schedules of switched 
access lines by customer and by technology; and telephone calls and minutes of use. 
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exchange access  market^.'"^ This conclusion is based on unsupported assumptions and other 

flaws. First, Farrell and Mitchell’s analysis of average-practice benchmarking is based on the 

unwarranted assumption that each ILEC is an “independent observation.” Second, Farrell and 

Mitchell assume that regulators are, in effect, passive recipients of information and cannot 

respond to changes in the type or amount of information as a result of industry mergers. Third, 

Farrell and Mitchell’s analysis of “best practices“ benchmarks fails to recognize that a merger 

affects the information available to regulators only under very specific circumstances. 

1. Farrell and Mitchell’s analysis of the effect of the merger on average practice 
benchmarking is flawed. 

28. Farrell and Mitchell’s analysis of average-practice benchmarking is based on the 

assumption that, in a statistical sense, each ILEC provides an “independent observation.” That 

is, they assume that information from one ILEC provides no information about other ILECs. 

Farrell and Mitchell provide no basis for this assumption. Indeed, there are several reasons why 

the information available from different firms will not be independent observations, but instead 

will be statistically correlated. Farrell and Mitchell acknowledge that “different ILECs’ 

capabilities for productivity improvement are highly correlated, because many of the same 

technological opportunities, new products, and demographic trends apply to 

and Mitchell do not incorporate this observation into their analysis. That is, they fail to note that 

when information from different ILECs is highly correlated, the loss of one observation results in 

little loss in the total amount of information available to regulators. 

But Farrell 

29. Furthermore, even accepting Farrell and Mitchell’s assumption of “independent 

observations,” the analysis is misleading for a variety of technical reasons. I discuss these 

additional shortcomings of their analysis in Appendix 2. 

27 Farrell and Mitchell, p. 48. 
28 Farrell and Mitchell, p. 10. 
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2. Farrell and Mitchell’s analysis assumes that regulators are passive recipients of 
information. 

30. Farrell and Mitchell give examples of some of the consequences of mergers for 

various types of benchmarking. Each of these examples, however, implicitly assumes that 

regulators will not respond to whatever changes in the amount and quality of information result 

from industry mergers. However, regulators can alter their methods in response to any 

information loss; such actions by regulators will reduce the impact of any lost information. Thus, 

Farrell and Mitchell’s examples define a worst-case scenario in which regulators continue all 

benchmarking practices unchanged despite a change in the environment in which the regulators 

operate. 

31. For example, Farrell and Mitchell argue that merger decreases the incentive for a 

merged firm to improve efficiency.29 If the X-factor (reflecting the rate of efficiency 

improvements in price cap regulation) is calculated by averaging the performance of all firms, 

efficient behavior by one firm will, in effect, penalize itself as well as other firms. They suggest 

that the merger will reduce the merged firms’ incentive to act efficiently since the calculated X- 

factor will depend more heavily on its own performance. 

32. This analysis, however, fails to take into account the likely response by regulators 

to this circumstance. If regulators conclude that the disincentives toward efficient behavior are 

too large, they could choose to base the X-factor only on information from rivals, or instead 

could incorporate an adjustment to the X-factor to respond to possible changes in firms’ 

incentives. In other words, Farrell and Mitchell’s conclusion that consumers will be harmed 

presumes that regulators passively react to information they receive and do not adjust their 

interpretation in response to changed circumstances. 

33. Likewise, Farrell and Mitchell claim that the proposed merger will adversely affect 

consumers by making regulators’ ‘‘rules of thumb” less effective mechanisms for protecting 

consumer‘s interest. Farrell and Mitchell, for example, discuss a “mean plus one standard 

a 

~ 

29 Farrell and Mitchell, p. 39. 



- 1 5 -  

deviation rule” whereby regulators might set a regulated price somewhat (e.g., one standard 

deviation) above the average, recognizing that “some LECs may reasonably provide service 

less efficiently than other LECs.” Farrell and Mitchell claim that the Commission used such an 

approach in regulating prices that ILECs can charge to CLECs for collocating equipment at the 

ILEC’s central office. Farrell and Mitchell point out that a reduction in the number of firms 

increases the standard deviation even if the mean is unaffected, increasing this threshold 

relative to the mean (e.g., resulting in a higher regulated price).” 

34. However, there is again no reason to believe that a regulator would passively 

maintain a “mean plus one standard deviation” rule as circumstances change (e.g., as the 

number of observations on which estimates are based decreases). Instead of using a 

“conservative” rule based on the ”mean plus one standard deviation,” the regulator in such 

circumstances could respond by using a more aggressive rule based on the mean alone, or 

perhaps “mean plus one-half a standard deviation.” 

35. More generally, Farrell and Mitchell’s example highlights why a regulator would 

make adjustments to respond to a reduction in available information as opposed to remaining 

passive and maintaining its existing procedures. Given regulators’ ability to adjust their rules, it 

is by no means certain that a reduction in the number of ILECs will result in weaker regulatory 

performance standards that substantially harm consumers. 

3. Farrell and Mitchell’s analysis overstates the effect of the merger on best practice 
benchmarking. 

36. Farrell and Mitchell claim that the proposed merger will adversely affect the ability 

of regulators to utilize “best practice” benchmarking, whereby regulators “use a ‘best’ practice 

offered by one ILEC to leam what is possible for all and require all ILECs to implement it.”3’ 

30 Farrell and Mitchell, p. 35. 
31 Farrell and Mitchell, p. 14. 
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Farrell and Mitchell’s discussion of this practice focuses on local number portability and other 

factors that facilitate the entry of CLECs. 

37. In many instances, however, a merger will have no effect on a “best practice” 

benchmark. In order for a merger to result in a less beneficial “best practice.” three criteria must 

all be satisfied: 

One of the parties to the merger must be the firm with the “best practice.” 

No party outside the merger has the “best practice” available. 

Given that one of the merging parties has the best practice, the merged firm must 
adopt a different practice. 

38. If the firm has a strong incentive to adopt the best practice, then a merger may 

not result in the adoption of a less beneficial “best practice.” Bell Atlantic, for example, faces 

strong incentives to adopt best practices that facilitate CLEC entry since such actions are 

necessary to win and keep authority to provide long-distance service under Section 271 of the 

1996 Act. Farrell and Mitchell have presented no evidence supporting their assumption that the 

merging parties would choose not to adopt a best practice that facilitates CLEC entry. If one or 

both of the merging firms is using a best practice, then moving away from this practice would be 

readily recognized by regulators. 

39. Moreover, as suggested above, a merger would not affect identification of a best 

practice in a variety of cases in which the merging parties did not posses such a practice or 

shared this practice with another firm. 

111. RESPONDENTS’ CLAIMS THAT COMBINING TWO LARGE 

ACCESS SERVICES WILL SUBSTANTIALLY REDUCE 
COMPETITION ARE WITHOUT MERIT. 

’ PROVIDERS OF LOCAL EXCHANGE AND EXCHANGE 

40. Several respondents argue that the proposed merger should be blocked because 

a merger of two large providers of local exchange and exchange access services will 
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substantially reduce competition. Respondents claim that the merger will lead to a reduction of 

competition for several reasons. 

0 First, several respondents appear to believe that the large size of a merged Bell 

Atlanti,c/GTE will by itself reduce competition. 

Second, respondents argue that the proposed merger increases the potential for 

“coordinated interaction” among major ILECs. 

Third, respondents claim that the proposed merger will increase the merged firm’s 

ability and incentive to discriminate against rivals by raising local access prices. 

Finally, respondents claim that the proposed merger also will increase the merged 

firm’s ability and incentive to discriminate against rivals through non-price means. 

0 

This section shows that these claims are without merit. 

A. There is No Economic Basis for Respondents’ Claim that the 
Proposed Merger Will Harm Competition By Creating a Large Firm. 

41. Respondents appear to believe that a merger of Bell Atlantic and GTE will reduce 

competition simply by creating a large firm. For example, MCI Worldcom argues that “[tlhe 

sheer size and reach of a mega-BOC like Bell Atlantic-GTE would give the combined entity 

enormous power to block competition for local exchange 

“[tlhese latest mergers, by giving the combined entities even greater pools of access and other 

monopoly profits from which to entrench their bottleneck monopolies . . . and by establishing a 

market structure in which the nation’s access lines may be largely divided between, in effect, a 

Bell East and a Bell West, would strengthen [the] barriers [to competition] even more.”33 

Similarly, AT&T claims that 

42. There is no economic basis for these claims. Respondents’ statements reflect 

little more than an unsubstantiated suggestion that “big is bad.” This simple-minded antitrust 

theory was rejected long ago by economists and courts. 

32 MCI Worldcom Comments, p. 13. 
33 AT&T Comments, p. 2. See also, for example, e.Spire Comments, p. 3; Focal 

Communications Comments, p. i. 
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43. Even if Bell Atlantic and GTE were monopolists in their own territories (and, as I 

have discussed, each faces a variety of new competitors and has signed a large number of 

interconnection agreements with CLECs, and this competition is growing), simply combining two 

local monopolies serving distinct areas would not increase market power in either territ~ry.’~ 

44. Second, to the extent that respondents claim that Bell AtlantidGTE’s larger size 

alone will increase the ability of the merged firm to “block competition,” they do not explain why 

this would have an incremental effect on Bell Atlantic and GTE’s ability to prevent entry by 

CLECs. That is, they provide no explanation regarding how an increase in the size of these 

firms resulting from a horizontal combination of Bell Atlantic and GTE’s ILECs will increase the 

merged firm’s purported ability to “block competition” in its service areas. Indeed, there is no 

theory or facts to support such an assumption. 

6. Respondents’ Claim that the Proposed Merger Increases the 
Likelihood of “Coordinated Interaction” Ignores that the Transaction 
Will Result in Significant Out-of-Region Entry and New Competition 
for Respondents. 

45. Respondents argue that the proposed merger will reduce competition by 

increasing the likelihood of “coordinated interaction” (Le., collusion) among major ILECs in 

telecommunications markets. For example, according to MCI Worldcom, “[tlhe proposed Bell 

Atlantic-GTE merger alone would significantly increase the likelihood of coordinated interaction. 

It will make it much easier and more likely for the few remaining major ILECs to continue the 

non-aggression pact under which they do not compete in each other‘s ~egions.”~’ 

46. Respondents ignore that the Bell AtlantidGTE merger is motivated by the firms’ 

desire to compete to provide bundled services on a national basis, including by providing 

service outside their existing service territories. This will directly result in increased competition 

34 

35 

The extent to which Bell Atlantic and GTE are “potential competitors” in each other‘s 
territories is addressed in the Reply Declaration of Robert H. Gertner and John P. Gould. 
MCI Worldcom, at 30. A similar point is made by smaller CLECs including, for example, 
Focal Communications, p. 4; State Communications, p. 13, and KMC Telecom Inc., p. 9. 
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between Bell AtlanWGTE and other major ILECs. If, as respondents claim, the major ILECs 

ever had a “non-aggression pact,” the proposed merger and related out-of-region strategy 

surely indicate it no longer exists. 

47. Respondents present no support for their claim that the Bell Atlantic/GTE 

transaction will inhibit out-of-region entry.36 Any claim that the transaction would result in a “non- 

aggression pact” among ILECs should necessarily be viewed as highly suspect coming from 

MCI WorldCom, AT&T and Sprint, the principal rivals of the ILECs. These firms would be the 

principal beneficiaries of any such “non-aggression pact” because they will not face competition 

from ILECs in providing packages of services to various customers throughout the U.S. The 

success of any attempt to collude would require their participation, and respondents do not -- 

and cannot -- contend that they (or the many other CLECs) will participate in “coordinated 

interaction” that will lead to non-competitive outcomes. 

48. Instead, MCI WorldCom, AT&T and Sprint are the leading firms in the provision of 

packages of local, long-distance and data services. These are precisely the firms that Bell 

AtlantidGTE plans to challenge through their merger. The Bell AtlantidGTE Application 

explains that the merger will enable them to compete more effectively in providing local, long- 

distance and data services for large business and other customers across the United States and 

intemationally. These are precisely the customers and services on which MCI WorldCom, AT&T 

and Sprint appear to be focussing their marketing effort. The respondents’ complaints are 

better understood as a response to concems that Bell AtlantidGTE will create a potent new 

competitor that will challenge respondents. 

49. Moreover, a “non-aggression pact” involving ILECs alone agreeing not to enter 

each others’ territories would not be effective without the participation of other CLECs who 

clearly would not benefit from participating in any such agreement. As discussed above, a 

significant number of CLECs are now deploying facilities and offering services. CLECs as a 

36 These claims imply that Bell Atlantic and GTE have attempted to mislead regulators, 
investors and elected officials in outlining their plans to deploy an out-of-region strategy. 
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group already are gaining share from the major ILECs. For example, CLECs have installed 

more access lines than ILECs over the last two quarters.37 Similarly, former Commission 

Chairman Reed Hundt predicts that CLECs will increase their market share by five percentage 

points per year, and the CLEC trade association has projected a 25 percent national share of 

local access lines by the year 2003.’’ Such an increase in competition from CLECs would 

make a purported “non-aggression pact” among the BOCs largely ineffective as these CLECs 

continue to deploy facilities rapidly throughout the United States. 

50. The great heterogeneity of firms now competing to provide local services and 

bundled services would greatly complicate any attempt to engage in “coordinated interaction.” 

For example, major ILECs like a merged Bell AtlantidGTE will have a greater presence in some 

regions of the country than others. In contrast, AT&T, MCI Worldcom and Sprint currently have 

customers throughout the country. Many other CLECs have a regional presence and differ 

significantly with respect to the mix of large business, small business and residential customers 

they serve. Other CLECs also differ in the type of technology they plan to use and the extent to 

which they plan to lease, resell, or construct their facilities. Thus, future telecommunications 

markets likely will be characterized by a substantial number of firms with heterogeneous 

characteristics. It is widely recognized that “coordinated interaction” typically is not a concem 

under such conditions. Moreover, the respondents’ arguments ignore that these many and 

vaned firms that compete with ILECs today include some of the largest telecommunications 

firms in the world: AT&T, MCI WorldCom and Sprint. 

37 

38 

J. B. Grubman and S. McMahon, Salomon Smith Bamey Research Industry Note. May 6, 
1998. 
TR Daily, December 2, 1998 (http://w.tr.com/newsletters/trd/index.htm). 
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C. Respondents’ Claim that the Proposed Merger Will Increase the 
Merged Firm’s Ability and Incentive To Engage in a “Price Squeeze’’ 
by Raising Prices Charged to Rivals for Local Access Is Without 
Merit. 

51. Respondents claim that the proposed merger will increase the merged firm’s 

ability and incentive to discriminate against rivals by raising local access prices. For example, 

AT&T argues that “[s]o long as Applicants continue to exercise market power over exchange 

access, a necessary input for providing long-distance service, they can subject their long- 

distance competitors to price  squeeze^."^' 

52. Respondents’ price squeeze arguments have been made, evaluated, and 

rejected several times. For example, in its investigation of the Bell AtlantidNYNEX merger, the 

Commission concluded that “we believe that price squeeze tactics are likely to fail under the 

circumstances presented here as a predatory tacx  aimed at eliminating competition among 

interexchange competitors.’40 Similarly, the same argument was rejected in the Commission’s 

recent SBC/SNET decision. The Commission explained that “MCI made the identical argument 

in opposing the merger of Bell Atlantic and NYNEX. In the Bell AtlantidNYNEX Order, the 

Commission concluded that this concem did not justify blocking the merger, and MCI does not 

challenge the Commission’s analysis in this pr~ceeding.”~’ These arguments center on the 

regulatory safeguards in place and the corresponding ease with which this type of discrimination 

could be detected. 

53. Respondents’ claims have been rejected in the past because they are based on 

flawed economic reasoning. According to AT&T, “[tlhe opportunity to impose a price squeeze 

exists because Applicants’ access services are priced well above cost. . . . When Applicants 

provide long-distance services, however, they will not pay these inflated access 

However, this “price squeeze” argument ignores that when a local access provider also provides 

” AT&T Comments, p. 30. 
40 

41 FCC, SBC/SNET Order, q24. 
42 AT&T Comments, p. 31. 

FCC, Bell AtlantidNYNW Order, 7117. 
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long-distance service, it gives up any supposedly “inflated access costs.” The same is true for a 

local access provider that offers “new services’’ that rely on local access. That is, if a local 

access provider can charge a price for local access that exceeds its cost of providing local 

access, then such a firm that also sells long-distance or other services that involve the use of 

local access faces an “opportunity cost” when it, instead of a rival, makes a sale of one of these 

services. In particular, the local exchange provider loses any profit associated with making a 

sale of local exchange access to a rival long-distance provider. 

D. Respondents’ Claim that the Proposed Merger Will Increase the 
Merged Firm’s Ability and Incentive To Discriminate Against Rivals 
by Non-Price Means Also Is Without Merit. 

1. Respondents’ discrimination theory is based on contradictory assumptions. 

54. Respondents claim that the proposed merger also will increase the merged firm’s 

ability and incentive to discriminate against rivals by non-price (technological) means. In 

particular, Sprint’s experts Michael L. Katz and Steven C. Salop stress this claim.43 

55. The theory of discrimination put forward by respondents is based on two 

contradictory assumptions. On the one hand, the theory presumes that customers of the 

merged firm will be able to detect the discrimination and service degradation resulting from 

ILECs’ actions -- otherwise they would have no incentive to switch from the rival’s service to that 

provided by the discriminating carrier. On the other hand, the theory presumes that regulators 

and rivals (including large sophisticated firms like the respondents) will be unable to detect such 

discrimination and service degradation. If regulators and rivals could detect such behavior, 

ILECs would not be likely to discriminate because they would likely be subject to significant 

regulatory penalties and potential antitrust violations. 

43 See, for example, Sprint Comments, p. 28 and Katz and Salop, p. 17. Related points are 
made in comments from AT&T (p. 12) and MCI WorldCom (p. 38). 
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2. Evidence in wireless telecommunications and other markets indicates that ILECs 
do not have the ability and/or incentive to  discriminate in providing local access 
to rivals. 

56. Respondents’ claims that ILECs have the ability and the incentive to discriminate 

in providing local access services to rival suppliers is inconsistent with available empirical 

evidence. For example, ILECs provide critical inputs to competing cellular carriers; however, a 

review of the evidence in the wireless telecommunications industry contradicts respondents’ 

claim that ILECs can successfully discriminate against their rivals. 

57. From the introduction of cellular telephone service in the mid-l980s, to the 

introduction of ESMR and PCS services in the last few years, virtually all areas in the country 

were served by two cellular providers. One of the cellular licenses in each area was originally 

given to the ILEC in that area, and the second license was awarded to a “non-wireline” carrier. 

Both cellular providers relied on the ILEC to provide local access services (e.g., to connect a 

cellular call to a landline phone). That is, the ILEC provided local access services to a firm with 

which it competed. 

58. If respondents’ non-price discrimination concems were valid, I would expect that 

the non-wireline carriers would have been substantially disadvantaged as they competed with 

the ILEC-owned cellular carrier. However, non-wireline carriers have for many years competed 

on an equal footing against ILEC-owned cellular providers. The Commission, for example, 

noted in 1996 that “the market shares in each cellular service area have been divided on a 

roughly equal basis between wireline and nonwireline carriers.’* Furthermore, the actions of 

Pacific Telesis and U.S. West in divesting their cellular interests in 1994 and 1998, respectively, 

also are inconsistent with respondents’ claim that an ILEC can disadvantage rivals that rely on 

the ILEC for local exchange access services. 

44 Amendment of the Commission’s Rules to Establish Competitive Service Safequards for 
Local Exchanqe Camer Provision of Commercial Mobile Radio Services, Notice of Proposed 
Rulemakinq, Order Remand, and Waiver Order 11 FCC Rcd 16,639, 16,664 47 (1996). 
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59. The success in recent years of PCS and ESMR providers that compete with 

ILECs’ wireline cellular services provides further evidence that ILECs cannot successfully 

discriminate in providing local exchange access services to downstream rivals. For example, 

the advent of PCS services has lead to substantial declines in cellular prices, including those 

charged by ILECs’ cellular subsidiaries. A May 1998 analysis of the pricing of wireless services 

noted that the average price for 30 minutes of use per month “fell an amazing 20 percent in just 

six months” between September 1997 and March 1998.45 Again, these circumstances suggest 

that ILECs do not have the ability to discriminate against rival firms to which they supply a key 

input, 

60. Similarly, I am aware of no claims of harm to competition resulting from RBOC 

provision of information services and customer premises equipment (CPE) in competition with 

others. For example, information services (including the Intemet) have grown at extraordinary 

rates in recent years. RBOCs are small players among a very large number Internet Service 

Providers. Similarly, Bell companies have achieved only a modest share of industry sales of 

CPE.& 

3. The widespread deployment of CLEC facilities is inconsistent with respondents’ 
discrimination concens. 

61. The widespread deployment of competitive local facilities using a variety of new 

technologies also contradicts respondents’ claims that ILECs have the ability and incentive to 

discriminate against rivals in providing local access. For example, Teligent and Winstar have 

deployed fixed wireless technologies in competition with ILECs; firms such as AT&TTTCI, Time 

Wamer Communications and Cox Communications are deploying cable-based local services; 

Level 3 is deploying local service based on Internet Protocol; and a variety of other firms, 

including Focal, GST, Hyperion, ICG and others are deploying switch-based local networks 

Paul Kagan Associates, Competitive Rates in Wireless Telecom Mav ‘98, A Comprehensive 
Guide to the Rates in the Top 100 U.S. Markets, May 1998, p. 12. 
NATA, 1995 Telecommunications Review and Forecast, p. 128 (1995). 46 
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throughout the country. As discussed above, AT&T/TCG and MCI WorldCom (through MFS, 

Brooks Fiber, and MCI Metro) have the most extensive CLEC operations in place, with each 

operating in a large number of cities. 

62. Respondents’ actions also are inconsistent with their professed concerns that 

ILECs will discriminate in providing local exchange access services. For example, Sprint 

recently announced widespread deployment of its “ION” technology, which relies on local 

exchange access from ILECs. According to Sprint, deployment of ION will require the 

development of new types of interconnection. This action is inconsistent with the discrimination 

concems expressed by Sprint. 

4. Respondents greatly overstate the extent to which the proposed transaction 
would increase incentives for ILECs to discriminate against rivals. 

63. Even if an ILEC could, without detection, discriminate technologically against 

potential rivals of long-distance or local exchange services, the proposed merger will not 

increase any incentives to discriminate unless, and only to the extent that, the benefits of such 

discrimination could be captured in the expanded geographic territories of the merged firm. For 

example, if discrimination by GTE would harm rivals only in areas where Bell Atlantic has little or 

no presence, the proposed merger would have little or no effect on GTE’s incentive to 

discriminate, even under respondents’ theory. 

64. Assume, for example, that GTE had the ability to discriminate against a rival 

CLEC operating in its Califomia service area. Under respondents’ theory, the proposed 

transaction would increase its incentive to do so only if this CLEC also operated in Bell Atlantic’s 

territory. Thus, even if geographic economies of scope are important in these businesses, the 

proposed Bell AtlantidGTE merger would increase the incentive to discriminate only against 

potential rivals that had significant assets in both Bell Atlantic and GTE territories. 

65. But a variety of CLEC competitors do not fit this mold. For example, CLECs such 

as GST and ICG operate in at least one of the five largest MSAs in which GTE operates, but do 
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not appear to operate (or have plans to compete) in Bell Atlantic’s territ~ry.~’ Similarly, several 

other CLECs, including Hyperion, Focal and Covad. plan to operate in Bell Atlantic’s territory but 

do not appear to do so (or have plans to do so) in GTE’s five largest MSAs (or instead operate 

only in Los A n g e l e ~ ) . ~ ~  

66. More generally, any incremental incentive to discriminate due to CLECs 

operating in both Bell Atlantic and GTE’s service area is likely to be small because many of 

GTE’s territories are sparsely populated. As a result, GTE has faced considerably less CLEC 

entry than Bell Atlanti~.~’ Even under respondents’ theory, a merged Bell AtlantidGTE would 

not have a greater incentive to discriminate against CLECs that focus their initial efforts in areas 

served by either Bell Atlantic or GTE, but not both. 

67. The proposed merger also would not have a substantial “spillovei‘ for long- 

distance services. According to respondents’ theory, the merger would affect the incentive to 

discriminate against long-distance rivals to the extent that it would increase the merged firm’s 

ability to capture “spillovers” resulting from such discrimination. 

68. According to Sprint’s theory, discrimination by an integrated provider of long- 

distance and local services against rival long-distance providers in one region will discourage 

customers in other regions from obtaining services from their rivals. Discrimination will benefit 

the integrated firm if the customers adversely affected by discrimination tum to it (the integrated 

firm) to obtain long-distance service. Thus, according to respondents, the incentive to 

discriminate increases when an integrated firm can provide end-to-end service for a greater 

share of calls. They claim, in tum, that the proposed transaction increases the risk of 

discrimination by increasing the number of end-to-end long-distance calls that the merged firm 

can provide. 

47 

48 
This analysis is based on a review of SEC filings by various CLECs. 
GTE is the ILEC for portions of the Los Angeles MSA, including Santa Monica, Long Beach, 
and Pasadena. Covad and Focal offer, or plan to offer, service in Los Angeles. I have not 
investigated whether they plan to serve customers in GTE’s operating areas. 
See various measures of local competition presented in USTA’s December 9, 1998 letter to 
The Honorable Thomas Bliley, Chairman of the House Committee on Commerce. GTE, for 
example, has considerably fewer resold lines than any of the RBOCs. 

49 



69. The proposed transaction, however, would result in only a modest increase in the 

number of calls for which the merged Bell AtlantidGTE could provide both originating and 

terminating service. According to Sprint. “the new firm would terminate 43% of the minutes that 

it controls on the originating end, which compares to a weighted average of 36% for the two 

companies ~eparately.”~’ That is, Sprint claims that the merger will increase the aggregate 

percentage of long-distance calls originating and terminating in the same ILEC’s territory by 

seven percentage points. Even if Sprint’s calculation is correct, the Commission has previously 

found that an increase “of only six to seven percentage points” in the percentage of calls served 

at both ends by one firm raises no competitive concerns.s1 

70. Furthermore, even if there were important “spillover” effects across ILEC 

territories, it does not follow that the merger will increase the merged firm’s incentive to 

discriminate against rivals. In a simple model using the assumptions that are most favorable to 

the Katz and Salop theory, I show that a merger need not lead to an increased incentive to 

discriminate against CLECs. I explain my analysis in Appendix 3. 

71. Finally, respondents fail to recognize that, even if all of their discriminatory 

concems were valid (and as 1 have explained, they are not), and discrimination could make non- 

ILECs less effective competitors, the merger would add Bell AtlantidGTE as a competitor in 

these markets. The addition of a new competitor in some or all of these markets (e.g., long- 

distance) could more than offset any reduction in competition resulting from any technological 

discrimination. 

Sprint Comments, p. 33. 
See SBC/PacTel Merger Order, n53. 
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IV. SUMMARY OF CONCLUSIONS 

72.  Respondents ignore the fact that the dramatic industry changes in recent years 

have produced a substantial number of new benchmarks for regulators to analyze. In particular, 

an ILEC’s performance in serving a CLEC can be compared with the ILEC’s performance in 

providing service to itself. This type of benchmark is already used routinely and the proposed 

transaction would not limit its usefulness. Moreover, regulators’ ability to adjust regulatory 

decisions can mitigate any loss in information that might result from the proposed merger, 

73. Respondents’ claim that the proposed transaction will reduce competition by 

combining two large providers of local exchange and exchange access services also 

exaggerates the risks of harm to competition. For example, their claim that the large size of Bell 

AtlantidGTE alone will harm competition simply reflects the long-ago discarded antitrust notion 

that “big is bad.” 

74. Respondents’ claim that the proposed transaction will result in “coordinated 

interaction” and a ’Inon-aggression pact” ignore the simple fact that the proposed Bell 

AtlantidGTE merger was accompanied by plans for significant out-of-region entry. If there ever 

was a non-aggression pact, recent events surely indicate that it no longer exists. 

75. Respondents’ claim that the proposed transaction will result in a price squeeze 

has been made and rejected previously. They introduce no new arguments suggesting that 

prior dismissal of these arguments are based on faulty economic reasoning. 

76. In addition, respondents exaggerate the risks that the proposed merger will 

increase risks of discrimination by Bell AtlantidGTE against its CLEC rivals. Available evidence 

on the success of non-wireline cellular providers, new PCS/ESMR wireless suppliers, 

information service providers and CPE providers indicates that wncems about ILEC 

discrimination against rivals are exaggerated. Similarly, the large-scale deployment of facilities 

by CLECs also is inconsistent with respondents’ claims about ILECs’ incentive and ability to 

discriminate. Finally, the theoretical arguments advanced by respondents that the proposed 
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transaction will result in increased incentives to discriminate are based on the self-contradictory 

proposition that discrimination will be significant enough to deter consumers from using the 

ILECs’ competitors but not be detectable by regulators. In addition, respondents present no 

evidence that the changes in incentives they discuss are empirically significant. 



I hereby dodare, under penalty of periury, Chat the foregoing is tsue and COrreCt to the best of my 

knowledge and belief. 

Kennoth J. 4rt.w 
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Appendix 2 

TECHNICAL EXPLANATION OF WHY FARRELL AND MITCHELL’S 
“AVERAGE-PRACTICE” ANALYSIS IS MISLEADING 

Farrell and Mitchell’s numerical example assumes that the number of firms monitored by 

regulators falls from eight to four. Their characterization of the loss of information due to this 

reduction is misleading. Although the number of observations in Farrell and Mitchell’s 

hypothetical example falls by a factor of two, the variance of each observation (now the sum of 

two observations instead of one) falls by the same amount.’ Regulators have fewer pieces of 

information, but each piece is more reliable. Thus, neither the estimated average performance 

nor the true classically defined variance of these benchmarks will change at all. 

Farrell and Mitchell use the increase in the Bayesian posterior variance as a measure of 

the fall in confidence that a regulator would have in the estimated benchmark. In this context, 

the posterior variance grows because the variance is not known, and due to their assumption of 

an uninformative prior distribution. 

Although their calculations are numerically correct, Farrell and Mitchell greatly 

exaggerate the practical significance of these calculations. First, their small assumed sample 

sizes (eight firms merging to four) give the most dramatic results possible with respect to the 

posterior variance. Among examples in which the number of firms is cut in half, and for which 

the posterior variance can be computed, the “eight-to-four” example yields the largest change in 

posterior variance because the denominator in the calculated variance includes the term “n-3”. 

in fact, as sample size grows, the posterior variance tends to the classical variance, which 

remains unchanged. This is particularly noteworthy as the numbers they choose are a poor 

reflection of the actual benchmarking environment. A s  I have discussed, the number of entities 

useful for benchmarking is considerably larger than the number of major ILECs. Second, their 

1. As discussed in Section I1.C above, this hypothetical and its underlying assumptions are not 
appropriate for analyzing the proposed transaction. 
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assumption of an uninformative prior distribution is unreasonable. Prior information exists in the 

form of the history of prior benchmarks, and from other sources. Given prior information on the 

variance, the posterior variance would not fall as dramatically. Indeed. if the variance is known 

from prior experience, the problem becomes the same as in classical statistics, and the merger 

has no effect on the posterior variance. 



Appendix 3 

EFFECT OF MERGERS ON INCENTIVES TO DEGRADE SERVICE TO 
COMPETING LOCAL EXCHANGE CARRIERS 

The Declaration of Michael L. Katz and Steven C. Salop claims that the incentive of 

ILECs to degrade service to a CLEC would be increased by merger. In the following, I use the 

assumptions most favorable to their case, although I do not believe they are accurate. I assume 

that there are two 1LECs. Because of economies of scale, the CLEC would not find it profitable 

to enter just one. It would have to enter both markets to cover costs and make a profit. In the 

absence of a merger, each ILEC could degrade service or not. (For the purposes of the present 

argument, I am assuming their freedom to do so, although it is hardly reasonable, since it is in 

effect assumed that the customers can tell the difference in service while the CLEC cannot 

enforce its desire for high-quality interconnections.) 

It is conceivable that degradation of service by one ILEC will reduce demand for the 

services supplied by the CLEC so much that it will not enter. In this case, the merger will clearly 

have no effect, since the CLEC’s entry will have already been deterred. Therefore, to give the 

Katz-Salop argument its best chance, suppose that degradation by one ILEC will not prevent 

entry but that degradation by both will. This appears to be the best case for arguing that the 

merger will increase the incentives for degradation. 

But this inference is not correct if the firms are at all rational. To put the matter simply, 

each firm will degrade assuming the other is rational enough to understand that it is in its 

interest to degrade also. No collusion is needed, just a common understanding of the 

possibilities for detemng entry through degradation by both. 

Formally, letA and B be the two ILECs, and let C be the potential CLEC. Let sA be the 

decision of firm A, “degrade,” or, “not degrade,” abbreviated as “d” and “not d,” respectively. 

Similarly, let sB be the decision of firm B, with the same abbreviations. Finally, let C’s strategy, 

sc, be “not entei‘ or “enter,” abbreviated as “not e” and “e,” respectively. Let PA, PB, and Pc be 

the payoffs to A, 6, and C, respectively. PA depends on SA and SC, PB depends on SB and SC, 
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and Pc depends on all three strategies. Clearly, P c ( s ~ , s g ,  not e) = 0 no matter what the strategic 

choices of A and 6 are. Our assumptions about the effects of degradation on the profitability of 

C’s entry can be written, 

Pc(sA,se, e) > 0 if either sA = not d or sg = not d. 

Pc(d, d, e) < 0. 

We suppose that firms A and B make their strategic choices independently; then C 

decides whether or not to enter. Clearly, it will not enter if both firms have decided to-degrade 

and will enter otherwise. This policy of C’s can be anticipated by A and B. The decisions of A 

and B are taken to follow the principle of the Nash equilibrium. That is, A and B make choices 

such that neither would find it beneficial to change if the other does not. Clearly, the situation in 

which both firms degrade would be an equilibrium. If A degraded and B did not degrade, then C 

would enter, certainly making B worse off. The same argument applies from A’s point of view. 

To be complete, one would have to ask if there are other equilibria. It is true that there is 

another equilibrium in which neither A nor B degrade. In that case, it would not pay either to 

degrade since C would enter anyway. But clearly both A and B would be better off in the first 

equilibrium, on the assumption that degradation without C’s entry is preferred to non- 

degradation with C’s entry. Hence, the first equilibrium would certainly be chosen by both A and 

6, since each is aware that the other can see the value of degradation by both; in technical 

terms, the equilibrium in which both degrade Pareto-dominates the equilibrium in which neither 

degrades. 

It is clear, then, that if it were possible to degrade service, whatever incentive there might 

be to do so would already exist without the merger. Hence, the merger in no way changes the 

incentives to degrade service. 
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DECLARATION OF ROBERT H. GERTNER AND JOHN P. GOULD 

I. INTRODUCTION 

A. Summary of Conclusions 

1. We have been asked by counsel for the Bell Atlantic Corporation (“Bell Atlantic”) 

and the GTE Corporation (“GTE”) to address claims made by various parties (“respondents”) 

that have filed comments with the Federal Communications Commission (“the Commission”) in 

opposition to the proposed Bell AtlantidGTE merger. In particular, we have been asked to 

review respondents’ claims that the proposed merger likely will harm competition in the 

provision of local telephone services by removing an important “potential competitoi‘ in 

particular local areas, specifically certain areas in Pennsylvania and Virginia, where Bell Atlantic 

and GTE’s local service temtories share a common border. The respondents claim that there 

are two characteristics of GTE and Bell Atlantic that uniquely position those two firms as 

potential competitors in each other’s territories: (1) they are incumbent local exchange carriers 

(“ILECs”); and (2) they are geographically contiguous in some areas of Pennsylvania and 

Virginia. 

2. As we explain in this declaration, we find that neither element - being an ILEC 

nor contiguity - in combination or separately makes these two companies more effective 

potential competitors than numerous other firms. First, the evidence is inconsistent with 

respondents’ claim that Bell Atlantic or GTE’s experience as an ILEC provides either firm with 

important advantages as compared to non-ILEC potential entrants. Indeed, we find that the 

evidence suggests Bell Atlantic and GTE face some disadvantages as potential entrants relative 

to some non-ILECs. Second, respondents’ claim that Bell Atlantic and GTE are especially 

important potential entrants into each other’s territories in Pennsylvania and Virginia because of 

the geographic proximity of each other’s service territories also is inconsistent with the 

evidence. In particular, AT&T claims that Bell Atlantic and GTE are the most likely potential 
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competitors in each other's territory because each of them can serve the other's customers 

within a 125-mile radius of each of their switches. We have analyzed this claim and determined 

that if it is correct, then there are a substantial number of other potential competitors among 

ILECs and competitive local exchange carriers ("CLECs") that also can serve customers in Bell 

Atlantic and GTE's service areas. This result holds even if we reduce the radius to 40 miles 

(approximately the operating radius of CLEC switches). Finally, economic theory suggests that 

respondents exaggerate the importance of removing one potential entrant on competition. 

6. Qualifications 

3. I ,  Robert H. Gertner, am Professor of Economics and Strategy at the Graduate 

School of Business of The University of Chicago. I received an A.B., summa cum laude, from 

Princeton University in 1981, where I majored in Economics, and a Ph.D. from the 

Massachusetts Institute of Technology in 1986, also in Economics. I am a Research Fellow at 

the National Bureau of Economic Research. In 1990-1 991 I was a John Olin Fellow in Law and 

Economics at The University of Chicago's Law School. I specialize in the economics of 

industrial organization (the study of individual markets which includes the study of antitrust, 

regulation, and business strategy), game theory (the formal study of strategic interdependence), 

law and economics, and corporate finance. 1 am co-author of Game Theory and the Law, a 

book that applies the modem tools of game theory and information economics to legal issues. I 

have published numerous articles in academic journals including the Journal of Law and 

Economics, the Rand Joumal of Economics, the Quartedy Joumal of Economics, and the 

Journal of Finance. I am Co-Editor of the Journal of Business, a leading journal that publishes 

academic research applying economics to business problems, and Associate Editor of the 

Joumal oflndustrial Economics. I have taught courses at The University of Chicago in 

competitive strategy, industrial organization, financial economics, corporate law, and antitrust 
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law. A copy of my curriculumgitae that includes a list of my publications during the preceding 

ten years is attached as Exhibit 1. 

4. In addition to rr& academic experience, I am Principal and Vice President of 

Lexecon Inc., an economics &nsulting firm that specializes in the application of economic 

analysis to legal and regulator$ matters. I have worked as a consultant on antitrust and other 

litigation issues as well as budness strategy problems with major telecommunications firms. 

5. I, John P. G o d ,  am the Steven G. Rothmeier Professor and Distinguished 

Service Professor of Econo&s at the University of Chicago Graduate School of Business, 

where I have been a memberkf the faculty since 1965 and where I have taught courses or 

workshops in economics, quantitative methods and econometrics, financial economics, and 

business strategy. I am also Principal and Executive Vice President of Lexecon Inc., an 

economics consulting firm logted in Chicago, London and Brussels. For ten years, from July 

1983 to June 1993, I served as Dean of the University of Chicago Graduate School of Business. 

From 1988 to 1991, I also seked as Vice President for Planning for the University of Chicago. 

In 1978, I was Visiting Profesifor at the Graduate Institute of Economics at National Taiwan 

University. I received my S.R. degree with highest distinction from Northwestern University and 

my M.B.A. and Ph.D. in eco*mics from the University of Chicago Graduate School of 

Business. 

6. I have served as editor of the Joumal of Business and associate editor of the 

Journal of Financial Economics and the Joumal of Accounting and Economics, and I am a 

member of the American Economics Association and the Econometrics Society. I have 

published numerous articles in scholarly journals, including the American Economic Review, the 

Journal of Political Economy, the Joumal of Law and Economics and the Joumal of Business, 

and I am co-author of Microeconomic Theory, a textbook that covers all major areas of 

microeconomics. Microeconomics is that part of economics that deals with businesses, markets 

and industries, among other topics. 
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7 .  In addition to my academic and administrative experience, I served in 

Washington, D.C. as Special Assistant for Economic Affairs for then Secretary of Labor George 

P. Shultz and in a similar capacity at the Ofice of Management and Budget. 

8. I am currently on the boards of Dimensional Fund Advisors, the Pegasus Funds 

(where I currently serve as chairman), Harbor Capital Advisors and Milwaukee Mutual Insurance 

Company. I have also been a Director of Vulcan Materials Company and Argonne-Chicago 

Corporation. I have testified in antitrust and other cases in U.S. Federal Courts, before the 

Federal Trade Commission and before the Canadian Competition Tribunal. My curriculum vitae 

is attached as Exhibit 2. 

C. Organization of the Declaration 

9. The remainder of our declaration is organized as follows. In section I I ,  we 

discuss the role of “potential competition” in local telecommunications markets. In section Ill, 

we show that the evidence is inconsistent with respondents’ claim that ILEC experience in other 

areas provides important advantages to potential entrants into the local telephone business. In 

section IV, we show that Bell Atlantic and GTE’s geographic proximity to each other in certain 

areas of Pennsylvania and Virginia does not provide either firm with a substantial advantage 

over other potential competitors in each firm’s local service areas. In section V, we explain why, 

as a matter of economic theory, respondents’ arguments exaggerate the importance of one 

potential entrant on competition. Finally, we summarize our conclusions in section Vi. 

II. THE ROLE OF “POTENTIAL COMPETITION” IN LOCAL TELECOMMUNICATIONS 
MARKETS 

10. Respondents claim that Bell Atlantic and GTE are important “potential 

competitors” into each other’s local service areas in Pennsylvania and Virginia. For example, 

one of the sections of the Petition of AT&T Corp. to Deny Application (”AT&T) is entitled “The 
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Proposed Merger Would Eliminate One Of the Most Significant Potential Entrants in Each 

Applicant’s Territory.”’ Similarly, one of the sections of the Petition to Deny of Sprint 

Communications Company L.P. (“Sprint”) is entitled “Bell Atlantic and GTE Are Among The Most 

Likely Potential Entrants Into Other Service Areas, Including Each Other’s.”2 

11. Economists recognize in a large number of cases the usefulness of analyzing 

actual and potential competition in determining market perf~rmance.~ However, there are 

important differences in actual and potential competition that imply different competitive 

concerns and antitrust scrutiny when a merger results in the elimination of an actual competitor 

rather than elimination of a potential competitor. Fundamentally, actual competitors differ from 

potential competitors because actual competitors have proven themselves in a marketplace - 
they have succeeded in bringing a good or service to market that consumers are willing to buy. 

Actual competitors have invested resources that are often sunk, making it more likely that they 

will have competitive significance than a potential entrant especially where the potential entrant 

must sink significant resources to enter the market. The actions of such competitors (e.g., 

setting prices; developing new products) thus are an important constraint on the behavior of 

their rivals. In contrast, a potential competitor may not ever choose to make the needed 

investment to enter into a market; even if it does make the necessary investment, it may not 

succeed in developing, producing and distributing a product that consumers value. For this 

reason, the impact of potential competitors is difficult to identify ex ante even if they exert a 

constraining effect on the ability of incumbent firms to raise prices or restrict output. 

’ AT&T, at 22. ’ Sprint, at 11. ’ The Commission has analyzed “precluded entry’’ by firms that would have entered markets 
but for exclusionary regulations. (See Bell AtlanWNYNEX Order and MCI WorldCom 
Order). Precluded entry analysis suggests that certain firms would have been actual 
competitors rather than potential competitors in the absence of regulation. However, our 
analysis of potential competition still applies because Bell Atlantic and GTE are only two of a 
large number of supposedly previously precluded entrants from each other’s markets, and 
many of these supposedly precluded entrants actually have entered those markets. 
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12. Assessing the competitive significance of a specific potential entrant into today’s 

telecommunications markets is particularly difficult because of the characteristics of this 

industry. Telecommunications is an industry that is growing rapidly, undergoing substantial 

deregulation, and facing substantial uncertainty, including uncertainty about the development of 

future technologies and about what “product” consumers likely will demand in the future. The 

respondents’ arguments focus on brand name, geographical proximity and current switching 

facilities as the key factors in determining the success of an entrant in local service. But in such 

a dynamic market it is difficult to predict accurately the identity of successful potential entrants. 

These difficulties in assessing the competitive significance of a potential entrant in these 

circumstances means that the elimination of a particular potential entrant by merger raises 

substantially less antitrust concem than a merger that eliminates an actual ~ompetitor.~ 

13. An analogous situation arises in other high-tech markets such as computers. In 

the 1980s it was impossible to identify ex ante IBM’s potential competitors in the computer 

hardware (or software) business. Nevertheless, from the perspective of 1998 we can determine 

which potential competitors became actual competitors and exerted a substantial competitive 

constraint on IBM. Another example is the company Amazon.com which did not exist just a few 

years ago and now has had a notable impact on competitors by exploiting the Intemet. 

Similarly, in telecommunications markets the sources of competition that have emerged were 

not easily identifiabte a few years ago. Either the potential competitors did not exist or they 

were engaged in other lines of business at that time. 

14. The substantial uncertainty faced by telecommunications providers is reflected in 

market evidence. Specifically, entrants into the local telephone business have adopted diverse 

entry strategies. For example, some firms - such as respondent AT&T - have made substantial 

investments in cable N assets, with the intention of offering cable telephony services in 

Indeed, a merger of a potential entrant with an incumbent firm can lead to lower prices for 
consumers if there are efficiencies from that merger. 

4 
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competition with ILECs. Other firms have invested substantially in wireless assets (e.g., Sprint, 

Winstar and Teligent). Industry observers also suggest that Internet telephony may become an 

important form of competition for the current ILECS.~ Wireless telephony also may become an 

important rival to current ILECS.‘ Indeed, AT&T intends to compete directly with GTE’s ILEC 

operation in Plano, Texas, where AT&T is offering its digital wireless service in a package 

designed to attract customers seeking second lines for their businesses or homes. By offering a 

$40 monthly package of unlimited local calling bundled with various services such as voice mail, 

caller ID and call waiting, AT&T’s prices are competitive today with GTE’s wireline service in 

Plano. 

15. Furthermore, substantial uncertainty remains about which products consumers 

will value in the future. Currently, most residential customers (and to a lesser extent, business 

customers) purchase local telephone and long-distance service from different providers. 

However, many telecommunications providers expect to provide “bundled” services in the near 

future on a national basis. For example, MCI WorldCom and AT&T have already begun to 

bundle long-distance and local toll services for residential and business  customer^.^ This 

change in the type of products desired by consumers is reflected in the substantial consolidation 

activity in the industry over the last few years. For example, WorldCom acquired MCI (Internet 

backbone, local and long distance), following its acquisitions of UUNET (an Internet provider), 

MFS and Brooks Fiber (local providers). Similarly, AT&T has acquired McCaw and Vanguard 

(wireless companies), TCG (a local provider), and is in the process of buying TCI (a cable 

company). 

See, for example, fa l l  lntemet Wodd Review, October 16, 1998 which discusses AT&T’s 
recent initiative in Internet Protocol Telephone technology for data and voice transport. 
See, for example, the Statement of Reed E. Hundt, FCC, before the U.S. House of 
Representatives Telecommunications and Finance Subcommtttee, June 19, 1995. Hundt 
stated, “There are predictions that 40 percent of the population will be wireless users in ten 
years and that wireless will challenge the traditional wired network for basic phone service.” 

‘ 
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16. Other firms may adopt different strategies to enter local markets. Competition 

among them will select the winners and losers. Allowing firms to put their resources at risk in 

whatever way they choose generally enhances the public interest, while regulatory attempts to 

predict effective competitive strategies are likely to be much less Thus the public 

interest is best served by not interfering with private competitive decisions absent tangible 

competitive harm. This is especially true in a case of a merger between an incumbent and a 

firm that has not entered the market in such a dynamic and uncertain environment. 

111. THE EVIDENCE IS INCONSISTENT WITH RESPONDENTS’ CLAIM THAT 
EXPERIENCE AS AN ILEC PROVIDES IMPORTANT ADVANTAGES TO POTENTIAL 
ENTRANTS 

17. Respondents argue that experience as an ILEC gives potential competitors into 

another ILEC’s service territory a substantial advantage over non-ILEC entrants. For example, 

Sprint claims that Bell Atlantic and GTE “have advantages in entering local markets that are 

unavailable to virtually all other potential entrants. These advantages include experience in 

providing local services, particularly expertise in established complex systems to handle 

administrative capabilities (billing, order taking, customer care, etc.) not enjoyed by other 

possible entrants such as cable companies or [competitive access  provider^]."^ 

18. However, our review shows that ILEC experience provides no special advantage 

to a potential entrant (Le., to an ILEC attempting to offer “out-of-region’’ local telephone service). 

MCI Press Release, Local Toll Revolution: MCI Offers Millions of Dollars in Savings to 
Consumers in 40 States, June 2, 1997. AT&T, Now AT&T Puts Even More Wthin Your 
Reach, http://www.att.com/locaItoII/consumer. 
There are numerous instances when the ex post sources of competition were not obvious or 
even known ex ante, especially when there is rapidly changing technology and deregulation. 
Examples include Microsoft in computer operating systems, Dell in the personal computer 
retailing and Walmart in mass merchandise retailing. 
Sprint, at 11. Similarly, AT&T argues that “the provision of exchange services to a broad 
base of residential and business customers requires an extensive array of complex “back 
office” order taking, customer care, billing, fulfillment, and related systems that no 
[interexchange carrier] or cable company has today, for they are unique to the local 
exchange business” (AT&T, at 23). 
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Indeed, in certain circumstances, a firm’s ILEC assets may be of little use when it attempts to 

compete for customers outside of its service area. For example, Sprint recently sold its 

Chicago-area ILEC operations to Ameritech before entering the area as a CLEC. 

A. The Technology and Knowledge Needed to Provide Local Exchange 
Services is Widely Available 

19. We understand that the technology ILECs use (e.g., switches, software) is 

comparable, and sometimes less flexible, to that used by many non-ILEC CLECs. In particular, 

we understand that Bell Atlantic and GTE largely rely on “legacy” systems for “back office” (e.g., 

billing) and other Operations Support Systems (“OSS”) functions that may not be as robust in 

handling bundled services as the systems utilized by newer CLECs. For example, we 

understand that new billing systems and OSS can be installed in roughly six months, but that 

upgrading “legacy” systems can take more than two years.” We understand that GTE chose to 

invest in new back office systems for its CLEC subsidiary instead of relying on its legacy 

systems. 

20. We understand that such systems are available from dozens of vendors. Several 

of these vendors are well-established in the business, and have supplied billing systems to such 

telecommunications providers as AT&T, Sprint, Unitel and Frontier.” In addition to billing 

systems, much of the equipment needed to offer local exchange services is available on a 

“turnkey” system from major vendors such as Lucent and Nortel. 

21. Moreover, any special knowledge about running a local exchange business not 

available from vendors also is readily available. Fundamentally, such knowledge is “human 

The Yankee Group, ”The Billing and Customer Care Software Industry: A Comparison of 
Competitive Vendors,” Consumer Communications. July 1998, at 9. 
Suk Declaration, fi 7, ADDlication of Bell Atlantic Corporation and NYNEX Corportation for 
Consent to Transfer Control of Licenses and Authorizations. 

l 1  



- 1 0 -  

capital” that resides in individuals. Individuals with ILEC experience can - and often do - take 

jobs working for CLECS.’~ 

22. Such “specialized” knowledge also can be acquired by purchasing an ILEC. 

There are hundreds of independent ILECS in the United States, including 17 in Pennsylvania 

and 16 in Virginia. Furthermore, as we have discussed, major telecommunications firms like 

AT&T and MCI WorldCom have recently demonstrated their willingness and ability to purchase 

telecommunications firms that already are, or soon will be, in the local exchange business. 

23. Finally, a substantial amount of ILEC-specific information becomes known to 

competitors through interconnection negotiations and the regulatory process. For example, in 

New York there have been well over two years of regulatory proceedings on Bell Atlantic’s 271 

application involving evidentiary hearings and pleadings containing details of Bell Atlantic’s 

operations, including OSS, power supply arrangements, loops and switches and the like. 

B. Market Evidence Confirms that ILEC Experience Provides No Special 
Advantages to CLECs 

24. Our review of the market evidence is consistent with our understanding that 

experience as an ILEC provides no special advantage to a firm that competes for local 

telephone business outside of its service area. 

25. For example, Sprint recently announced plans to enter seven large cities as a 

CLEC.13 In three of the cities (Denver, Atlanta and Chicago) Sprint does not have ILEC 

operations in the metropolitan area and has only minimal presence in two others (New York and 

Houston). Only in Kansas City, where Sprint is headquartered, (and to a lesser extent in Dallas) 

does it have a substantial presence. In fact, last year the company sold its Chicago-area ILEC 

~~ 

l2 We understand that certain key Bell Atlantic employees have left to work for competitors, 
including two interconnection product managers - one went to TCG (now part of AT&T) and 
the other went to Pathnet. 
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operations to Ameriteeh w e n  though Chicago is on its list of target markets. This evidence 

suggests that Sprint’s 1EorrCg-distance assets, rather than its local exchange operations, form the 

basis for its CLEC opaations. 

26. As we h a q  discussed, the purported specialized knowledge associated with 

ILEC experience could b;i acquired by buying one or more of the hundreds of independent 

ILECs in the United State, but AT&T, MCI WorldCom and others have not done so. Two major 

respondents that havemered the local telephone business have spent tens of billions of 

dollars to acquire CLECssgr cable companies with no ILEC experience. During the last two 

years, MCI WorldCom pqchased MFS (a CLEC with facilities in 23 states) for $14 billion and 

Brooks Fiber (a CLEC 

TCG (with facilities in 30qtates) for $11.3 billion, and AT&T is in the process of buying TCI, one 

of the country’s largest qb le  companies, for $48 billion. In contrast, we understand that neither 

firm has purchased any @dependent ILECs. Thus, these respondents’ actions are inconsistent 

with their claims that IL&: experience provides a substantial unique advantage for potential 

entrants into the local tehphone business. 

h * 

facilities in 13 states) for $2.9 billion. Similarly, AT&T purchased 
.w 

I 

IV. BELL ATLANTIGAND GTE’S GEOGRAPHIC PROXIMITY TO EACH OTHER IS NOT 
AN ADVANTAGE IN PENNSYLVANIA AND VIRGINIA 

27. In addition to the claim that ILECs generally have an advantage in entering the 

local exchange market, nespondent AT&T further claims that adjacent ILECs are the most likely 

and effective entrant into-each other’s market area.14 

28. According to AT&T, the advantage of proximate ILEC assets has two aspects. 

First, AT&T claims that each company’s existing facilities, including switches and “back office” 

l 3  Atlanta, Chicago, Dallas, Houston, Kansas City, Denver and New York. “Sprint Wins Access 
Agreements with Four Incumbent LECs for New Network,” Communications Daily, June 18, 
1998; “Sprint Shows its Hand,” lntemet Week, June 15, 1998, at 7. 

l4 AT&T, at 23. 
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facilities have sufficient excess capacity to serve adjacent areas with little additional investment, 

Second, AT&T’s claim is that proximity provides each firm with brand-name recognition in the 

other’s territory, giving that firm an advantage over other potential entrants. Each of these 

claims is seriously flawed. GTE’s existing switches are no better positioned geographically to 

serve Bell Atlantic’s customers in Virginia and Pennsylvania than a number of other ILECs and 

CLECs, including Alltel, Sprint and AT&T. Similarly, Bell Atlantic does not enjoy an advantage 

on the basis of proximity over other ILECs and CLECs in serving GTE’s customers. Moreover, 

market evidence indicates that Bell Atlantic and GTE do not have greater brand-name 

recognition than a number of other competitors or potential competitors. 

A. Bell Atlantic and GTE’s ILEC Businesses in Virginia and Pennsylvania 

29. Bell Atlantic’s customer base in Virginia and Pennsylvania is concentrated in 

urban areas. In Virginia, Bell Atlantic’s service area is concentrated in the densely populated 

areas in eastern Virginia around Washington, Richmond and Norfolk. In addition, Bell Atlantic 

serves the areas around Roanoke and the area along the Kentucky border. In Pennsylvania, 

Bell Atlantic’s service areas are concentrated around Pittsburgh, Philadelphia, Allentown, 

Harrisburg and Scranton. 

30. In contrast to Bell Atlantic, GTE operates as an ILEC primarily in rural areas in 

Virginia and Pennsylvania. In Virginia, GTE services a small area of Northern Virginia, part of 

Norfolk, and the less densely populated areas along the Western shore of the Chesapeake Bay, 

south of Richmond, around Hamsonburg and Lynchburg, and along the West Virginia border in 

the Western part ofthe state. The total population of these areas is 885,369 with a density of 

89 people per square mile, as compared to the total population of Bell Atlantic’s Virginia service 

areas of 4,370,720 with a density of 284 people per square mile. Similarly, in Pennsylvania, 

GTE’s service areas cover less densely populated areas around Erie, Greensburg, York, 

Lebanon and Lewisburg. The total population of GTE’s service areas in Pennsylvania is 
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1,030,084 with a density of 190 people per square mile, as compared to the total population of 

8,771,251 and a density of 487 people per square mile in Bell Atlantic’s Pennsylvania service 

areas. We understand that the rural, dispersed, primarily residential nature of GTE’s service 

areas in Pennsylvania and Virginia make these relatively unattractive targets for potential 

B. There is No Evidence that Bell Atlantic and GTE’s Proximity Makes Either a 
Uniquely Effective Potential Rival for the Other 

31, AT&T claims that the unique ability of Bell Atlantic and GTE to serve each other’s 

customers derives from their ability to use remote digital loop carriers to extend their ILEC 

facilities to serve out-of-region end users.” According to AT&T, this technology allows an ILEC 

or CLEC to serve customers within a 125-mile radius of its existing switches. If AT&Ts claim is 

correct, Bell Atlantic can enter GTE service territories using pre-existing Bell Atlantic switches; 

similarly, GTE can enter Bell Atlantic service territories using pre-existing GTE switches. 

However, even if this is true, a large number of other ILECs and CLECs in Pennsylvania, 

Virginia and adjoining states also have switches within 125 miles of Bell Atlantic and GTE ILEC 

customers and could extend their facilities in the same way that AT&T claims it would be 

possible for GTE and Bell Atlantic to do so. 

32. We found that 100 percent of the population in GTE service area that is within 

125 miles of a Bell Atlantic switch also is within 125 miles of at least ten other firms’ swi tche~. ’~  

We also found that 100 percent of the population in Bell Atlantic service areas that is within 125 

miles of a GTE switch also is within 125 miles of at least ten other firms’ switches. 

l5 For example, Bell Atlantic witnesses Stallard and Whelan have testified that Bell Atlantic 
does not have a compelling reason to attack GTE’s customer base in Pennsylvania and 
Virginia and that such entry would be a distraction from Bell Atlantic’s goal to grow on a 
nationwide scale. 

Our findings are conservative because they exclude all potential entrants that do not have a 
switch within 125 miles of these areas. The analysis was performed under our direction by 
Telecom Policy and Analysis: a Kellogg, Huber Consulting Group. See Appendix 1 for a 
detailed explanation of the methodology and data used in this analysis. 

l6 AT&T, at 24. 
l7 
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33. The analyses summarized above are based on AT&Ts contention that it is 

economically feasible to supply local telephone service up to 125 miles from a switch, We 

understand that, in general, the extent to which it is economically feasible to provide local 

service large distances from a switch depend on a variety of factors, including population 

density in the area near the switch. However, even assuming a much smaller geographic 

service capability of 40 miles - a distance we understand many CLECS use in urban areas - 
there is still no unique competitive advantage conferred by proximate ILEC switches. Tables 1 

and 2 repeat the analysis using a 40-mile radius around each switch. The results indicate that 

virtually all of the population in Bell Atlantic and GTE service areas in Pennsylvania and Virginia 

have at least one other independent ILEC or CLEC with a switch within 40 miles. Indeed, over 

82 percent of the population in Bell Atlantic’s service areas is within 40 miles of six or more 

independent ILECs or CLECs. The comparable figure for GTE is 60 percent. 

34. The analysis treats each switch within 125 (or 40) miles as equally capable of 

serving additional customers. However, this likely overstates the competitive significance of Bell 

Atlantic and GTE as potential competitors in each other’s service areas because each likely is 

relatively capacity-constrained compared to relatively new CLECs. Specifically, Bell Atlantic and 

GTE, as long-established ILECs, have been serving a relatively stable number of customers 

over time, and thus do not have substantial excess capacity on their switches. We understand 

that Bell Atlantic’s switch capacity utilization in Virginia and Pennsylvania for voice lines is over 

85 percent.” The capacity utilization figures for GTE are 82.5 percent in Virginia and 88.9 

percent in Pennsylvania. l9 In contrast, as a matter of economics, new CLECs, which anticipate 

gaining substantial new customers, likely have relatively low levels of capacity utilization. For 

example, AT&T reportedly has 135 switches running at 50 percent capacity.*’ 

’* Bell Atlantic Network Data. 
l 9  Letter from Gerald W. Shannon of GTE to Gerald Masoudi of Kirkland & Ellis, December 15, 

1 998. 
Morgan Stanley, Dean Witter Report on AT&T, January 5 ,  1998. 



- 1 5 -  

C. Bell Atlantic and GTE’s Proximity Does Not Give Them Any Greater 
Advantages In Each Other’s Service Areas Than Other Potential Entrants 

35. Bell Atlantic and GTE have no advantages over many potential entrants and 

actually would have disadvantages relative to a number of others were they to enter each 

other’s territories. We understand that other actual entrants, including major respondents AT&T, 

MCI Worldcom and Sprint, are companies with better known national brand names and 

established customer relations in Bell Atlantic and GTE’s service areas. In fact, the lXCs such 

as AT&T, MCI WorldCom and Sprint have existing long-distance customers and facilities in Bell 

Atlantic and GTE’s service areas while neither Bell Atlantic nor GTE have customers in each 

other’s services areas. Likewise, cable TV and wireless companies already serve customers in 

Bell Atlantic’s and GTE’s service areas. The high marketing expenditures of residential long- 

distance providers implies that there is a significant value to relationships with existing 

customers that may be much more valuable than brand awareness by itself. 

36. In addition, while brand often plays an important role in a customer’s choice of 

providers, market evidence suggests that existing brand names do not always provide 

substantial advantages in a dynamic market like telecommunications where consumers more 

readily accept products with formerly unknown brand names. Thus, new telecommunications 

products and companies have succeeded even though they did not start out with well- 

established brand names. Examples include Sprint, MCI, Cellular One, Airfone and America 

Online. Furthermore, firms with established brand names have elected to create new brand 

names. For example, in 1994, Pacific Telesis spun off its cellular business under a completely 

new name, AirTouch. That previously unheard of company tripled its subscriber base in the 

three years after divestiture.” Another example is Southwestern Bell changing its name to 

SBC. 

‘’ Paul Kagan Associates, Wireless Telecom financial Databook 1998, August 1998, at 208. 
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v. RESPONDENTS EXAGGERATE THE IMPORTANCE OF ONE POTENTIAL ENTRANT 
ON COMPETITION IN A MARKET 

* 37. Respondents argue that in portions of Pennsylvania and Virginia, one of the 

merging parties is an especially well-positioned potential entrant and a likely entrant in the other 

merging party’s local markets. As we have explained, these claims are without merit. However, 

e E n  if respondents’ claims were valid (and they are not), economic theory implies that such a 

fiding is insufficient to show that the merger is contrary to the public interest in those markets - 
it does not follow that the elimination of a potential entrant or even a likely entrant inevitably 

l d d s  to higher prices or any other harm to the public interest. The failure of respondents to 

chsider the market implications of the elimination of a potential competitor leads to an 

exaggeration of the impact of the importance of a single potential competitor on market 

performance. 

1 38. Basic economic theory provides a useful framework for analyzing the potential 

effects to competition from the removal of a potential competitor. In particular, economic theory 

can be used to analyze the effect of eliminating a potential competitor on the number of firms in 

the market and the distribution of these firms’ characteristics (e.g., efficiency, scale, product 

quality, and any other differentiating factors).” The determination of whether a potential 

competitor chooses to enter a market depends on how its cost compares to the anticipated 

post-entry market price, which in t u n  depends on the incumbent firms’ cost structures. If the 

anticipated price is below the potential competitor’s long-run average cost, it is unlikely to enter. 

39. In some circumstances the elimination of a potential competitor will have no 

effect on market outcomes. For example, if there are more potential competitors than can 

profitably enter the market, and each has the same cost structure, then the elimination of any 

22 For the purposes of our discussion, we will assume that the only differentiating factor among 
firms is cost; our conclusions do not depend on this simplifying assumption. 
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one of these potential competbrs will have no impact on market outcomes - the eliminated 

competitor will be replaced wrth an identically situated company. 

40. Even if the meming potential competitor has lower costs than other potential 

competitors, it does not follow%hat competition declines and prices rise. The number of firms 

that enter the market may be Unaffected by the elimination of a potential competitor. If fixed 

costs are high, the number offirms that can compete profitably in the market is low. If there are 

more potential entrants than the number of competitors the market can sustain, the elimination 

of one potential competitor is unlikely to affect the number of firms that will enter. 

41, A merger betwren an incumbent and a potential entrant will not have a 

significant negative effect on the competitive performance of the market unless the merging firm 

has a significant cost advantage over the marginal post-merger potential entrant. This is true 

even if the merging firm would have entered but for the merger. If the number of firms 

competing in the market is unffected by a merger of a low-cost potential competitor and an 

incumbent, the effect of the mrger on prices depends on the distribution of costs and position 

of the competing firms.23 If thtre are efficiencies from the merger, the incumbent’s costs will 

decline leading to a potential price reduction in the marketplace. Even if the marginal entrant 

has higher costs than the merging potential entrant, the merger can lead to a reduction in 

market price if the cost differmce is small relative to the cost savings from the merger. 

42. Respondents wnclude that the merger will lead to higher prices in some markets 

because they believe that one of the merging firms is a likely entrant. However, as we have 

explained, they fail to demonstrate that conditions in these markets are such that the elimination 

of a potential competitor is likely to lead to a substantial (or even any) reduction in competition. 

Because our analysis indicates that the number of potential entrants is large and that GTE is not 

an especially well-positioned entrant in Bell Atlantic’s service areas (and Bell Atlantic is not an 

i 

23 For example, in the Cournot model of competition with varying costs, the equilibrium price 
depends on the unweighted average of the incumbent firms’ marginal costs. 



especially well-positioned entrant in GTE’s service areas), the elimination of GTE and Bell 

Atlantic as potential competitors is unlikely to have a negative impact on market prices, even if 

either would be an entrant in some of these regions absent the merger. 

VI. SUMMARY OF CONCLUSIONS 

43. Respondents claim that the proposed merger of Bell Atlantic and GTE raises 

competitive concerns in Pennsylvania and Virginia because, as contiguous ILECs, the two 

companies currently are the most likely entrants into each other’s service areas. Our review of 

the evidence indicates that the respondents’ claim is unfounded. First, there is no special entry 

advantage resulting from being an ILEC. Second, Bell Atlantic and GTE enjoy no special entry 

advantages resulting from proximity to each other‘s service areas in Pennsylvania and Virginia. 

Moreover, even if we accept the premise that entry is likely to come from nearby ILECs or 

CLECs, there are numerous firms besides Bell Atlantic and GTE that meet that criterion. 

Therefore, the respondents’ claim provides no economic basis for opposing the proposed 

merger in Pennsylvania and Virginia. 



- 19- 

44. We deciare under penatty of perjury that the foregoing is true and correct. 

on December 22,1998. 



APPENDIX 1 : METHODOLOGY OF ILEClCLEC RADIUS ANALYSIS 

The following steps were performed to determine the number of non-Bell Atlantic, non- 

GTE ILECs and CLECs operating within a given radius (125 miles and 40 miles) of Bell 

Atlantic‘s and GTE’s service areas in Pennsylvania and Virginia. First, carrier switch information 

from the November 1998 Bellcore Local Exchange Routing Guide (“LERG”) was used to plot all 

ILEC and CLEC switches within 125 miles of Bell Atlantic’s Pennsylvania and Virginia service 

areas, including switches in neighboring states. The source of local exchange company service 

areas is Geographic Data Technology, Inc. 

The next step was to select all zip codes whose centroid (approximate geographic 

center) is within 125 miles of any of the identified switches. The zip code data comes from 

Maplnfo Corporation. Then the list of carriers owning switches was cross-referenced to the 

selected zip code areas to generate a list of all zip code areas within 125 miles of a GTE switch 

and also within 125 miles of a given number of non-Bell Atlantic, non-GTE switches. Finally, the 

population from the 1990 US.  Census, provided by Wessex Inc., was used to derive the 

population in the selected zip code areas. 

The analysis is repeated using a 40-mile radius. The above procedure was then used to 

calculate figures for switch coverage in GTE’s service areas. 



Table 1 

Percentage of Bell Atlantic Service Area Population 
in Pennsylvania and Virginia Within 40 Miles of a GTE 

Switch and a Given Number of Other Independent ILECs or CLECs 

Percentage Within 40 Miles of the Given Number 
or More of Additional ILECs or CLECs 

Number of Non-GTE, 
Non Bell Atlantic 
ILECs or CLECs Tot a I Population Urban Population 

1 99.7% 100% 

2 99.7 100 

3 98 99 

4 95 97 

5 84 84 

6 82 82 

Source: Carrier switch information is from the November 1998 Bellcore Local Exchange 
Routing Guide (LERG). Zip codes are from Maplnfo Corporation. Local exchange 
company service areas are from Geographic Data Technology Inc. Population is from 
the 1990 U.S. Census and Wessex Inc. 



Table 2 

Percentage of GTE Service Area Population 
in Pennsylvania and Virginia Within 40 Miles of a Bell Atlantic 

Switch and a Given Number of Other Independent ILECs or CLECs 

Percentage Within 40 Miles of the Given Number 
or More of Additional ILECs or CLECs 

Number of Non-GTE, 
Non Bell Atlantic 
ILECs or CLECs Total Population Urban Population 

1 99% 100% 

2 96 100 

3 93 98 

4 88 95 

5 73 75 

6 60 66 

Source: Carrier switch information is from the November 1998 Bellcore Local Exchange 
Routing Guide (LERG). Zip codes are from Maplnfo Corporation. Local exchange 
company service areas are from Geographic Data Technology Inc. Population is from 
the 1990 U.S. Census and Wessex Inc. 
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EMPLOYMENT 
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Research Fellow, National Bureau of Economic Research, October 1994 - present. 

Associate Professor of Economics and Strategy, Graduate School of Business, The University 
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Full-time Consultant, American Telephone and Telegraph Company, Microeconomic Analysis 
Group, September 1981 - July 1982. 

OTHER POSITIONS 

Editor, Journal of Business. July 1995 - present. 

Associate Editor, Journal of industrial Economics. August 1995 - present. 

FELLOWSHIPS AND GRANTS 

John M. OIin Visiting Fellow in Law and Economics, The Law School, University of Chicago, 
1990 - 1991. 

IBM Corporation Scholar, University of Chicago, Graduate School of Business 1989 - 1990. 

National Science Foundation Research Grant, "Bankruptcy and the Costs of Financial Distress," 
1989 - 1991. 

Visiting Scholar, CEPREMAP, Paris, France, April 1988. 

Alfred P. Sloan Foundation Doctoral Dissertation Fellowship, 1985 - 1986 

National Science Foundation Graduate Fellowship, 1982 - 1985. 

ACADEMIC PUBLICATIONS 

BOOK: 

Game Theory and the Law, (with Douglas Baird and Randal Picker), Harvard University Press, 
November 1994. 

PUBLISHED AND FORTHCOMING PAPERS 

"Agreement Under Section 1 of the Sherman Act," (with Andrew Rosenfield), November, 1997 
(forthcoming The New Palgrave Dictionary of Economics and the Law). 

"Unravelling and Disclosure Laws," August 1997 (forthcoming The New Palgrave Dictionary of 
Economics and the Law). 

"Communication Among Competitors: Game Theory and Antitrust," (with Dennis Carlton and 
Andrew Rosenfield), Spring, 1997 George Mason Law Review, vol. 5. 

"Multimarket Contact and Tacit Collusion with Imperfect Monitoring," (with Barbara 



- 3 -  

McCutcheon), December, 1992. revised, September. 1993. (under review, Rand Journal 
of Economics). 

"Settlement Escrows," (with Geoffrey Miller), Journal of Legal Studies, 24 January, 1995, 87- 
122. 

"Internal versus External Capital Markets," (with David S. Scharfstein and Jeremy C. Stein), 
Quarterly Journal of Economics. 109, November, 1994, 121 1-1 230. 

"Anatomy of Financial Distress: An Examination of Junk-Bond Issuers," (with Paul Asquith and 
David Scharfstein), Quarferfy Journal of Economics, 109, August 1994, 625-658. 

"Asymmetric Information, Uncertainty, and Selection Bias In Litigation," 1993, The University of 
Chicago Law School Roundtable, Vol. 1993 (inaugural edition), 75-94. 

"Game Shows and Economic Behavior: Risk Taking on 'Card Sharks'," Quarterly Journal of 
I'conomics, 108, May, 1993, 507-521. 

"Search With Learning from Prices: Does Increased Inflationary Uncertainty Lead to Higher 
Markups?" (with Roland Benabou), Review of Economic Studies, 60, January, 1993, 
69-94. 

"Strategic Contractual Inefficiency and the Optimal Choice of Legal Rules," (with Ian Ayres), 
101, Yale Law Joumal, January, 1992,729-773. 

"A Theory of Workouts and the Effects of Reorganization Law," (with David Scharfstein, Journal 
of Finance, 46, September, 1991, 1 189-1 221. 

"Filling Gaps in Incomplete Contracts: An Economic Theory of Default Rules," (with Ian Ayres), 
Yale Law Joumal, 99, November, 1989, 87-1 30. Excerpts appear in, Richard Craswell 
and Alan Schwartz, editors, Foundations of Contract Law, Oxford University Press, 
1994. 

"Market Power and Mergers in Durable Goods Industries," (with Dennis Carlton), Journal of 
Law and Economics, 32, October 1989, S2034226. 

"Simultaneous Signaling to the Capital and Product Markets," (with Robert Gibbons and David 
Scharfstein, Rand Joumal of Economics, 19, Summer 1988, 173-1 90. 

WORKING PAPERS 

"Tacit Collusion with Immediate Responses: The Role of Asymmetries," April, 1993, revised, 
December, 1994 (under review, Journal of Political Economy). 

"Internal Capital Markets: The Enforcement and Efficiency of Exclusive Capital Supply 
Contracts," December, 1994, formerly, "The Organization of Capital Market Transac- 
tions: Exclusive Contracts and Vertical Integration Under Asymmetric Information," 
June, 1986. 

"Externalities, Delay, and Coalition Formation in Multilateral Bargaining," August, 1994, 
originally titled, "Inefficiency in Three-Person Bargaining," June 1989. 
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"Bankruptcy, Information Transmission and the Allocation of Control," (with Randal Picker), 
February, 1992, revised, April, 1994. 

"Capital Structure Signalling in Distressed Debt Workouts," November 1990, revised. Septem- 
ber, 1993. 

"Internal Capital Markets," March, 1995. 

"Revenue and Efficiency Differences Between Sequential and Simultaneous Auctions with 
limited Information," October, 1995. 

"Coordination, Dispute Resolution. and the Scope of the Firm," April, 1996. 

"Price Fixing Under the Sherman Act: The New Learning from Game Theory," with Andrew 
Rosenfield), May, 1996. 

"The Value-Maximizing Board," (with Steven Kaplan), December, 1996. 

CASE STUDIES 

"The Feature Animation Industry in 1995: Challenging Disney's Supremacy," (with Stacey 
Roth), March, 1995, revised, September, 1995. 

"Selling the Radio Spectrum: The 30 MHz MTA PCS Auction," April 1995. 

TEACHING EXPERIENCE 

Microeconomics (M.B.A.) 

Applied Microeconomics (M. B.A./Ph. D.) 

Industrial Organization (Ph.D.) 

Financial Markets and Institutions (M.B.A.) 

Competitive Strategy (M.B.A.) 

Corporation Law (J.D.) 

Business Policy (M.B.A.) 

Management of Organizations (M.B.A. Kellogg) 

Seminar on Advanced Antitrust (J.D.) 

Advanced Competitive Strategy: Game Theory in Practice (M.B.A.) 
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ADDITIONAL EXPERIENCE 

Analysis of antitrust and strategic issues in mergers, joint ventures, and monopolization 
litigation with Lexecon Inc. 

Consultant of a variety of strategic management issues including incentive compensation, 
supplier relationships, and acquisitions. 

Auction design and bidding adviser to WirelessCo. (joint venture of Sprint, TCI, Cox Cable, and 
Comcast) and AirLink L.L.C. in FCC spectrum auctions. 

Lost profit and valuation analysis in corporate litigation 

Testimony before the Federal Trade Commission on Consumer Protection and Antitrust in 
Cyberspace. 

CASES IN WHICH I PROVIDED DEPOSITIONS OR TRIAL TESTIMONY: 

Stratosphere Corporation, and Stratosphere Gaming Corp., United States Bankruptcy Court, 
District of Nevada, CN BK-S 97-20554-GWZ and BK-S 97-20555-GWZ, Deposition and 
trial testimony, in a case where the central economic issue was the structure of a credit 
enhancement to a loan agreement, February 1998. 

Trio Holdings et. al. v. Columbus Investment et. al. Cook County Circuit Court, Deposition and 
trial testimony on economic incentives in partnership and damages from self-dealing, for 
defendant, November 1997. 

Ellen Steffen et. al. v. Playmobil USA, Inc., United States District Court, Eastern District of New 
York, CV 95 2896, CV 96 3937, CV 96 3938, Deposition on economic issues in a 
vertical price fixing case, for defendant, May, 1997. 

Hi-Lite Products v. American Home Products, United States District Court, Northern District of 
Illinois, Case 92 C 0384, Deposition and trial tesmony on damages a contract breach 
case, for plaintiff, January 1996. 
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EMPLOYMENT 
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THE UNIVERSITY OF CHICAGO, Graduate School of Business: Steven G. Rothmeier 
Professor and Distinguished Service Professor of Economics (1 996-present); Distin- 
guished Service Professor of Economics (1 984-1 995); Dean, Graduate School of 
Business (1 983-1 993); Professor of Economics, Graduate School of Business (1 974- 
1984); Vice-president for Planning (1 988-1 991 ): Associate Professor (1 969-1 974); 
Assistant Professor (1966-1 969); Instructor (1 965-1 966). 

National Taiwan University, Taipei, ROC, Visiting Professor of Economics, Graduate Institute of 
Economics (Summer 1978). 

Executive Office of the President, Consultant for Economic Affairs to the Office of Management 
and Budget (1970). 

Special Assistant for Economic Affairs to Secretary of Labor, George P. Shultz (1969-1970). 
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BIOGRAPHICAL SKETCHES 

Who's Who in America 
Who's Who in Economics. 1700-1 980, edited by Blaug and Sturges, MIT Press 

AWARDS AND FELLOWSHIPS 

Beta Gamma Sigma, 1959 
American Marketing Association Award, 1960 
Wall Street Joumal Award, 1960 
Earhart Fellow, University of Chicago, 1962-1 964 
National Science Foundation Grants, 1972-1 976 
Mobil Foundation Faculty Research Grant, 1976 

PROFESSIONAL AFFILIATIONS 

Member, Commercial Club of Chicago 
Member, Economic Club of Chicago 
Member, American Economic Association 
Member, Econometric Society 
Member, Academic Council, World Economic Forum, Davos, Switzerland, 1990-91 

Referee for several academic journals, including American Economic Review, Bell Journal of 
Economics, Canadian Joumal of Economics, Econometnca, Economic Inquiry, Joumal 
of Economic Theory, Joumal of Business, Joumal of Finance, Joumal of Financial 
Economics, Joumal of the American Statistical Association, Joumal of Political 
Economy, lntemational Economic Review. Management Science, Quarterly Journal of 
Economics, and Review of Economic Studies 

Appearances on programs of the Econometric Society, 1965-1 980 

Director of Seminar on the Economics of Regulated Public Utilities, University of Chicago, 1971- 
1976 

Reviewer of research projects for the National Science Foundation 

OTHER PROFESSIONAL ACTIVITIES 

Trustee, Pegasus Funds, 1996-present (Chairman 1 997-present) 
Trustee, First Prairie Funds, 1985-1996 
Trustee, Harbor Funds, 1993-present 
Director, United WayICrusade of Mercy, 1986-1 991 
Director, Argonne-Chicago Development Corporation, 1986-1 993 
Director, DFA Investment Dimensions Group, 1986-present 
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Director, Milwaukee Mutual Insurance Company, 1997-present 
Director, Vulcan Materials Company, 1988-1 993 
Director, Beta Gamma Sigma, 1992-1 995 
Director, Lookingglass Theatre Company, 1993-1 996 

EDITORIAL POSITIONS 

Editor, Journal of Business, 1976-1 983 
Associate Editor, Journal of financial Economics, 1976-1 983 
Associate Editor, Joumal of Accounting and Economics, 1978-1 981 

TESTIMONIAL EXPERIENCE AND STATEMENTS 

Verified Statement of John P. Gould, William M. Landes and Robert S. Stillman on Behalf of 
Norfolk and Western Railroad Company and Chessie System Railroad (February 22, 
1982). 

Joint Affidavit of John P. Gould and Gustavo E. Bamberger in Re: In the Matters of Review of 
the Pioneer's Preference Rules and Amendment of the Commission's Rules to Establish 
New Personal Communications Services. Proceedings before the Federal 
Communications Commission, ET Docket 93-266, Gen. Docket 90-314 (July 26, 1994). 

Joint Reply Affidavit of John P. Gould and Gustavo E. Bamberger in Re: In the Matters of 
Review of the Pioneer's Preference Rules and Amendment of the Commission's Rules 
to Establish New Personal Communications Services. Proceedings before the Federal 
Communications Commission, ET Docket 93-266, Gen. Docket 90-31 4 (August 8, 
1994). 

Affidavit and Report of John P. Gould and Andrew M. Rosenfield in the matter of an application 
by the Director of Investigation and Research under section 79 of the Competition Act, 
R.S.C. 1985, C. C-34; and in the matter of certain practices by A.C. Nielsen Company of 
Canada Limited Between: The Director of investigation and Research and The D&B 
Companies of Canada Ltd. and Information Resources, Inc. (September 20, 1994). 

Response Affidavit and Report John P. Gould and Andrew M. Rosenfield in the matter of an 
application by the Director of Investigation and Research under section 79 of the 
Competition Act, R.S.C. 1985, C. C-34; and in the matter of certain practices by A.C. 
Nielsen Company of Canada Limited Between: The Director of Investigation and 
Research and The D&B Companies of Canada Ltd. and Information Resources, Inc. 
(October 4, 1994). 

Testimony of John P. Gould John P. Gould and Andrew M. Rosenfield in the matter of an 
application by the Director of Investigation and Research under section 79 of the 
Competition Act, R.S.C. 1985, C. C-34; and in the matter of certain practices by A.C. 
Nielsen Company of Canada Limited Between: The Director of Investigation and 
Research and The D&B Companies of Canada Ltd. and Information Resources, Inc. 
(November 1, 1994). 



- 4 -  

Statement of Professor John P. Gould, Distinguished Service Professor of Economics, 
University of Chicago Graduate School of Business and Dr. Gustavo E. Bamberger, 
Vice President and Senior Economist, Lexecon Inc. on Implementing Legislation for the 
Uruguay Round of G A T  (S. 2467) (Pioneer Preference Provisions) Before the Senate 
Commerce Commission (November 14, 1994). Reprinted (S. 2467, G A T  Implement- 
ing Legislation) Hearings Before the Committee on Commerce, Science, and Transpor- 
tation, United States Senate, One hundred Third Congress, Second Session, U.S. 
Government Printing Office (1 994). 

Report of John P. Gould in Re: Manville Corporation and Schuller International. Inc. v. Beazer 
East, Inc., f/k/a Koppers Companv. Inc., Civil Action No. 93 CV 0025 in the District 
Court, City and County of Denver, State of Colorado (1 995). 

Deposition of John P. Gould in Re: Manville Corporation and Schuller International, Inc. v. 
Beazer East, lnc., flkla Komers Companv, Inc., Civil Action No. 93 CV 0025 in the 
District Court, City and County of Denver, State of Colorado (April 4 and 5 ,  1995). 

Affidavit of John P. Gould in Re: Industrial Diamond Antitrust Litiqation, Master File No. MDL- 
948 (WCC) M21-64, in the United States District Court, Southern District of New York 
(May 23, 1995). 

Expert Report of John P. Gould in Re: Potash Antitrust Litiqation, MDL No. 981, No. 3-93-197, 
in the United States District Court, District of Minnesota, Third Division (September 18, 
1 995). 

Deposition of John P. Gould in Re: Potash Antitrust Litiuation, MDL No. 981, No. 3-93-1 97, in 
the United States District Court, District of Minnesota, Third Division (October 5 and 6, 
1 995). 

Report of John P. Gould on Behalf of Zeneca, Inc., Case No. 94-897, MDL 997, in the United 
States District Court, Northern District of Illinois Eastern Division (November 1995). 

Expert Report of John P. Gould on the Pillsbury Company's Tontino's Hearty Pockets Product 
Strategy in Re: Chef America, Inc. v. Schwan's Sales Entemrises. Inc. and the Pillsbury 
ComDany, Civil Action Nos. 94-M-2611 and 95-M-397 in the United States District Court, 
District of Colorado (February 15, 1996). 

Expert Report of John P. Gould on the Schwan's Sales Enterprises, Inc.'s Red Baron Premium 
Pockets and Tony's Pizza Pockets Product Strategies in Re: Chef America, Inc. v. 
Schwan's Sales Entemrises, Inc. and the Pillsburv Comoany, Civil Action Nos. 94-M- 
261 1 and 95-M-397 in the United States District Court, District of Colorado (February 
15, 1996). . 

Affidavit of John P. Gould in Re: Hiah Fructose Corn Svrup Antitrust Litiqation, MDL No. 1087 
and Master File No. 95 1477, in the United States District Court, Central District of 
Illinois, Peoria Division (April 18, 1996). 

Supplemental Affidavit of John P. Gould in Re: Hiah Fructose Corn Svruo Antitrust Litiaation, 
MDL No. 1087 and Master File No. 95 1477, in the United States District Court, Central 
District of Illinois, Peoria Division (May 7, 1996). 



- 5 -  

Declaration of John P. Gould, Ph.D. and Bradley N. Reiff, Ph.D. in Re: Promofone. lnc.. 
MovieFone Inc.. The Teleticketinq Company. L.P., and The Falconwood Corporation V .  

Pacer Cats Corporation, American Arbitration Association Case No. 13-1 81 -00952-94 
(May 2, 1996). 

Preliminary Reports of John P. Gould in Re: Litton Svstems. Inc. v. Honevwell, Inc., Case No. 
90-0093MRP (Ex) in the United States District Court, Central District of California, 
Western Division (February 7 and March 7, 1997' 

Declaration of John P. Gould in Re: Federal Trade Commission v. Staples. Inc. and Office 
Depot. Inc., Case No. 1:97CV701 (TFH) in the United States Distric: Court, District of 
Columbia (May 12, 1997). 

Supplemental Declaration of John P. Gould in Re: Federal Trade Commission v. Staoles, Inc. 
and Office Deoot, lnc., Case No. 1 :97CV701 (TFH) in the United States District Court, 
District of Columbia (May 16, 1997). 

Deposition of John P. Gould in Re: Federal Trade Commission v. Staoles, Inc. and Office 
Deoot, Inc., Case No. 1 :97CV701 (TFH) in the United States District Court, District of 
Columbia (May 14, 1997). 

Declaration of John P. Gould in Re: Texarkana Memorial Hospital, Inc. d/b/a Wadlev Reqional 
Medical Center v. General Electric Company, Civil Action No. 596 CV 31 9 in the United 
States District Court for the Eastern District of Texas, Texarkana Division (July 21, 
1 997). 

Expert Report of John P. Gould in Re: The State of Texas v. The American Tobacco Company, 
-. et al Civil Action No. 5:96CV91 (August 15, 1997). 

Deposition of John P. Gould in Re: The State of Texas v. The American Tobacco Companv, et 
al., Civil Action No. 596CV91 (August 27, 1997). 

Affidavit of John P. Gould in Support of the Motion of RJR Nabisco, Inc, for Summary Judgment 
Against Plaintiffs in Re: William Barnes, et al. v. The American Tobacco Companv, et 
2 1  al Civil Action No. 96-5903-CN in the United States District Court for the Eastern 
District of Pennsylvania (September 25, 1997). 

Supplemental Affidavit of John P. Gould in Re: William Barnes. et al. v. The American Tobacco 
Company, et al., Civil Action No. 96-5903-CN in the United States District Court for the 
Eastern District of Pennsylvania (October 13, 1997). 

Affidavit of John P:Gould in Support of Reply Memorandum of RJR Nabisco, Inc. and RJR 
Nabisco Holdings Corp. on Motion to Dismiss For Lack of Personal Jurisdiction in Re: 
State of Nevada v. PhiliD Morris, Inc. et al.. Case No. CV97-03279 in the Second 
Judicial District Court of the State of Nevada in and for Washoe County (February 25, 
1998). 

Affidavit of John P. Gould in Support of Reply Memorandum of RJR Nabisco, Inc. on Motion to 
Dismiss For Lack of Personal Jurisdiction in Re. The State of Utah, ex rei.> Jan 
Graham, in her capacitv as Attomev General of the State of Utah v. R.J. Reynolds 
Tobacco Company. et al., Case No. 2:96CVO829B in the United States District Court for 
the District of Utah Central Division (March 24, 1998). 



Affidavit of John P. Gould in Support of Reply Memorandum of RJR Nabisco Inc. on Motion to 
Dismiss for Lack of Personal Jurisdiction in Re: State of Hawaii. bv Marqew S. 
Bronster, Attornev General v. Brown & Williamson Tobacco Corooration. et al., Civil No, 
97-0441-01 in the Circuit Court of the First Circuit State of Hawaii (April 14,1998). 

Affidavit of John P. Gould in Support of Reply Memorandum of RJR Nabisco, Inc. and RJR 
Nabisco Holdings Corp. on Motion to Dismiss For Lack of Personal Jurisdiction in Re: 
State of Indiana ex relL Jeffrev A Modisett. Attornev General of Indiana v. Philip Morris 
Incorporated. et al., Cause No. 49D097-9702-CT-0236 in the Marion Superior Court, 
State of Indiana (April 21, 1998). 

Affidavit of John P. Gould in Re: Iron Workers Local Union No. 17, et al. v. PhiliD Morris, Inc., 
- et al., Case No. 1:97CV1422, in the United States District Court for the Northern District 
of Ohio (April 21, 1998). 

Expert Report of John P. Gould in Re: Federal Trade Commission v. Cardinal Health, Inc., 
Case No. 98 CV 595, and FTC v. McKesson Corp., Case No. 98 CV 596 (April 28, 
1 998). 

Deposition of John P. Gould in Re: Rolite. Inc., v. Wheelabrator Environmental Systems, Inc. 
and WMX Technoloaies, Case No. 94-CV-5854 (May 5, 1998). 

Deposition of John P. Gould in Re: FTC v. Cardinal Health/Berqen Brunswiq; FTC v. 
McKesson CorD./Amerisource Coro., Civil Nos. 98 00595198 00596 in the United States 
District Court for the District of Columbia (May 18 and 19, 1998). 

Affidavit of John P. Gould in Support of Reply Memorandum of RJR Nabisco Inc. and RJR 
Nabisco Holdings Corp. on Motion to Dismiss for Lack of Personal Jurisdiction in Re: 
The State of Oreaon v. Philio Morris, Incoroorated: R.J. Revnolds Tobacco Co.: et al., 
No. 9706 00457, in the Circuit Court of the State of Oregon for the County of Multnomah 
(May 26, 1998). 

Affidavit of John P. Gould in Support of Reply Memorandum of RJR Nabisco Inc. and RJR 
Nabisco Holdings Cow. on Motion to Dismiss for Lack of Personal Jurisdiction in Re: 
State of Idaho bv and throuah Alan G. Lance, Attornev General v. Philio Morris, Inc., 
RJR Nabisco Holdinas COIR.. et al., Case No. CV OC 9703239D, in the District Court of 
the Fourth Judicial District of the State of Idaho, In and For the County of Ada (May 28, 
1998). 

Testimony of John P. Gould in Re: Federal Trade Commission v. Beraen Brunswia Cow. and 
Cardinal Health, Inc., Docket No. CA 98-595 and Federal Trade Commission v. 
Amerisource Health and McKesson Corp., Docket No. CA 98-596 in the United States 
District Court for the District of Columbia (July 14, 1998). 

Affidavit of John P. Gould in Support of Reply Memorandum of RJR Nabisco Inc. on Motion to 
Dismiss for Lack of Personal Jurisdiction in Re: State of Rhode Island Provident, SC, 
State of Rhode Island, bv and throuah Jeffrev B. Pine, Attornev General v. Brown & 
Williamson Tobacco Comoration, et al., Docket No. C.A. No.: 97-3058 in the Superior 
Court (July 23, 1998). 



- 7 -  

PUBLISHED ARTICLES 

"Market Value and the Theory of Investment of the Firm." American Economic Review 
(September 1967), pp. 91 0-91 3. 

"Adjustment Costs in the Theory of Investment of the Firm," Review of Economic Studies 
(January 1968), pp. 47-55. Also available as reprint #106, Center for Mathematical 
Studies in Business and Economics, Department of Economics and Graduate School of 
Business, University of Chicago. 

"The Substitution Effects of Transportation Costs" (with Joel Segall), Journal of Political 
Economy, 77 (1969), pp. 130-137. Also available as reprint #148, for Mathematical 
Studies in Business and Economics, Department of Economics and Graduate School of 
Business, University of Chicago. 

"The Expected Utility Hypothesis and the Selection of Optimal Deductibles for a Given 
Insurance Policy," Journal of Business (April 1969), pp. 143-1 51. Available at Center for 
Mathematical Studies as reprint #155. 

"The Use of Endogenous Variables in Dynamic Models of Investment," Quarterly Journal of 
Economics (November 1969), pp. 580-599. Reprints available from CMSBE. 

"Diffusion Processes and Optimal Advertising Policy," in Micro-Economic foundations of 
Employment and Mat ion Theory, E. Phelps, editor (1970), W.W. Norton Co. Published 
in Great Britain (1971) by Macmillan and Co., Ltd. Paperback edition (1973), W.W. 
Norton Co. 

"The Micro-Economic Approach to the Demand for Physical Capital," abstract in Econometrica 
Supplementary lssue (1 966). Available as Center report #6633. 

"The Neoclassical Model of Investment Behavior: Another View" (with R. Waud), lnternational 
Economic Review (February 1973). 

"The Economics of Conflicts," The Journal of Legal Studies (June 1973). 

"Risk, Stochastic Preference and the Value of Information," Journal of Economic Theory (May 
1 974). 

"Transactions Costs and the Relationship Between Put and Call Prices" (with D. Galai), Journal 
of financial Economics (1 , 1 974). 

"The Stochastic Structure of the Velocity of Money" (with C. Nelson), American Economic 
Review (June 1974). 

"Inventories and Stochastic Demand: Equilibrium Models of the Firm and Industry," Journal of 
Business (January 1978). 

"The Stochastic Properties of Velocity and the Quality Theory of Money" (with M. Miller, C. 
Nelson, and C. Upton), Journal of Monetary Economics (April 1978). 



- 8 -  

"The Economics of Markets: A Simple Model of the Market-Making Process." in lnterfaces 
Between Marketing and Econom~cs, a supplement to the Journal of Business (July 
1 980). 

"Privacy and the Economics of Information," Journal of Legal Studies (December 1980). 

"Price Theory," in Encyclopedia of Economics, D. Greenwald. editor, McGraw-Hill (1 982). 

"The Information Content of Specialist Pricing" (with R. Verrecchia), Journal of Political 
Economic, (February 1985). 

BOOKS AND MONOGRAPHS 

Davis-Bacon Act-The Economics of Prevaiiing Wage Laws. American Enterprise Institute 
(November 1971). Reprinted in "Improved Technology and Removal of Prevailing Wage 
Requirements in Federally Assisted Housing," hearings before the Subcommittee on 
Housing and Urban Affairs, 92nd Congress (June 20-23, 1972). 

Ferguson and Gould, Microeconomic Theory (4th Edition), Richard D. Irwin (March 1975). The 
Japanese translation of the above book was published by Nihon Hyoron Sha Ltd. 
(Japan) in 1977. Teoria Microeconomia, Fondo De Cultura Economica (Mexico, 1978) 
(which is the Spanish translation of this book). 

Gould and Ferguson, Microeconomic Theory (5th Edition), Richard D. Irwin (March 1980). 
Solution manuals for 4th and 5th editions of the above book were published by Richard 
D. Irwin in 1975 and 1981 respectively. 

The Economics of the Davis-Bacon Act: An Analysis of Prevailing Wage laws (with George 
Bittlingmayer), American Enterprise Institute (1 980). This is an updated and expanded 
version of the above Davis-Bacon monograph. 

Microeconomic Theory, 6th Edition, with Edward Lazear. Homewood, Illinois: Richard D. Irwin, 
1989. 

EDITED VOLUMES 

Editor with D. Horsky, A. Madansky, and S. Sen of lnterfaces Between Marketing and 
Economics; proceedings of a 1978 conference at the University of Rochester. 
Published as a supplementary volume of the Journal of Business (July 1980). 

Editor with S. Sen of Pricing Strategy, proceedings of a 1982 conference at the University of 
Rochester. Published as a supplementary volume of the Journal of Business (January 
1 984). 



- Y -  

WORKING PAPERS AND UNPUBLISHED MANUSCRIPTS 

"A Model of Consumer Search -Wage and lncome Effects" (March 1972). 

"Information and Consumer Behavior: Aspects of Optimal Sequential Searching Policies" 
(August 1972). 

"Rational Expectations and the Theory of the Firm Under Certainty" (July 1976). 

"Toward a Positive Theory of Public Debt" (with M. Jensen), May 1977. Presented at 1977 
Seminar on Analysis and Ideology, Interlaken. Switzerland. 

"Market Institutions and the Free Rider Problem" (with A. Rosenfield and A. Wallner). 
Presented at an invited session of the Western Economic Association in Los Angeles 
(July 1982). Revision in progress. 

BOOK REVIEWS, NOTES, COMMENTS 

Review of Dewey, Modem Capital Theory, Journal of Business (January 1967) 

Review of Shubik, ed., "Essays in Mathematical Economics in Honor of Oscar Morgenstem, 
Journal of Political Economy (July 1968). 

Review of Cross, The Economics of Bargaining, Monthly Labor Review (September 1970). 

Comments on McKean's "Property Rights, Regulation of Chemicals, and Information Produc- 
tion" (Brookings Conference on Consumer Affairs, June 1972). 

Review of Galbraith, "Economics and the Public Purpose," Chicago Tribune (November 8, 
1 973). 

"The Rule of 69" (with R. Weil), Joumal of Business (July 1974). 

Comments on Timothy W. McGuire's "Controls and Expectations," Conference on Wage and 
Price Controls, Universtty of Rochester, in The Economics of Price and Wage Controls, 
supplement to the Joumal of Monetary Economics (1 976). 

Comments on V. L. Broussalian's "Risk Measurement and Safety Standards in Consumer 
Products," NBER Conference Volume on lncome and Wealth, vol. 40 (1976). 

"Some Comments on the Positive Theory of Municipal Accounting" (comment on J. 
Zimmerman's "The Municipal Accounting Maze"), Joumal of Accounting Research, 
vol. 15 (supplement) (July 1977). 

Discussion of Robert Verrecchia's "The Use of Mathematical Models in Financial Accounting" at 
1982 Annual Accounting Research Conference, University of Chicago. Journal of 
Accounting Research (April 1982). 



- 1 0 -  

Discussion of Michael Katz's "Firm-Specific Differentiation and Competition Among Multiproduct 
Firms" at Pricing Strategy Conference, University of Rochester. Journal of Business 
supplement (1 983). 

RELATED RESEARCH ACTIVITIES AND PUBLICATIONS 

"Chairman of task force that prepared the report "Impact of Longshore Strikes on the National 
Economy," U.S. Department of Labor, Washington, DC, (January 1970). 

"Manpower and Economic Policy," Chapter 1 of the Manpower Report of the President (March 
1 970). 

"The Labor Component in the Cost of Housing," Housing in the 703, U.S. Department of 
Housing and Urban Development, Washington, DC (1 976). 

"National Economic Policy in the 1970's," Selected Paper M8, Graduate School of Business, 
University of Chicago (June 1976). 

"Large Scale Organizations and the Economic System," prepared for the Seminar on Free 
Enterprise Systems at the University of Illinois at Chicago (January 1978). 

"The Business Lobby and the Davis-Bacon Act," University of Chicago XP Club Newsletter 
(February 1980). 

"Econometric Analysis of an Alleged Price-Fixing Conspiracy." Paper presented at Lexecon 
Antitrust Seminar (October 1981 ) and appearing in conference volume Antitrust 
Economics (1 981), Lexecon Inc. 

SELECTED SPEECHES, CONSULTING AND RELATED ACTIVITIES 

Consultant to Chemetron Corporation, 1971 -1 978. 

Program Leader on Economics of Information at General Electric Foundation Program on 
Recent Developments in Applied Economics, University of Chicago, 1975-1 982. 

Lecturer, Liberty Fund Seminar Series, University of Rochester, July 10-22, 1977 

"Economic Policy and the Common Wisdom," a speech delivered at the University of Dayton 
Distinguished Economists Lecture Series, March 14, 1978. 

Expert Witness in antitrust cases and related cases before the U S .  Federal Court and the 
Federal Trade Commission, 1978-1 981. 

Chairman, Ad Hoc Committee to Review Extension, The University of Chicago, 1980-1981. 

Guest commentator, Public Broadcasting Service, "The Nightly Business Report," 1991 



- 11 - 

"Teachmg Business Leadership to Help the U S Remain Competitive in the Global Market- 
Place," a speech delivered to the Chicago Council on Foreign Relations Committee for 
Young Professionals, Chicago, Illinois, February 12, 1991 

Speakr at The World Trade Institute of the Illinois World Trade Center Association conference 
on "Winning Strategies for Quality Improvement," Chicago, Illinois, October 18, 1991 

"Pracwal Strategies for Image Growth," a speech delivered to the Conference Board's 
Corporate Image Conference, New York, New York, January 28. 1992. 

Speaker, U.S.-Japan Young Executives, Chicago, Illinois, May 29, 1992. 

"a 



BEFORE THE 
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In the Matter of 

GTE CORPORATION, 

Transferor, 

and 

BELL ATLANTIC CORPORATION, 

Transferee, 

For Consent to Transfer of Control. 

CC Docket No. 98-184 

DECLARATION OF 
ROBERT W. CRANDALL AND J. GREGORY SIDAK 

CONTENTS 

Robert W. Crandall and J. Gregory Sidak, being duly sworn, depose and say: 

1. We have been asked by Bell Atlantic Corporation and GTE Corporation to evaluate 

the claims, advanced by experts retained by AT&T, MCI WorldCom, and Sprint (companies that 

we shall collectively call "the IXCs"), that the proposed merger of Bell Atlantic and GTE will 

reduce competition in downstream markets-principally long-distance and Internet services4ue 

to vertical foreclosure and price squeezes that could assertedly be employed profitably by the 

combined company. 
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QUALIFICATIONS 

2.  

3. 

Our professional qualifications for submitting this expert declaration are as follows. 

My name is Robert W. Crandall. I am a Senior Fellow in Economic Studies at the 

Brookings Institution in Washington, D.C., a position that I have held since 1978. My areas of 

economic research are antitrust, telecommunications, the automobile industry, competitiveness, 

deregulation, environmental policy, industrial organization, industrial policy, mergers, regulation, 

and the steel industry. 

4. I have twice served in the federal government. I was Acting Director, Deputy 

Director, and Assistant Director of the Council on Wage and Price Stability in the Executive 

Office of the President. In 1974-75, I was an adviser to Commissioner Glen 0. Robinson of the 

Federal Communications Commission (FCC). 

5 .  I was an Assistant Professor and Associate Professor of Economics at the 

Massachusetts Institute of Technology between 1966 and 1974. I have also taught at George 

Washington University. 

6 .  I have written widely on telecommunications policy, the economics of broadcasting, 

and the economics of cable television. I am the author or co-author of four books on communica- 

tions policy published by the Brookings Institution since 1989: Changing the Rules: Technological 

Change, International Competition, and Regulation in Communications, with Kenneth Flamm 

(1989); After the Breakup: U.S.  Telecommunications in a More Competitive Era (1991); Talk is 

Cheap: The Promise of Regulatory Reform in North American Telecommunications, with Leonard 

Waverman (1996); and Cable 17.’: Regulation or Competition ?, with Harold Furchtgott-Roth 

Declarafion of Roben W. Cran&ll and J .  Gregoy Si&, December 23, 1998 
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(1996). In addition, I have published four other books on regulation and industrial organization 

with the Brookings Institution: The Extra Mile: Rethinking Energy Policy for Automotive 

Transportation, with Pietro S. Nivola (1995); Manufacturing on the Move (1993); Up from the 

Ashes: The U.S. Minimill Steel Industry, with Donald F. Bamett (1986); and Regulating the 

Automobile, with Howard K. Gruenspecht, Theodore E. Keeler, and Lester B. Lave (1986). My 

work has been cited on numerous occasions by the federal judiciary and the FCC. 

7.  I have been a consultant on regulatory and antitrust matters to the Antitrust Division 

of the U.S. Department of Justice, to the Federal Trade Commission, to the Canadian Competition 

Bureau, and to more than twenty companies in the telecommunications, cable television, 

broadcasting, newspaper publishing, automobile, and steel industries. I have also been a 

consultant to the Environmental Protection Agency and the U.S. Department of the Treasury. 

8. I received an A.B. (1962) from the University of Cincinnati and a Ph.D. in 

economics (1968) from Northwestern University. 

9. My name is J. Gregory Sidak. I am the F. K. Weyerhaeuser Fellow in Law and 

Economics at the American Enterprise Institute for Public Policy Research (AEI) in Washington. 

D.C., where I direct AEI's Studies in Telecommunications Deregulation. I am also a senior 

lecturer at the Yale School of Management, where I teach a course on telecommunications 

regulation and strategy with Professor Paul W. MacAvoy. In addition to holding these two 

academic positions, I am a Principal in LECG, Inc., an economic consulting services firm that 

provides economic and financial analysis, expert testimony, litigation support, and strategic 

management consulting to a broad range of public and private enterprises. 

10. I have previously worked in the federal government. From 1987 to 1989, I was 
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Deputy General Counsel of the FCC. From 1986 to 1987, I was Senior Counsel and Economist 

to the Council of Economic Advisers in the Executive Office of the President. 

11. My academic research concerns regulation and strategy in telecommunications and 

other network industries, antitrust policy, and constitutional law issues concerning economic 

regulation. I have written four books concerning pricing, costing, competition, and investment in 

regulated network industries: Deregulatory Takings and the Regulatory Contract: The Competitive 

Transformation of Network Industries in the United States (Cambridge University Press 1997), 

co-authored with Daniel F. Spulber; Toward Competition in Local Telephony (MIT Press & AEI 

Press 1994), co-authored with William J. Baumol; Transmission Pricing and Stranded Costs in 

the Electric Power Industry (AEI Press 1995), also co-authored with Professor Baumol; and 

Protecting Competition from the Postal Monopoly (AEI Press 1996), also co-authored with 

Professor Spulber. I am also the author of a fifth book, Foreign Investment in American 

Telecommunications (University of Chicago Press 1997), and of more than thirty scholarly articles 

in law reviews and economics journals. 

12. I have been a consultant on regulatory and antitrust matters to the Antitrust Division 

of the U.S. Department of Justice, to the Canadian Competition Bureau, and to more than thirty 

companies in the telecommunications, electric power, natural gas, mail delivery, broadcasting, 

newspaper publishing, and computer software industries in North America, Europe, Asia, and 

Australia. 

13. From Stanford University, I earned A.B. (1977) and A.M. (1981) degrees in 

economics and a J.D. (1981) in law. I was a member of the Stanford Law Review. 
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14. We file this declaration in our individual capacities. and not on behalf of the 

Brookings Institution, the American Enterprise Institute, or the Yale School of Management. 

SUMMARY OF CONCLUSIONS 

15. The IXCs' economic experts argue that integrated incumbent local exchange 

companies (ILECs) have the incentive to employ a variety of discriminatory tactics and price 

squeezes in selling retail services that use their own access services (including unbundled network 

elements) as inputs. The IXCs' experts simply recite the fact that under certain assumptions ILECs 

may have the incentive to employ these tactics, but those experts do not demonstrate that these 

assumed conditions are realistic. Nor do they offer evidence that such tactics have been employed 

by either Bell Atlantic, GTE, or other ILECs. There is a lengthy history of ILEC integration into 

information services, wireless services, intraLATA long distance services and-in the case of 

Frontier, Sprint, and GTE-interLATA long distance services, but the IXCs' experts are unable 

to provide any evidence that discriminatory tactics have been employed by the ILECs in any of 

those markets. Contrary to their theoretical predictions, competition has flourished in those 

markets. 

16. Even if the IXCs' experts were correct that vertical foreclosure is a feasible and 

profitable strategy for an ILEC, they do not provide evidence that the combination of two ILECs, 

such as GTE and Bell Atlantic, has an effect on such a strategy. They rely in foro on the allegation 

that the combination of Bell Atlantic and GTE will allow the merged company to capture 

"spillovers" From vertical foreclosure that neither company could capture alone. The IXCs' 

experts fail to show that such spillovers are currently captured by integrated ILECs in Proportion 

Declaration of Roben W. Crandall and J .  Gregory Sidak, December 23, 1998 
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to their size. 

17. In addition to arguing vertical foreclosure, the IXCs' experts argue that the merger 

exacerbates the dangers of a "price squeeze" by the combined company against its less integrated 

rivals, with anticompetitive results. Under the assumptions of the IXCs' experts, many ILECs 

currently have the ability and incentive to engage in such a price squeeze, yet the IXCs' expens 

fail to demonstrate that such squeezes are ever actually employed-and, if they are, that they result 

in anything other than lower prices for consumers. To our knowledge, no IXC has been driven 

from the market by any such purported "squeeze. " 

18. Finally, the IXCs' experts raise the specter of the combined company gaining 

monopoly control of Internet services through its position in offering intermediate access services 

and network elements. Were that possibility plausible, the largest ILECs would be moving in that 

direction today. Instead, the ILECs are paying large sums in reciprocal compensation to 

competitive local exchange carriers (CLECs) established by Internet service providers (ISPs) as 

the result of a regulatory distortion in pricing. 

I. THE ALLEGATIONS OF VERTICAL FORECLOSURE 

19. The IXCs advance their arguments of potential vertical foreclosure caused by the 

merger in declarations or affidavits supplied by Stanley M. Besen, Padmanabhan Srinagesh, and 

John R. Woodbury,' by Kenneth C. Baseman and A. Daniel Kelley,' and by David L. Kaserman 

1.  Declaration of Stanley M. Besen. Padmanabhan Srinagesh. and John R .  Woodbury: An Economic Analysis of the 
Proposed Bell AtlanticiGTE Merger (filed on behalf of Sprint Communications Company L.P.. Nov. 23. 1998). 

2. Declaration of Kenneth C. Baseman and A. Daniel Kelley (filed on behalf of MCI WoridCom, Inc., Nov. 23. 1998) 
[hereinafter Baseman-Kelley Declararion] I 
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and John W. Mayoa3 These commenters either simply assert that Bell Atlantic and GTE possess 

market power in the local exchange, or they rely on the incorrect analysis in the declaration of 

John B. ha ye^.^ 

20. The Besen-Srinagesh-Woodbury declaration itself relies on a previous declaration 

submitted by Michael L. Katz and Steven C. Salop in the SBC-Ameritech merger proceeding 

before the Commission.' This latter declaration by Katz and Salop supplies the principal 

theoretical basis for the IXCs' contention that the current merger could reduce competition 

through the vertical foreclosure of access services and intermediate network elements supplied by 

Bell Atlantic and GTE. We therefore respond in this section primarily to the arguments advanced 

by Katz and Salop. 

21. The Katz-Salop declaration argues that the larger "footprint" created by the SBC- 

Ameritech merger increases the incentive for the combined company to engage in various forms 

of vertical foreclosure. Because access services are still regulated by federal and state authorities, 

Katz and Salop are forced to concede that the merger does not enhance the ability of the combined 

company to raise the price of access.6 Rather, they claim that the merger increases the incentive 

3. Affidavit of David L. Kasmnan and John W .  Mayo (filed on behalf of AT&T Corp., Nov. 23, 1598). 

4. Declaration of John B. Hayes: Market Power and the Bell Atlantic-GTE Merger (filed on behalf of Sprint 
Communications Company L.P.. Nov. 23. 1998). As shown in Declaration of Professors Roben H. Germer and John P. 
Gould (filed on khalf of Bell Atlantic Corp. and GTE Corp., Dec. 23, 1998), the Hayes analysis fails to account for cross- 
subsidization in tbe current ILEC rate structure and eschews any effort to conduct the rigorous market d e f ~ t i o n  required 
for serious a n t i a t  analysis. 

5 .  Declaration of Michael L.  Katz and Steven C. Salop: Using a Big Footprint to Step on Competition: Exclusionary 
Behavior and the SBC-Ameritech Merger, Applications for Consent to the Transfer of Control of Licenses and Section 2 14 
Authorizations from Ameritech Corporation. Transferor, to SBC Communications Inc., Transferee, CC Dkt. No. 98-111 
(filed on behalf of Sprint Communications Company L.P., Oct. 14, 1998) [hereinafter Kafz-&lop Declararion]. 

6. Katz and Salop speculate that "SBC may benefit [after its merger with Ameritech] from economies of scope in fighting 
regulatory banles in multiple state forums." Karz-&lop Declaration at 40-41 1 65. Surely, it would be constitutionally 
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for the combined company to degrade the quality of its access services (or intermediate network 

elements) in a variety of hypothetical ways. If, however, a firm has an incentive, but not the 

means, to engage in anticompetitive behavior, then it necessarily follows that competitive harm 

cannot possibly occur. 

22. Katz and Salop's hypothesis can be simply stated: If exclusionary behavior is 

subject to a positive spillover effect between markets, then the merger would increase the 

incentives of the companies to engage in exclusionary behavior. In short, the Katz-Salop 

declaration makes a number of arguments based on a purely theoretical and hypothetical analysis 

of "spillovers" of the benefits of asserted reductions in the quality of access services. Not only is 

their theoretical approach flawed and incomplete, but Katz and Salop fail to provide any evidence 

that such foreclosure has actually occurred and has harmed competition in any downstream 

market. Given that the ILECs have, for many years, been offering access services to firms that 

compete with them in a variety of downstream services, one must conclude that the Katz-Salop 

hypotheticals are just that-hypotheticd cases without grounding in the reality of current market 

conditions. The Commission should disregard the Katz-Salop hypothesis-and, by extension, the 

arguments made by all of the IXCs' other experts who rely on the Katz-Salop hypothesis. The 

Katz-Salop model is incomplete, ignores the reality of the regulatory system, and is refuted by the 

impermissible for a regulator to block a merger in the belief that the combination would enhance one's ability to petition 
government, a nght expressly protected by the First Amendment. Kau and Salop also argue that "regulators will no longer 
be able to monitor, detect and prove the existence of exclusiowy conduct by SBC using Ameritech's conduct as a 
benchmark, or vice versa." Id. This argument is comprehensively analyzed and found wanting in Declaration of Kenneth 
Arrow (filed on behalf of Bell Atlantic COT. and GTE Corp., Dec. 23,  1998). Finally, Kau and Salop allege that "by 
controlling both ends of access, the integrated company may be better able to evade regulatory oversight of the quality of 
the access it  provides by better rationalizing its exclusionary tactics." Id. The Commission should dismiss this argument 
entirely, recognizing that it is nothing more rhan a speculative anempt to conjure up a new potential "problem" by 
recombining the "regulatory economies of scope" and "benchmarkmg" arguments. 
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facts. 

23. The Telecommunications Act of 1996 requires ILECs to provide interconnection 

services to all carriers requesting them under terms to be negotiated and ultimately approved by 

regulatory authorities.' Both Bell Atlantic and GTE are currently subject to those provisions. 

Moreover, Bell Atlantic must satisfy a section 271 "competitive checklist" of those requirements 

to be permitted to provide in-region interLATA services.* The merger does not diminish those 

responsibilities, nor does it lessen regulatory oversight of the companies' interconnection 

activities. 

24. Katz and Salop also make the crucial assumption that the externality in exclusionary 

behavior between the two ILECs is positive (for example, pre-merger discriminatory behavior by 

Bell Atlantic supposedly would increase GTE's profits by retarding CLEC entry in GTE's 

territories). The externality, however, is much more likely to be negative, in which case the 

discriminatory behavior by ILEC A in its territory leads the CLEC to concentrate its entry efforts 

in the territory of ILEC B e 9  If the externality is indeed negative, the merger is likely to reduce 

exclusionary behavior, as the negative externality is internalized. Put simply, before the merger 

the ILECs could be over-discriminating in a "beggar-thy-neighbor " effort to induce CLECs to 

enter somebody else's market instead. After the merger, such hypothetical discrimination is 

reduced as the ILEC realizes that exclusionary behavior in one of its markets is self-defeating 

7.  47 U.S.C. $8 251, 252. 

8. Id. $ 271. 

9. See Reply Affidavit of Richard Schmalensee and William Taylor, Applications for Consent to the Transfer of Control 
of Licenses and Section 214 Authorizations from Ameritech Corporation. Transferor. to SBC Communications Inc. I 
Transferee, CC Dkt. No. 98-141, at 23 1 4 7  (filed on behalf of SBC Communications, Inc. and Ameritech Corporation. 
Nov. 12, 1998). 
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because it induces increased entry in another one of its markets. Katz and Salop make no empirical 

showing as to whether their theoretical externality is likely to be positive or negative. 

Consequently, the Commission should conclude that the Katz-Salop hypothesis cannot predict 

whether eXClUSiOMry behavior would increase or decrease as a result of the merger. It would be 

economic caprice for the Commission to use a model that cannot produce coherent predictions of 

exclusionary conduct to inform the agency's public interest determination under the Communica- 

tions Act. 

25. Contrary to the assertions by the IXCs' economic experts, the merger of Bell 

Atlantic and GTE will not induce the combined company deliberately to reduce the quality of its 

wholesale access services. Such reductions in quality would redound to the merged companies' 

disadvantage through adverse reputation effects with other customers. An ILEC's deliberate 

reduction in the quality of inputs supplied to customers that compete with it in downstream 

markets would thus have severe spillover effects of its own among other customers. Such a 

strategy would be short-sighted in an increasingly competitive market. 

26. Katz and Salop, as well as the IXCs' other declarants cited above, advance what 

are by now very familiar arguments concerning the ILECs' potential to exercise vertical 

foreclosure of rivals. It is alleged that ILECs can engage in various exercises of quality 

degradation that are difficult to detect. Those actions are only broadly hinted atdelaying repair 

services on leasednetwork elements; making collocation difficult; processing CLEC orders more 

slowly than their own; and even reducing the quality of the voice/data signal transmitted by their 

unhtegrated rivals through the ILECs' facilities. Those arguments are never accompanied by any 

empirical measure of the extent of such alleged abuses or their effect on final service prices or 
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quality despite the fact that ILECs have for many years been offering access services to firms that 

compete with them in downstream markets. 

27. The Katz-Salop declaration alleges that the ILECs have the incentive to engage in 

quality-degrading acts of vertical foreclosure because in so doing they protect high-margin retail 

services from competition while forgoing much less lucrative returns from wholesale services, But 

that assertion is no more than an obvious deduction: The CLECs will first attack the ILECs' high- 

margin services. Therefore, the ILECs have every incentive to defend their sales of such services 

by vigorously competing in any manner permitted by the regulators. That incentive to engage in 

commercial self-defense does not prove, however, that the ILECs could successfully degrade the 

quality of access to their rivals even if they desired to do so. The asserted incentive surely does 

not establish that such degradation would be a successful strategy. 

28. For the ILECs to have the incentive to degrade their wholesale services, they must 

not suffer economic losses from such activities. By reducing the quality of their wholesale access 

services, the ILECs would induce their customers to search for alternatives (such as the services 

of competitive access providers) or even to construct their own facilities. If an ILEC in general, 

and Bell Atlantic-GTE in particular, could reduce competition through degradation of its access 

services, it would have to be surgically precise in such attempts. The ILEC surely would not wish 

to reduce the demand for these wholesale services that are purchased by firms serving other 

markets or even-to reduce the quality of the ILEC's own downstream retail services. The 

Commission has reached a similar conclusion about allegations of ILEC discrimination against 

IXCS : 
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[Clommenters argue that the incumbent LEC will be able to . . . 
degrade the service of IXC competitors, by blocking calls at its own 
switch. Based on this record, we conclude that these concerns are 
not well-founded . . . . [Ilncumbent LECs have compelling 
incentives to deliver interstate calls to an IXC's POP. As competi- 
tion develops for local service, it appears doubtful that an incum- 
bent LEC would find it advantageous to block deliberately interstate 
calls placed by their end user customers. Such practices would 
encourage entry by new competitors and increase the interest of 
affected end users in finding a more reliable service provider. We 
also find it unlikely that either originating or terminating incumbent 
LECs would intentionally risk the collection of often significant per- 
minute access charge revenues on a completed long-distance call in 
order to collect additional, much smaller per-call setup charges. 
Finally, we know of no significant allegations of degraded service 
quality attributable to the very similar current regime. We are 
prepared, however, to investigate claims that an incumbent LEC is 
blocking calls in an intentional or discriminatory manner." 

29. Even if the contentions that the ILECs have the incentive and ability to degrade the 

quality of their access services were correct, it does not follow that those dangers would be 

heightened by the merger of Bell Atlantic and GTE. These same theoretical threats of vertical 

foreclosure would exist with any ILEC of any size. Katz and Salop are thus forced to make yet 

another set of heroic assumptions to try to link this merger to increased threats of vertical 

foreclosure. For this purpose they invoke a notion of "spillover" effects: the alleged vertical 

foreclosure benefits integrated ILECs at each end o f  any communication. To the extent that either 

GTE or Bell Atlantic has separately engaged in such activity, Katz and Salop theorize, each of the 

two companies may havecreated benefits of reduced competition for the other company when it 

is at the other end of the call. By combining their operations, the merger partners would 

10. Access Charge Refom, Price Cap Performance Review for Local Exchange Carriers, Transport Rate Strucnrre. 
Pricing End-User Common Line Charges, First Report and Order, CC Dkts. No. %262. 94-1, 91-213, 95-72, I2 F.C.C. 
Rcd. 15,982, 16,043 1 142 (1997). 
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internalize these externalities, according to Katz and Salop, and the combined companies therefore 

would supposedly increase the profitability of the alleged vertical foreclosure. 

30. Once again, the IXCs' experts submit their allegations of the potential profitability 

of anticompetitive actions without offering any empirical support. Were such degradations of 

quality possible and effective in preventing competition, one might expect that the largest ILECs 

would already be the most successful in foreclosing competition in downstream markets. Frontier, 

Sprint, and GTE are large carriers that have combined local and long-distance services for a 

number of years. Were vertical foreclosure through access degradation a successful anti- 

competitive strategy, one would expect those companies to have achieved greater market power 

than the scores of smaller ILECs that also offer long-distance services. There is, however, no 

evidence of successful foreclosure by Frontier, Sprint, and GTE that we have seen. Indeed, the 

available empirical evidence is inconsistent with the Katz-Salop foreclosure hypothesis. ' ' 
31. In addition, every wireless carrier requires interconnection with an ILEC in its 

region to operate successfully. In each local area, the ILEC was initially allocated one of the two 

initial cellular licenses, and most ILECs continue to offer wireless services and wireless-wireline 

interconnection to their wireless rivals. We know of no evidence that the ILECs have attempted 

to degrade the.wireline interconnection of their local wireless competitors. Nor are we aware that 

the ILECs have been able to gain a competitive advantage over their unintegrated wireless rivals. 

In general, the wireline-owned cellar carrier (the "B" carrier) has not gained more market share 

than the non-wireline cellular carrier, Nor have the ILECs thwarted the competitive thrust of the 

I I .  See Fred S. McChesney, Empirical Tests of the Cross-subsidy and Discriminatory-Access Hyporheses in Vertically 
Integrated Telephony. 16 MANAGERIAL & DECISION Ecow. 493 (1995). 

Declaration of Roberr W. Crandall and J .  Gregory Si&, December 23, I998 



14 

new PCS and ESMR wireless services through vertical foreclosure of wireline access, despite the 

fact that these new wireless providers have succeeded in attracting customers from them and in 

severely reducing wireless rates. Surely, the wireless market provides the best possible test of the 

IXCs’ experts’ theories of foreclosure-and the theory fails decisively in that market. 

32. If a competitive issue were to arise from the joint control of the originating and 

terminating ends of access, one would expect that such instances of exclusionary behavior would 

have been identified in the case of intraLATA toll. Bell Atlantic and GTE each historically carried 

a very large share of intraLATA toll traffic originating in their ILEC territories, until state 

regulators required 1 + equal access for intraLATA calls. In Bell Atlantic’s case in particular, a 

very large proportion of intraLATA toll would both originate and terminate on its network, while 

the ratio for GTE would have been somewhat smaller. There has been no evidence of 

discrimination in the intraLATA market since the advent of 1 + preselection. For example, GTE’s 

share of intraLATA toll traffic originating in its Florida territories dropped from 82 percent in 

December 1996 to less than 37 percent in December 1998.12 Similar declines over the same period 

were recorded by GTE in Ohio (from 79 percent to 39 percent), Illinois (from 89 percent to 45 

percent), Pennsylvania (from 78 percent to 38 percent), and Virginia (92 percent to 55 percent), 

a pattern which repeated itself across many GTE and Bell Atlantic territories.” Clearly, such 

share losses have occurred at a much faster rate than the erosion of AT&T’s dominant position 

in interLATA toil since 1984, which indicates that ILECs have not excluded IXCs from 

intraLATA toll provision to any measurable extent. Consequently, there is little basis to fear that 

12. Information provided by GTE. 

13. Information provided by GTE and Bell Atlantic 
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combination of the two companies should raise concerns based on the control of originating and 

terminating access. 

33. We are forced to conclude that the theories of vertical foreclosure advanced by the 

IXCs' experts are just that--theories. The inapplicability of those theories to current market 

conditions is demonstrated by the conspicuous absence of empirical evidence to support them. 

Indeed, we believe that the wireless market and the long-distance operations of existing (non- 

RBOC) ILECs provide sufficient evidence to reject the applicability of those theories to current 

telecommunications markets. 

11. THE ALLEGATIONS OF PRICE SQUEEZES 

34. Baseman and Kelley raise the specter that the merger of Bell Atlantic and GTE 

would make possible "price squeezes" in long-distance and other downstream services that would 

use the combined firm's access services. In so doing, Baseman and Kelley reject the safeguards 

provided by imputation tests as too complicated for regulators to implement. 

35. A price squeeze by an integrated seller of communications services would only 

make sense if the integrated ILEC could not obtain its maximum profits from the upstream market 

for access services alone and if such a squeeze were to allow it eventually to raise prices in the 

downstream market sufficiently to compensate it for losses caused by the squeeze. The first 

requirement-the inability to obtain maximum profits from the upstream access service-is 

obviously met because access services are regulated by federal and state regulators. The second 

requirement. however, is surely unlikely to be met. 

36. For a price squeeze to be profitable, the ILEC would have to be able to raise prices 
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above current market levels at some future date. Those price increases would have to be large 

enough to compensate the ILEC for the profits forgone by holding prices artificially below current 

market levels to "squeeze" its unintegrated rivals. This strategy, in tum, would require that some 

current competitors-AT&T, Sprint, MCI WorldCom, Frontier, and others-be driven from the 

market. Otherwise, the new low-price equilibrium would simply persist to the great benefit of 

consumers. Even in the improbable event that an ILEC could drive one of the big IXCs into 

bankruptcy, the fiber-optic transmission capacity of that carrier would remain intact, ready for 

another firm to buy the capacity at a distress sale and immediately undercut the ILEC's 

noncompetitive prices. In 1996 the Commission embraced, with respect to newly enacted 

section 272, the logic of such skepticism toward hypothesized ILEC predation.I4 That skepticism 

accords with the conclusion of many respected regulatory econ~mists.'~ The IXCs' experts ignore 

the weight of such analysis and utterly fail to explain how Bell Atlantic or GTE or the merged Bell 

Atlantic-GTE could successfully employ a squeeze that drives large IXCs from the market. Even 

if, arguendo, the ILECs flouted the imputation test, it is highly unlikely that rates would be driven 

below the IXCs' incremental costs of no more than 2 cents per minute plus access charges. We 

too are extremely skeptical that such a "squeeze" is even remotely possible. 

14. Implementation of the Non-Accounting Safeguards of Sections 271 and 272 of the Communications Act of 1933. as 
Amended; and Regulatory Treatment of LEC Provision of Interexchange Services Originating in the LEC's Local Exchange 
Area, Notice of Proposed Rulemaking, CC Dh. No. 96-149, 1 1  F.C.C. Rcd. 18,877, 18,943 1 137 (1996) (citing Daniel 
F. Spulber, Dereguhting Te[eco"wucations, 12 YALE J. ON REG. 25, 60 (1995); other citations omitted). 

15. E.g., PAUL w. MACAVOY, FALURE OF ANTITRUST AND REGULATION TO ESTABLISH COMPETITION IN LONG- 
DISTANCE TELEPHONE SERVICES 186-90 (MIT Press & AEI Press 19%); Susan Gates. Paul Milgrom & John Roberts. 
Detem'ng Predation in Telecommunications: Are Line-of-Business Resrminfs Needed?, 16 MAWAGERIAL & DECISIOS ECON 
427 (19'35); Paul S.  Brandon & Richard L. Schmalensee, The Benefits of Releasing the Bell Companies .from the 
Interexchange Restrictions, 16 MANAGERIAL & DECISION ECON. 349 (1995); Jerry A .  Hausman. Competition in Long- 
Distance and Telecommunications Markers: Eflects of the MFJ,  16 MAWAGERIAL & DECISION ECON. 365 (1995): Kenneth 
1. Arrow, Dennis W. Carlton & Hal S. SiQr, 7he Competitive Effects of Line-ofBusiness Restn'ctiom in Telecommunica- 
tions, 16 MANAGERIAL & DECISION ECON. 301 (1995). 
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37. Baseman and Kelley argue that there is some evidence that New York Telephone 

and Southern New England Telephone (SNET) have engaged in price squeezes in the distant and 

recent past. Baseman and Kelley do not contend, however, that those alleged squeezes have been 

successful in driving any IXCs from New York or Connecticut. Indeed, a review of the experience 

in Connecticut suggests that competition is vigorous in the interexchange market and that all 

national competitors continue to operate there-albeit at lower prices than existed before SNET’ s 

entry. l6 That outcome demonstrates increased competition and would only be contrary to the 

public interest if lower long-distance prices reduce consumer welfare. This empirical evidence 

confirms the well-known theoretical proposition that even inefficient ILEC entry into long-distance 

markets will produce welfare gains to society that would more than offset the potential welfare 

losses from that inefficiency.” Finally, it is ironic that the IXCs would raise the specter of a price 

squeeze at a time when empirical analyses conclude that the IXCs have not passed through fully 

the recent and continuing ILECs’ reduction in carrier access charges.’* 

111. ALLEGATIONS OF EXCLUSIONARY BEHAVIOR 
WITH RESPECT TO INTERNET SERVICES 

38. Baseman and Kelley allege that ILECs in general, and GTE and Bell Atlantic in 

16. See PETER W. HIDER. LOCAL EXCHANGE COMPETITION UNDER THE 1996 TELECOM ACT: RED-LINING THE LOCAL 
EXCWGE CUSTOMER (prepared for BellSouth Corp. and SBC Corp., Nov. 4, 1997). 

17. See P.J. Hinton. J.D. Zona, R.L. Schmalensee & W.E. Taylor, An Anatysis of the Welfare Effects ofhng-Distance 
Marker Entry @ an Integrated Access and Long-Distance Provider, 13 J .  REG. ECON. 183 (1998). 

18. See MACAVOY. THE FALURE OF REGULATION AND ANTITRUST, supra note 15; P . S .  Brandon & W.E.  Taylor. 
AT&T, MCI and Sprint Failed ro Pass Through the 1998 Iruerstate Access Charge Reductions to Consumers ( fded e.r pane 
in CC Docket NO. %-262 on behalf of the United States Telephone Association, Oct. 22, 1998). 
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particular, control a bottleneck facility in the provision of Internet services. Baseman and Kelley 

assert that Bell Atlantic and GTE "control the connection to the end-user,"20 and they further 

speculate that this asserted "control" may afford opportunities for Bell Atlantic and GTE to 

discriminate against unafiliated ISPs and monopolize the market for Internet service provision. 

The Baseman-Kelley theory, however, is logically flawed and fails on five independent grounds: 

Bell Atlantic and GTE do not have unique means to discriminate against 1. 

unaffiliated ISPs. 

2. Bell Atlantic and GTE do not control a bottleneck facility in the provision 

of Internet services. 

3. GTE is not a dominant firm in the provision of ISP services, and the 

transaction would not materially increase GTE's presence in the ISP arena. This distinction 

is critical, as the targeted-degradation argument of Professors Jacques Cremer, Patrick 

Rey, and Jean Tirole, which the IXCs' experts inappropriately cite, applies only to 

dominant fim. 

4. Bell Atlantic and GTE have not discriminated against unaffiliated Internet 

service providers despite the allegation that they have both an incentive and the ability to 

do so. 

5 .  Allegations that discrimination is more likely when new technologies are 

being introduced are sheer speculation that is contradicted by the facts, by the Commis- 

sion's findings, and by the IXCs' experts themselves. 

19. Baseman-Kelley Declaration at 11 87-92 et seq. 

20. Id. at 191. 
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We now discuss these five points in mm. 

A. Bell Atlantic and GTE Do Not Have Unique Means to Discriminate Against ISPs 

39. In making their allegations of potential discrimination against ISPs, Baseman and 

Kelley suggest that Bell Atlantic and GTE somehow have a novel and unique way to discriminate 

against ISPs. This alleged discrimination supposedly could take the form of either quality 

degradation or delayed provisioning of circuits. Again, a common sense examination of the 

relationship between ISPs and ILECs shows this allegation to be specious. 

40. First, consider traditional dial-up access. As noted above, ISPs serve dial-up 

customers through multi-line business services, which the ISPs either purchase from the ILEC or 

from Q competing CLEC. By definition, dial-up customers use standard voice circuits, and many 

customers use those circuits for other ILEC services. Therefore, to discrim.inate against dial-up 

ISPs using a strategy of quality degradation, an ILEC would need to degrade service on all its 

voice facilities. Surely such pervasive service degradation would be unprofitable. If an ILEC 

attempted to discriminate against ISPs in the manner that Baseman and Kelley hypothesize, then 

ISPs and other local exchange customers would switch to CLECs. The ILEC would suffer 

additional losses as residential users switched their local telephone service to other providers, and 

as regulators imposed quality-of-service penalties. Such discrimination clearly would not benefit 

Bell Atlantic and GTE. . 

41. Discriminating against ISPs through delayed provisioning would be equally futile. 

ISPs are large, lucrative business customers, whose premises are located in close proximity to 

existing central offices in high-density metropolitan areas. ISPs have their pick of competitive 
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local exchange providers.’’ If the I L K  were to give an ISP discriminatorily slow provision of the 

necessary inward trunks, the ISP would merely transfer its account to one of many CLECs 

offering more responsive service. As before, the ILEC would suffer a large reduction in its own 

cash flow as a result of the attempted discrimination. 

42. In the case of high-speed Internet access service, ILECs would have even less to 

gain by discriminating against ISPs.’’ In the case of such service, the ILEC either provides the 

high-speed transport from the end user to the ISP (over a local DS-1 line or its own xDSL 

offering, for example) or supplies the unbundled loop to which the ISP adds its own central office 

and customer premises equipment to supply xDSL and similar offerings. The provisioning process 

for high-speed circuits and unbundled loops is already in place. Similarly, direct quality 

measurements are in place that would allow competitors and regulators to detect any delayed 

provisioning . 23 

43. Furthermore, Baseman and Kelley ignore the fact that Congress and the FCC 

imposed imputation safeguards. That is not to say that these requirements need to work perfectly. 

They need only work well enough to blunt the hypothesized incentives for upstream-downstream 

21. See MeniU Lynch, The Mysterious World of ISP-Related Reciprocal Compensation (Telecom Services-Local 
Investment Report, Oct. 27, 1998). 

22. The FCC explicitly “reject[ed] the argument that the possibility of a price squeeze warrants the Commission’s transfer 
to the states of its ra tcmahg authority with respect to interstate DSL services.“ Jnvesagauon of New Access Offerings Filed 
by Bell A t l d c ,  BeUSouth, GTE System Telephone Companies, and Pacific Bell Establishing Asymmetrical Digital 
Subscriber Line &wick MemorandumOpinionamiOrder, CC Dkts. Nos. 98-168, 98-161, 98-167. 98-103, 1 I (released 
NOV. 30, 1998) (FCC 98-317). 

23. The merger applicants have entered into specific time and quality-of-service commitments for the provision of 
collocation and interconnections services to their competitors. For example, Bell Atlantic commits in its sourhem region to 
provide competitors with physical collocation within I20 business days and virmal collocation within 60 business days. 
subject to the relevant central office not being declared exhausted before state regulators. See Bell Atlantic Network Services 
FCC Tariff#l 5 19, pp. 945-947 (13* rev. Dec. 3, 1998). The Bell Atlantic and GTE operating companies also make similar 
commitments through tariffs filed with state commissions. 
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coordination. If imputation requirements result in an inability of the ILEC to internalize fully the 

discriminatory effects being posited by the IXCs' experts, then the Katz-Salop results generally 

do not obtain. 

B. Bell Atlantic and GTE Do Not Possess Bottleneck Control Over ISPs 

44. The Baseman-Kelley allegation of "bottleneck control" is based on the trivial 

observation that most residential customers in GTE's and Bell Atlantic's territories currently gain 

access to the Internet through dial-up connections. Baseman and Kelley ignore, however, that 

customers seeking dial-up access to an unaffiliated ISP use the same circuits and technology as 

do customers for voice telephony. In other words, dial-up service is, by definition, simply 

traditional local For example, ISPs unaffiliated with Bell Atlantic or GTE simply 

purchase multi-line business service, from either Bell Atlantic or GTE orfrom a competing 

CLEC. If the Baseman-Kelley theory were plausible, it would imply that GTE or Bell Atlantic has 

bottleneck control over services provided by any multi-line business customer whose business 

relies significantly on local telephony. 

45. Furthermore, Baseman and Kelley completely ignore the fact that large volumes 

of end-user Internet traffic now move over other facilities, such as competitive access provider 

lines, cable modems, terrestrial wireless services (for example, Metricom's Ricochet), and satellite 

links, ILEC provision of high-speed circuits has been deemed a competitive service in many 

states, including Florida for GTE," and Pennsylvania for Bell Atlantic,16 as CLECs continue to 

24. See general& J. Gregory Sidak & Daniel F. Spulber, Cvberjam: n e  f u w  and Economics of Inrerner Congesrion of 
rhe Telephone Nenuork, 21 HARV. J.L. &ha. POL'Y 327 (1998). 

25.  See FLA. STAT. ch. 364.051 (1998). Large ILECs may elect price regulation under section 364.051, allowing limited 
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enter and expand their service provisions. Although relatively few end users may use high-speed 

facilities currently, that proponion is growing rapidly. An increasing number, however, use the 

services of carriers other than the ILECs. The growth of special access is accelerating. For 

example, the number of voice-grade equivalent special-access circuits provided by Bell Atlantic 

and GTE in their territories jumped 40 percent in 1997, almost doubling their historic growth 

rate.2' The CLECs are currently extremely competitive with ILECs in the provision of high-speed 

access, and the CLECs are capturing a substantial and growing share of that segment. In 1996, 

for example, a leading competitive access provider described its corporate strategy as follows: 

The Company's strategy is to become the primary provider of telecommunications 
services to business and government end users. The Company believes business 
and government users have distinct telecommunications service requirements, 
including maximum reliability, consistent high quality, capacity for high-speed data 
transmission, responsive customer service and continuous attention to service 
enhancement and new service development. The Company believes it has 
significant advantages over its competitors as a result of the Company's , . . 
expertise in developing highly reliable, advanced digital fiber optic networks which 
offer substantiai transmission capacity.'* 

Now, nearly three years later, data-focused CLECs such as MFSiBrooks (owned by MCI 

WorldCom), TCG (owned by AT&T), WinStar, Teligent, and Internet specialists such as 

upwards flexibility for all services other than basic services (flat-rate voice-grade residential or single-line business local 
exchange service), voice-gradc flar-rate multi-line business local exchange service, and network access services. 

26. See Emergency Ratification Order, Petition of Bell Atlantic-Pennsylvania Inc. For a Determination of Whether 
Digital Data Services and High Capacity Services Are Competitive. Dkt. No. P-00950929. AT&T Communications of 
Pennsylvania Lnc. v. all Atlantic-Pennsylvania, Inc.. Dkt. No. P-00950929C0001, at 3. ordering clause 3 (Pa. Pub. Util.  
Comm'n, Oct. 13, 1995) ("Bell's HICAP service is hereby classified as competitive"). 

27. See FCC, 1997-98 STATISTICS OF COMMON COMMUNICAT'IONS CARRERS at table 2.10. 

28. MFS COMMUMCATIONS Co., 1995 SEC FORM IO-K at I (19%). "Because MFS believes it has certain advantages 
relative to quality control . , . resulting from its use ofthe Company's existing fiber optic networks, MFS lntelenet believes 
that it may enjoy cenain advantages with respect to certain of its competitors." Id. at 6 .  
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Metricom indeed enjoy phenomenal growth in lines that far exceeds the rate of growth in lines for 

either Bell Atlantic or GTE.29 Finally, cable modems are poised to become an important means 

of residential Internet access, with projected growth rates of over 100 percent per an- 

num-"surging from 350,000 subscribers in mid-1998 to more than 2 million by end of 

1999"'-and are expected to account for 80 percent of residential Internet access connections by 

2o02.3' That projected growth in Internet access over the cable infrastructure is, of course, a 

principal justification that AT&T has offered for its acquisition of TCI.32 In short, by focusing 

only on dial-up access to the Internet, Baseman and Kelley erroneously exclude many actual and 

potential competitors from consideration. 

C. The Transaction Would Not Enable Bell Atlantic-GTE to Dominate the Internet 

46. GTE is not a dominant firm in the provision of ISP services, and the transaction 

would not materially increase GTE's presence in the ISP arena. Bell Atlantic currently has 

relatively few ISP customers, and even after the merger the combined firm would rank far behind 

America Online, the largest ISP in the nation.33 The combined GTE/Bell Atlantic ISP operation 

29. See FCC, 1997-98 STATISTICS OF COMMON C m ,  at table 2.10.; Salomon Smith Barney, CLECs Surpass Bells 
In Net Business Line Additionr For First T i m ,  May 6 ,  1998. 

30. See Forrester Research Press Release, High-speed Iruemet Access, Sept. 1, 1998. 

31. See Paul Kagan Associates, h,, U.S. High-speed Access Cable & ADZ Projection Model, 1997-2006, in CAEILE 
TV TECHNOLOGY (Feb. 28, 1998). 

32. See AT&T Press Release, ATdrT, TCIro Merge, Create New AT&T Consumer Services Unit, June 24, 1998. "Today 
we are beginning to answer a big part of the question about how we will provide local service to U.S. consumers," said C.  
Michael Armstrong, chairman and CEO of AT&T. "Through its own systems and in partnership with affdiates. AT&T will 
bring to people's homes the first fully integrated package of communications, electronic commerce, and video entertainment 
services. " 

33. Estimated AOL and AT&T subscriber counu fromAT&T Changes Internet Service, Fees, L.A. TIMES, Dec. 16. 
1998 (quoting AT&T's projected customer base pending the acquisition of IBM Corp.'s network business). 
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would be less than half the size of the next largest competitor and less than one-fourteenth the size 

of the largest ISP, AOL.34 

47. This distinction is critical because the network-dominance strategy that the IXCs' 

experts hypothesize relies on the existence of a dominant firm. Baseman and Kelley, for example, 

quote the Cremer-Rey-Tirole result.35 But Baseman and Kelley fail to observe that Professors 

Cremer, Rey, and Tirole actually stated: 

In the absence of a dominant backbone, the unilateral degradation strategy is much 
riskier(,] . . . encourag[ing] migration of kart] of its installed base and new 
customers to other networks. We would expect interconnectivity to continue 
prevailing in the Internet industry as long as a dominant player does not emerge.36 

Thus, Baseman and Kelley quote the Cremer-Rey-Tirole result out of context, as the targeted- 

degradation argument applies only to dominant firms. Cremer, Rey, and Tirole examined the 

specific case in which a merger would create a dominant firm with a share of more than 50 

percent, at least three times the size of the second largest firm.37 Such assumed conditions clearly 

do not accurately describe the merger of Bell Atlantic and GTE. 

48. Finally, the combined Bell Atlantic-GTE will still be several times smaller than the 

ISP and telecommunications providers against which the merged company will compete, such as 

America Online and MCI WorldCom. Earthlink, one of the largest ISPs, is controlled by Sprint 

34. GTE subscriben from BOARDWATCH, 1998 ISP DIRECTORY. Bell Atlantic subscribers from internal company data. 

35. Baseman-Kelley Declaration at 54 1 9 5  (discussing Jacques Cremer, Patrick Rey & Jean Tirole, The Degradation 
of Qualify and the Domination of the Internet (Apr. 8, 1998) (prepared for GTE Communications Corporation)). 

36. Cremer, Rey & Tirole, supra note 35, at 1 9 (emphasis added). 

37. Id. 
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and may soon be a wholly owned subsidiary." Meanwhile, the largest IXC, AT&T, has already 

acquired one of the largest CLECs, TCG. AT&T is also acquiring the largest provider of 

alternative residential broadband access, TCI, by virtue of its ownership of and marketing 

relationship with @Home. (Previously, AT&T offered to acquire America Online.39) And AT&T 

is acquiring a large data network unit from IBM.40 Finally, AT&T is entering into a local 

telephone venture with Time-Wamer.4' 

D. Bell Atlantic and GTE Have Not Discriminated Against Unaffiliated ISPs 

49. If GTE and Bell Atlantic actually had both the incentive and the opportunity to 

discriminate against unaffiliated ISPs, then one would expect to find evidence of such behavior 

in the ISP market. Because of the enormously inefficient pricing of ILEC provision of dial-up 

Internet access, ILECs experience substantial cost increases for every dial-up customer that is 

38. See Inside Wall Street, sprint: &wering Afrer Eonhiink?, BUS. WK.. Dec. 7 ,  1998, at 134. Sprbt currently owns 
27 percent on a fully diluted basis, received in consideration for the transfer to Eanhlink of approximately 130.000 Sprint 
Internet passpon subscribers, $24 million in cash, and the exclusive right to use certain ports in Sprint's high-speed network. 
Sprint also agreed to deliver a mini" of 150,000 new subscribers per year for five years to Earthlink, and to give 
Eanhlink the nght to be Sprint's exclusive provider of consumer Internet access service and to use Sprint's brand and 
distribution network for at least ten yean. See EARTHLINK NETWORK INC., SEC FORM IO-Q, at 8 (Aug. 14, 1998). 

39. See CNNfn, Mu Bell to Log  On To AOL?, CNNfn, June 17, 1998 (available at hrtp:llcnnfn.co"otstoriesidealsi 
9806 17Iiedex.htm). 

40. See ATdrTChanges Intemer Senice, Fees, L.A. TIMES, Dec. 16, 1998 

41. See Associated Press Online-Dec. 9, 1998. "CNBC reported AT&T and Time Warner had nearly agreed on the 
tenns of a joint venture, of which AT&T would control 75 percent and Time Warner 25 pe-:ent. AT&T would pay 
three-quarters of the cost of upgrading Time Warner's cable systems to handle voice transmissions. AT&T. in turn. would 
get three-quarters of the revenues from selling the local phone service. A Time Warner Inc. pact would cap a unprecedented 
deal-making spree by AT&T Corp., including an agreement Tuesday to buy IBM's data-networking business for %5 billion. 
This fall, AT&T agreed IO buy cable giant Tele-Communications Inc., for $31.7 billion, but TCI's cable TV lines are able 
to reach only about one-third of U.S. homes." 
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added by an ISP served by a CLEC.42 Moreover, the customer probably orders a second line oniy 

for Internet traffic (which therefore does not recover its loop and switching costs assigned to the 

interstate jurisdiction, as it does not generate interLATA access charges). Consequently, i f  the 

opportunity and incentive for discrimination were truly to exist, one would expect them to be 

relatively stronger concerning dial-up service to ISP-CLEC combinations. 

50. The evidence, however, all points in the opposite direction. To our knowledge, no 

regulatory body or COUR has found discrimination by Bell Atlantic or GTE against ISP-CLEC 

combinations. The market for ISPs in the Bell Atlantic and GTE territories is vibrant, with 180 

ISPs operating in Maryland's 301 area code If anything, the efforts of some Bell operating 

companies, including Bell Atlantic, in Internet service provision "seem to be faltering" despite 

"high-profile marketing campaigns. Industry observers note that "oligopoly is not on the 

horizon," and that "BOCs should buy up regional ISPs as a means to gain expertise and [market] 

share. Such evidence indicates an absence of discrimination. 

E. Allegations of Potential Discrimination Have Never Risen Above Sheer Speculation 

5 1. It is worth reviewing the long-run evidence surrounding previous allegations that 

the Bell operating companies would interfere with a new and emerging market. The experience 

in information services is particularly illustrative because it is the predecessor of today's ISP 

42. See Sidak & S h b e r ,  supra note 24, at 379-80. 

43. See http:/lboardwatch.intemet.comiisp/ac/ac301 .hrml (Dec. 1, 1998). 

44. See Online Services Reach 20.3M Users, MULTIMEDIA DAILY. Apr. 25, 1997. 

45. See Forrester Research, Consolidation in the Business ISp Marketplace, Press Release, July 16, 1997 (downloaded 
Dec. 2, 1998, http://www .forrester.~om/press/pressrel/9707 16TS. hm). 
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service. Eight years ago, Professor Carl Shapiro (a former expert witness for Sprint before the 

FCC and founder of the Tilden Group, with whom Sprint's experts in this proceeding-Katz. 

Fanell, and Hayes-are affiliated) predicted dire consequences if the Modification of Final 

Judgment were amended to allow the BOCs to enter the information services arena.* Shapiro 

alleged at that time many of the arguments now being alleged by the IXCs' experts in this 

proceeding. He argued that the risk of discrimination was too great to allow the BOCs to 

participate in information services. In particular, Shapiro alleged that the BOCs would engage in 

the familiar litany of bad acts, including raising the price, reducing the quality, and restricting the 

availability of essential inputs to competing information services  provider^.^' Shapiro also alleged 

that the BOCs would have the incentive to bias their systems in their own favor and against their 

most threatening rivals.@ "Lifting the information services restriction at this time," he concluded 

in 1990, "would predictably result in anticompetitive consequences. Eight years later, it is clear 

that Shapiro's predictions were demonstrably wrong. As has been observed repeatedly, after the 

BOCs were given limited permission in 1988 to offer consumers voice mail as an information 

service, the price of such services fell dramatically and the demand for voice mail equipment grew 

46. Affidavit of Carl Shapiro, attached to Joint Opposition to Motions for Removal of the Section IUD)( I )  Restriction 
on the Provisionof Wonnation Services in United States v .  Western Elec. Co., Civil Action No. 82-0192 (HHG). (D.D.C. 
Oct. 17, IW), submitted by commerce Clearing House, Inc.. Dialog Information Services, Inc., Dun & Bradstreer 
Corporation, Knight-Ridder, Inc., MacMillan, Inc.. Times Mirror, the Washington Post Company, and West Publishing 
Company. 

47. Id. at 11 33-41. 

48. Id. at 139 .  

49. Id. at 1 103. 
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threefold.s0 And, of course, since 1990 the Bell operating companies have hardly succeeded in 

monopolizing information services. 

52. Now, nearly a decade after Shapiro's faulty prediction about information services, 

Baseman and Kelley similarly allege that the potential for ILEC discrimination will be enhanced 

by the introduction of new technologies and non-standard interfaces." They are wrong for at least 

five reasons, just as Shapiro was wrong. 

53. First, to the extent that ISPs and their customers wish to use the ILEC's plant in 

lieu of the ILEC's dial-up service, they can and will simply unbundle the loop and install their 

own CPE and collocated equipment. Attempts to degrade such interconnection are easy to detect, 

remedy, and punish." 

54. Second, Baseman and Kelley concede that the problem they identify, "of course, 

are likely to occur with or without the merger."53 By itself, this admission renders the entire 

Baseman-Kelley declaration irrelevant to this proceeding. 

5 5 .  Third, Baseman and Kelley concede that "[tlhe problem is ameliorated if other 

technologies emerge to provide broadband access for ISPs, 'Is4 such as cable modem access, which 

50. See W l u u M  J .  BAUMOL & J .  GREGORY SIDAK, TOWARD COMPETITION IN LOCAL TELEPHONY 132 (MIT Press & 
AEI Press 1994). 

5 1. Baseman-Kellcy Declaration at 1 88. 

52. These observations about detection, punishment, and deterrence have been well understood for years. See Affidavit 
of Michael K. Block, arfached to Motion of Bell Atlantic Corp., BellSouth Corp., NYNEX Corp., and Southwestern Bell 
Corp. to Vacate the Consent Decree, United States v .  Westem Electric Co., Civil Action No. 824192 (May 23. 1994: filed 
D.D.C. July 6 ,  1994). 

5 3 .  Baseman-Kelley Declaration at 1 94 (emphasis added). 

54. Id. at 1 54. 
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is rapidly being deployed today and is, as noted earlier, the centerpiece of AT&T’s high-profile 

investment strategy encompassing its acquisition of TCI. 

56. Fourth, Baseman and Kelley acknowledge “that the Commission is addressing these 

issues in its Broadband R~lemaking”~~ and has the ability in that separate proceeding to address 

those concerns fully. 

57. Fifth, the notion that the merger of Bell Atlantic and GTE can somehow “tip” the 

ISP market is truly fanciful. Unlike the case of Internet backbone services, ILEC access is fully 

subject to FCC oversight and regulation. The ISP market is atomized and fully competitive with 

thousands of participants .% Unlike backbones, ISPs do not generally interconnect directly with 

each other. Rather, they interconnect through backbones, although direct connections exist in 

some cases.57 Each ISP is a paying customer of one or more backbones for Internet transport 

service. The ISP access marketplace therefore does not operate on the basis of the same delicate 

system of competitive peering that exists between rival, unregulated backbone networks. 

Moreover, Bell Atlantic’s share of the ISP access market is minuscule.58 

58.  Seen in that light, the Baseman-Kelley allegations of potential discrimination by 

Bell Atlantic-GTE against unaffiliated ISPs are nothing more than a reprise of the erroneous 

predictions that Shapiro offered nearly a decade ago. Since then, the facts have compelled any 

5 5 .  Id. 11 56-57. 

56. See BOARDWATCH, 1998 ISP DIRECTORY, which lists over 5,000 Ish. 

57. See Internet Affidavit of Robert G. Harris on behalf of GTE Corp. in WorldCom Inc. and MCI Communications 
Corp. Proposed Transfer of Control, CC Dkt. No. 97-211, 11 17-25 (filed March 13, 1998); Internet Affidavit of Robert 
G. Harris on behalf of GTE Corp. in WorldCom Ins. and MCI Communications Corp. Proposed Transfer of Control, CC 
Dkt. No. 97-211, 11 2 4  (filed June 8, 1998). 

58. See Forrester Research, Consolidation in the Buriness ISP Marketplace. supra note 45 
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objective observer to reject as false the prediction by Shapiro and others that the Bell operating 

companies would monopolize information services. The Commission should reject the use of that 

same flawed logic here to predict that the merger of Bell Atlantic and GTE would dominate 

unaffiliated ISPs. 

CONCLUSION 

59. The arguments advanced by the IXCs' economic experts are unpersuasive. They 

allege that integrated ILECs have the incentive and ability to employ a variety of discriminatory 

tactics and price squeezes to harm IXCs and CLECs, yet the IXCs' experts thoroughly fail to 

demonstrate that the factual assumptions necessary for their theories to hold are indeed realistic. 

The IXCs' experts are no more believable when they predict monopolization of Internet services. 

Moreover, the IXCs' experts fail to provide any credible argument that the merger of Bell Atlantic 

and GTE would increase the likelihood that these predictions of anticompetitive doom would 

actually occur. The Commission should evaluate this merger on the basis of logic and fact, not 

on the basis of far-fetched theoretical predictions that bear no relationship to observed market 

conditions. 
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I. INTRODUCTION 

A. Purpose of Declaration 

1. The large interexchange carriers (“IXCs”) have filed numerous expert declarations 

in support of their allegations that the merger of GTE and Bell Atlantic will be counter to the 

public interest. In particular, the bulk of these allegations can be found in the Declaration of 

Stanley M. Besen, Padmanabhan Srinagesh, and John R. Woodbury,’ which relies on a 

declaration previously submitted by Michael L. Katz and Steven C. Salop in opposition to the 

SBC-Ameritech merger proceeding before this Commission.2 

2. In our declaration, we show that the Katz-Salop analysis-which concludes that a 

merger between incumbent local exchange carriers (“ILECs”) will induce the parties to engage in 

increased exclusionary behavior-is incomplete and misleading on theoretical grounds and rests 

on shaky empirical evidence. The allegations in the Besen-Srinagesh-Woodbury Declaration are 

therefore irrelevant, based as they are on an insufficient theoretical foundation. Likewise, the 

Commission should give little weight to other submissions that rely on arguments similar to 

those proposed by Katz and Salop, including the Declaration of Kenneth C. 

Daniel Kelley,3 and the Affidavit by David L. Kaseman and John W. Mayo.4 

Baseman and A. 

We also address 

Declaration of Stanley M. Besen, Padmanabhan Srinagesh, and John R. Woodbury: An Economic Analysis of 
the Proposed Bell Atlantic/GTE Merger (filed on behalf of Sprint Communications Company L.P., Nov. 23. 
1998), hereinafter Besen-Srimgesh- Woodbury Declaration. 
Declaration of Michael L. Katz and Steven C. Salop: Using a Big Footprint to Step on Competition: 
Exclusionary B e h a ~ o r  and the SBC-Ameritech Merger, Applications for Consent to the Transfer of Control of 
Licenses and Section 214 Authorizations from Ameritech Corporation, Transferor, to SBC Communications 
Inc., Transferee, CC Dkt. No. 98-141 (filed on behalf of Sprint Communications Company L.P., Oct. 14, 
1998), hereinafter Katz-Salop Declaration. 
Declaration of Kenneth C. Baseman and A. Daniel Kelley (filed on behalf of MCI WorldCom, Iac., Nov. 23, 
1998), hereinafter Baseman-Kelley Declaration. 
Affidavit of David L. Kaseman and John W. Mayo (filed on behalf of AT&T Corp., Nov. 23, 1998), hereinafter 
Kaserman-Mayo Afidavit, specifically referring to its similarity with the Katz-Salop declaration at note 21, p. 
21. 
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miscellaneous allegations made in these other declarations, which are based on an improper 

understanding of the literature or on erroneous facts. We conclude that, as the Katz-Salop 

hypothesis is deficient in both fact and theory, the Commission should dismiss the notion that 

this merger would lead to increased exclusionary behavior by Bell Atlantic and GTE. 

B. Summary 

3. In their declaration, Katz and Salop speculate the possible existence of a spillover 

effect of exclusionary behavior across markets. In particular, they argue that exclusionary 

behavior is prevalent among ILECs, and that this behavior generates artificial competitive 

advantages for incumbents and thwarts entry by competitors. Further, they argue that the merger 

would increase the incentives of the constituent firms to engage in exclusionary behavior because 

of a so-called “extemality effect.” We find the analysis wanting on two counts. 

4. First, Katz and Salop do not provide empirical evidence of exclusionary behavior 

with a spillover effect. Moreover, the spillover itself cannot exist unless a single firm has the 

capacity and incentives to engage in exclusionary behavior on its own. We review the alleged 

evidence to this effect and, in light of the facts we have seen, find it lacking. 

5.  Second, we demonstrate the weakness of Katz and Salop’s crucial theoretical 

allegation that the merger would increase the level of exclusionary behavior. Their analysis is 

incomplete, as they do not attempt to define precisely the exclusionary behavior that would lead 

to the spillover effect they hypothesize. We complete their analysis in two directions, discussing 

possible alleged, yet unproven, exclusionary tactics and a more precise analysis of the actions of 

different players in the “entry game.” This more precise analysis shows that there is no 

convincing argument that the merger will increase exclusionary behavior. 
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6 .  Finally, we review miscellaneous allegations by other commenters that are based 

on erroneous facts, theory and analysis. We focus particularly on the allegations that the 

transaction will somehow allow the combined entity to dominate the Internet, demonstrating how 

t h s  transaction is substantially different from the MCI WorldCom transaction and therefore does 

not present substantive competitive concerns in the market for Internet services. 

C. Statements of Qualifications 

1. Jacques Crimer 

7. My name is Jacques C r h e r .  I am Professor of Economics at the Ecole 

Polytechnique, specializing in industrial organization and regulation, and Directeur de Recherche 

au Centre National de la Recherche Scientifique (CNRS) at the University of Toulouse, where I 

am also Director of the Graduate Program in Economics. I was formerly Professor of Economics 

at Virginia Polytechnic Institute & State University, as well as Assistant Professor of Economics 

at the University of Pennsylvania. 

8. I have been an Associate Editor of Rand Joumal of Economics, Intemational 

Journal of Industrial Economics, and the European Economics Review. I have published a 

number of books and articles, including: “Incentives and the Existence of Pareto-Optimal 

Revelation Mechanisms” (with Claude d’ Aspremont and Louis-hdre Gerard-Varet), 

“Manipulation by Coalition Under Asymmetric Information: The Case of Groves Mechanisms”, 

and “Unique Implementation in Auctions and in Public Goods Problems” (with Claude 

d’ Aspremont and Louis-Andre Gkard-Varet). 

9. I have consulted on regulatory issues for France Telecom, the World Bank, the 

OECD, and for the European Commission, contributing to a major survey of regulatory practices 
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for Directorate-General 11. On behalf of GTE in the recent merger of MCI and WorldCom, I 

prepared a submission to the European Commission’s idmpetition Directorate.5 I have an 

Ingenieur diplame from the Ecole Polytechnique in 1970, and have a M.S. in Management from 

the Massachusetts Institute of Technology in 1973, .nd a Ph.D. in Economics from the 

Massachusetts Institute of Technology in 1978. A copy of my curriculum vitae is attached as 

Attachment 1. 

2. Jean-Jacques Laffont 

10. My name is Jean-Jacques Laffont. I am Professor of Economics at the University 

of Toulouse, specializing in industrial organization and regulation, and a Professor at the Institut 

Universitaire of France. Former academic appointments include Taussig Research Professorship 

at Harvard University, and a Sherman Fairschild Fellowship at the California Institute of 

Technology. I have been president of the Econometric Society and president of the European 

Economic Association. 

11. I have been an Associate Editor of the Journal of Mathematical Economics, 

Journal of Economic Theory, European Economic Review, Social Choice and Weware, and the 

Journal of Public Economy Theory. I have published a number of books and articles in scholarly 

journals, including: Incentives in Public Decision Making (with J. Green), Fundamentals of 

Public Economics, Economics of Uncertainty and Information, A Theory of Incentives in 

Procurement and ReguZation (with J. Tirole), “Reciprocal Supervision, Collusion and 

Organizational Design” (with M. Meleu), “Collusion Under Asymmetric Information” (with D. 

Martimort), “Creating Competition Through Interconnection,” “Access Pricing and 

Competition,” and “Network Competition: I & 11” (with P. Rey and J. Tirole). 

5 See Jacques Cremer, Patrick Rey, and Jean Tirole, “The Degradation of Quality and the Domination of the 
Intemet.” 
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12. I have consulted on regulatory issues for France Telecom, Electricite de France, 

the World Bank, and the European Commission, contributing to a major survey of regulatory 

practices for Directorate-General 11. I am also currently a member of the Council of Economic 

Analysis to the Prime Minister of France and the founder and director of YInstitut d’Economie 

Industrielle (Institute for Industrial Economics) in Toulouse, one of the premier academic 

economic research institutes in Europe. I received a degree in Engineering from the Ecole 

National de la Statistique et de 1’Administration Economique in 1970, and a Ph.D. in Economics 

from Harvard University in 1975. A copy of my curriculum vitae is attached as Attachment 2. 

II. EXCLUSIONARY BEHAVIOR - CASE UNPROVEN 

A. Techntcal Considerations 

13. Before plunging into a review of the evidence on exclusionary behavior, we 

consider it instructive to examine how an incumbent local exchange carrier (ILEC) might 

implement non-price exclusionary behavior. As we are not telecommunications engineers, we 

rely on the regulatory record, which is nonetheless highly instructive. 

14. ILECs have already demonstrated through previous filings with this Commission 

that they cannot selectively degrade the quality of traffic transmitted to rival long distance or 

local operations while leaving traffic transmitted to their own affiliates unaffected. To take the 

most common example of alleged quality degradation, it has been shown that ILECs do not have 

the ability, with current technology, to add “noise” to a subscriber line only when it is being used 

to provide terminating access to an unaffiliated interexchange carrier (IXC).6 

6 See Affidavit of Daniel J. Kocher on behalf of Ameritech Michigan, CC Docket No. 97-137, fled July 2, 1997, 
hereinafter Kocher A f i h i t ,  and Reply Affidavit of William C. Deere on behalf of SBC Corp. And Ameritech 
Corp., CC Docket 98-141, filed November 12, 1998, hereinafter Deere Afldm‘t. 
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15. Another commonly alleged form of exclusionary behavior is “slow-rolling”- 

failure to provide in a timely manner interconnection, unbundled network elements (“UNEs”), or 

wholesale services for resale to their competitors. However, a large array of FCC regulations and 

provisions in the 1996 Telecommunications Act are aimed at preventing ILECs from foreclosing 

access to rival competitive services carriers (“CSCS”).~ The U.S. regulatory framework 

comprehensively prohibits exclusionary behavior on the part of ILECs in the provision of 

required inputs to their competitors. In addition, any ILEC wanting to attempt exclusionary 

behavior would also have to find a way around techca l  obstacles and monitoring by 

competitors and regulators. 

16. The buyers of inputs from ILECs are not passive consumers. Instead, they 

actively audit the quality of services to ensure that they are not subject to discrimination. AT&T, 

for instance, monitors the quality of ILEC-provided services through its Access Supplier 

Assessments (“ASAS”).* In its ASAs, AT&T evaluates the performance of its access vendors, 

including Bell Atlantic, GTE and the other Bell Companies across a wide variety of services, 

using pre-established “expected performance” figures to evaluate the vendor’s performance. 

17. The unbundling and local service resale mandated by the 1996 Act have 

significantly improved the ease of entry into local exchange markets and decreased entry- 

deterring sunk costs. Not only do these provisions provide further safeguards against foreclosure 

by ILECs, but they can also allow an entrant to counteract discrimination by self-supplying 

certain elements and combining them with ILEC-supplied UNEs. For example, a competitor 

dissatisfied with the quality of switched access could respond by unbundling the customers’ 

See Communications Act of 1934 (47 U.S.C. 151 et seq.)., as amended by the Telecommunications Act of 1996, 
Public Law 104-104-Feb. 8, 1996, 110 STAT. 56. ,  hereinafter 1996 Telecommunications Act. The Act’s 
safeguards require that all local exchange carriers not discriminate on the resale of their telecommunications 
services (25 1 .b. 1); provide number portability, dialing parity, and nondiscriminatory access to a n c w  services, 
poles, ducts, conduits, and rights-of-way to competing providers of telephone service (251.b.24); and that 
incumbent LECs negotiate in good faith ($251.~-1); prcT,.ide interconnection and nondiscriminatory access to 
UNEs at any technically feasible point at least equal in quality to that provided to itself (5251.c.2-3); and 
provide nondiscriminatory physical collocation for interconnection or access to unbundled network elements 
($251~6) .  

8 MCI operates a similar program. 
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loops and combining those loops with self-supplied switching and transport. 

specifically requires very granular unbundling of the ILECs’ network. 
The Act 

18. UNEs and interconnection services are provided by ILECs to their competitors 

(CLECs, IXCs, ISPs and CSCs) pursuant to state and federally regulated tariffs, which usually 

specify the quality level and the timeframes witlun which these services must be provided.9.10 

Interconnection contracts between ILECs and their competitors can contain additional 

commitments on performance standards such as quality and timeliness, with direct quantitative 

measurements of quality, as well as private arbitration procedures to resolve disputes and 

determine potential damages. 

B. Evidence of ILEC Discrimination and Integration 

19. The behavior of ILECs that are vertically integrated into long distance suggests 

that there is little likelihood of the alleged discrimination, cross-subsidization, and non- 

cooperation. If these risks were as great as alleged by commenters, we would expect to see the 

harmful effects of integration on competitors of these firms. However, no such evidence exists. 

GTE owned the third largest IXC (Sprint) between 1983 and 1986. Starting in 1986 GTE 

gradually divested Sprint to United Telephone (which then renamed itself Sprint to form an 

integrated localllong-distance carrier). An empirical test by McChesney of interstate long 

distance quantities and prices did not find any evidence of discrimination resulting fiom GTE’s 

ownership of Sprint.*l The DOJ came to a similar conclusion in its 1986 review of the GTE- 

United joint-ownership of Sprint: 

9 For example, in the’Bell Atlantic South region, cages for physical collocation must be made available to entrants 
within 120 business days of the request (60 business days for vlrtuai collocation). See Bell Atlantic Network 
Services FCC Tariff #1 Sec. 19, pp. 945-947, 13th Rev., transmitted Dec. 3,1998. 

10 As specified by the Telecommunications Act, Bell Atlantic (or any other LLEC) has to provide physical 
collocation unless it demonstrates to state authorities that these requests cannot be granted because of technical 
reasons or space limitations. See 1996 Telecommunications Act. 47 U.S.C. Q 251.(~)(6). 

1 1  Specifically, McChesney found that GTE’s ownership of Spnnt did not lead to a statistically significant increase 
in the price of interstate long distance, as measured by the Message Telephone Service Consumer Price Index, 
nor did it lead to a statistically significant decrease in the quantity of interstate long distance, as measured by the 
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“We found no evidence, however, of any pattern of discrimination (by Sprint) 

Perhaps most significant to our assessment of the consent decree’s efficacy is that 
none of the interexchange carriers have complained to either the Department or 
the FCC concerning the GTOCs’ provision of exchange access to them, even in 
response to our solicitation of such complaints.”’* 

... 

20. Other local exchange carriers, such as Frontier and SNET, have expandedde novo 

into long distance service, and the evidence to date does not indicate that these ILECs have acted 

to manipulate quality to reduce competition in the long distance market.13 

2 1. ILECs compete with other firms, primarily CSCs, in a number of other markets, 

such as intraLATA (or local) toll service, high-capacity transport, ISP service and wireless. The 

indications from these markets strongly suggest that ILECs have not excluded their competitors. 

We find the experience in intraLATA toll particularly probative, as intraLATA toll service is 

provided in essentially the same way as interLATA interexchange service, except that the Bell 

Operating Companies are allowed to compete in intraLATA service. One might expect that if 

quality discrimination against the IXCs were possible, it would occur for the provision of 

competitive intraLATA service. 

12 

13 

total quarterly interstate switched access minutes. See Fred McChesney, “Empirical Tests of the Cross-subsidy 
and Discriminatoryaccess Hypotheses in Vertically Integrated Telephony,” Managerial and Decision 
Economics, Vol. 16,493-505, 1995. See also Affidavit of Fred S. McChesney in Support of the Motion of Bell 
Atlantic Corp., BellSouth Corp., Nynex Corp., and Southwestern Bell Corp., to Vacate the Decree, Civil Action 
No. 82-0192 (HHG), July 6, 1994. Also see Affidavit of Robert G. Harris and Carl Shapiro in support of 
Pacific Telesis Group’s Request for a Waiver to Permit It to Provide Interexchange Services to Customers in 
California, January 26, 1995, and Reply Affidavit of Robert G. Harris and Carl Shapiro, May 24, 1995, in US. 
v. Western Elecm‘c & AT&T, Civil Action No. 82-0192 (HHG), p. 4. 
See Report to the Court of the Approval by the US Department of Justice, Pursuant to Paragraph VI(A) of the 
Final Judgment in United States v. GTE Colporation, of the Proposed Joint Venture Between GTE Corporation 
and United Telecommunications Inc., Civil Action No. 83-1298, June 30, 1986, p. 10. 
A limited survey of the New York and Connecticut public utility commissions carried out by Gilbert and Panzar 
in 1997 found that no complaints had been filed by IXCs alleging quality discrimination on the part of Frontier 
or SNET in the provision of access. See Affidavit of Richard J. Gilbert and John C. Panzar on behalf of 
Ameritech Michigan, CC Docket No. 97- 137, at 7 45, hereinafter Gilbert and Panzar A f i h i t .  
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22. Both Bell Atlantic and GTE have lost a substantial share of intraLATA carriage to 

competitors,I4 especially with the implementation in certain exchanges of intraLATA toll dialing 

parity, whch suggests an absence of effective discrimination in intraLATA toll.15 As discussed 

by Crandall and Sidak,16 an analysis of competition in the provision of voice-mail, wireless or 

ISP service indicates that competitors have not been excluded. They find that wireless operators 

affiliated with Bell Atlantic do not have higher market shares than unaffiliated competitors, and 

that the GTE and Bell Atlantic have rather small shares in the provision of Internet service. 

These findings are difficult to reconcile with a pattern of widespread and successful exclusionary 

behavior by ILECs. 

C. Katz and Salop do not provide evidence that non-price discrimination is pervasive 

23. Not only is there evidence that discrimination would be very difficult, but 

commenters fail to provide persuasive evidence to support their claim that ILEC non-price 

discrimination is pervasive. 

24. For instance, Katz and Salop claim that “there is considerable evidence of 

exclusionary behavior”l7 provided by Besen, Srinagesh, and Woodbury, while closer reading 

shows that this evidence is not at all convincing. Besen, Srinagesh and Woodbury argue that 

discrimination is established by the fact that Bell Operating Companies have not yet succeeded 

in obtaining approval for a Section 271 application.l8 This fact is in no way a proof that 

exclusionary behavior is taking place, as most of the delays of Section 271 approval can be 

14 

15 

16 
17 

18 

See Crandall-Sidak Declaration at f 32 .  
See P.S. Brandon and R. Schmalensee, “The Benefits of Releasing the Bell Companies from the Interexchange 
Restrictions,” 15 Managerial and Decision Economics, pp. 349-364, for further discussion of the lack of 
evidence of anticompetitive behavior by Bell Operating Companies in intraLATA toll. 
See Crandall-Sidak Declaration at f 5 l,f 3 1 ,  MI 38-50, respectively. 
See Katz-Salop Declaration at note 27. 
See Besen-Srinagesh- Woodbury Declaration at p. 15 
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traced to the requirement that Bell Companies allow competitors seamless electronic ordering of 

unbundled network elements, and these electronic interfaces have proved difficult to implement. 

Besen-Srinagesh-Woodbury have presented no evidence that the slower than hoped Section 27 1 

approval is due to exclusionary behavior by ILECs.19 

25. Besen et. al. then point to complaints by AT&T and MCI alleging that Bell 

Atlantic has proposed UNE tariffs that are not TELRIC compliant.20 This evidence is hardly 

persuasive, because complaints by competitors can in no case be taken as persuasive evidence of 

discrimination, and furthermore, because Besen et. al. fail to recognize that the 1996 Act does 

not require UNE prices to be TELRIC compliant, but merely cost-based. And even if the 

allegation were true, the 1996 Act specifically set up an arbitration process with fixed timelines 

to assure that UNE prices would be cost-based. Finally, Besen et. al. discuss some hypothetical 

examples of non-price exclusionary behavior.21 These do not amount to evidence that this 

behavior exists in practice, and, as we will demonstrate below, the theory behind these 

hypothetical examples is likewise not convincing. 

D. Conclusion: Evidence of ILEC exclusionary behavior is lacking 

26. Our review indicates that there is good reason to believe that it is very difficult for 

ILECs to engage in exclusionary behavior, and that there is no evidence in the literature that such 

behavior is occurring. We conclude that the so-called “evidence” cited by Katz andSalop is 

devoid of any empirical foundation, and is not persuasive as to the ability of ILECs to engage in 

exclusionary behavior. That on its own should be sufficient to dispose of the Katz-Salop 

hypothesis. Nevertheless, we now show that its theoretical justification is flawed too. 

19 See Peter W. Huber, Local Exchange Competition Under the 1996 Telecom Act Red-Lining the Local 
Exchange Customer, November 4,1997. Report prepared for BellSouth and SBC Corp. 

20 See Besen-Srinagesh- Woodbury Declaration at pp. 16- 17. 
21 See Besen-Srinagesh- Woodbury Declaration at pp, 17-1 9. 
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111. ASKING TEIE RIGHT QUESTIONS 

A. Statement of the Katz-Salop argument 

27. Katz and Salop examine potential exclusionary behavior that an ILEC might 

exercise to disadvantage a CSC. The CSC may offer a wide array of services, including local or 

long-distance, fixed or wireless, and voice or data communications. Katz and Salop hypothesize 

that a spill-over effect between markets may exist, that is, assuming a CSC operates in markets A 

and B, if the ILEC discriminates against the CSC in market A, then the CSC is competitively 

disadvantaged in market B. They argue that as a result of this discrimination, the CSC would be 

prevented from entering both markets by the merged ILEC, whereas it would enter absent the 

merger. 

28. As we have shown above, there is little or no evidence that exclusionary behavior 

exists at all in the present US. regulatory climate. Nevertheless, we will assume for purposes of 

argument that exclusionary behavior is possible, and show that even under this assumption the 

merger is not likely to increase the incentives of the parties to exclude competitors. 

B. The Correct Threshold Question 

29. If we accept the working hypothesis that exclusionary behavior is possible, the 

correct question to ask is whether the merger will increase the likelihood of exclusionary 

behavior by GTE and Bell Atlantic. Given that none of the commenters has argued that the 

merger will make new types of exclusionary behavior possible, the threshold question that must 

be examined is whether the merger would increase the asserted incentives to engage in pre- 

existing types of exclusionary behavior. We therefore need to analyze the merger’s effect on 

incentives and opportunities for exclusionary behavior, including responses by competitors, 

regulators, and the excluded party. 
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30. In their analysis, Katz and Salop do not ask the correct questions. Specifically, 

they overlook the existence of regulation (state and federal regulation, statutory safeguards under 

the Telecom Act of 1996, antitrust scrutiny by the U.S. Department of Justice, and the possibility 

of private antitrust enforcement), the role of expectations, and the presence of sunk costs to entry. 

Once these factors are considered, a properly completed analysis predicts no change in 

exclusionary behavior as a result of a merger between two ILECs. In the following section of 

this declaration, we analyze rigorously the theoretical basis for the Katz-Salop hypothesis. 

Iv. THERE IS NO SPILLOVER EFFECT IN PRICE EXCLUSIONARY BEHAVIOR. 

31. Exclusionary behavior can be categorized as price or non-price. Price 

exclusionary behavior is behavior that aims either at providing competitive advantage to the 

incumbent or at preventing entry by selling inputs to competitors at prices that are above cost. 

We deal with price exclusionary behavior first, as the analysis of this category is straightforward. 

A. Regulation constrains price exclusionary behavior 

1. Statutory Requirements 

32. Section 251 of the Telecommunications Act requires that ILECs provide 

competitors access to their networks in two forms.22 Competitors can either buy basic building 

blocks such as interconnection services and unbundled network elements, or can instead purchase 

at wholesale rates entire services for resale to end-users. Rather than directly set prices, 

Congress prescribed a basic default rule that governs when the ILEC and its competitor are 

unable to reach a negotiated agreement. In such an instance, either the ILEC or the competitor 

can petition for compulsory arbitration under the provisions of section 252. The arbitration 

22 Additionally, m e r  protection against discrimination rargeting long-distance carriers is provided by Sections 
25 l(g) and 272 of the Telecommunications Act, imposing equal access, non-discrimination and access charge 
imputation requirements. 
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provisions of the Act prescribe cost-based rates for interconnection services and unbundled 

elements,23 and wholesale rates for purchase of wholesale service that are based on the retail rates 

charged by the ILEC minus the ILEC’s avoided marketing, billing, collection, and other costs.24 

33. In practice, when arbitration has been required, interconnection and UNEs have 

been priced by State commissions broadly following the FCC’s long-run incremental cost 

methodology.25 State commissions have commonly priced wholesale services by applying a 

standard percentage discount to the applicable retail rates (often setting one discount for business 

rates and another for residential rates). Although there is continuing dispute as to whether the 

FCC exceeded its statutory powers in its original August 1996 order, it is beyond doubt that the 

resale, UNE and interconnection prices set by the state commissions are not exclusionary. Local 

telephone companies have now successfully negotiated over 5,400 interconnection agreements, 

more than double the number of agreements negotiated just a year ago.26 

2. Price regulation is so comprehensive that prices for inputs to competitors 
may even be below cost 

34. The comprehensive price regulation of inputs to competitors introduces the strong 

possibility that the effective prices of inputs to competitors are actually below cost. Wholesale 

services are priced at the ILEC’s retail rate minus avoided cost, which ensures that wholesale 

services are provided to entrants below cost if retail rates are unbalanced. Moreover, the entrant 

can always elect to build facilities. Because the entrant will select the mode of entry whch tends 

to minimize costs (build vs. unbundle vs. resale, or any combination thereof), and wholesale 

23 “[Tlhe just and reasonable rate for network elements for purposes of [interconnection and UNE pricing] (A) 
shall be (i) based on the cost (determined without reference to a rate-of-return or other rate-based proceeding) of 
providing the interconnection or network element (whichever is applicable), and (ii) nondiscriminatory, and (B) 
may include a reasonable profit” See Telecommunications Act of 1996, op. cit., at 5 252.d.1. 

24 See Telecommunications Act of 1996, op. cit., at 6 252.d.3. 
25 See FCC Report & Order in the Implementation of the Local Competition Provisions of the Telecommunications 

Act of 1996, CC Docket No. 96-98, FCC 96-325, Aug. 1, 1996. 
26 See USTA Local Competition Report, December 9, 1998. Executive Summary, p. 1. 
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services have serious potential for being underpriced, it is likely that the effective price for the 

input to the CLEC is often below the ILEC’s actual cost. Conversely, it is unlikely that the 

effective input price to the CLEC will ever significantly exceed the ILEC’s actual cost. 

3. Even the opponents to the merger do not believe in price exclusionary 
behavior 

35. Katz and Salop implicitly recognize this point by restricting their statement about 

price exclusionary behavior to unregulated access services. While they claim that “[flor 

unregulated access services, SBC and Ameritech will have the ability to raise access prices,”*7 

the only example that Katz and Salop offer refers to a hypothetical future where some broadband 

services might not be regulated.28 Furthermore, the externality model that they present is adapted 

(although, as we show below, misleadingly so) to non-price exclusionary behavior. Similarly, 

Besen, Srinagesh, Woodbury recognize that regulation essentially reduces the analysis to non- 

price exclusionary behavior: “Because both the FCC and the states regulate interconnection 

prices, Bell Atlantic and GTE may also choose to deny, delay or degrade the provisioning of 

inputs in their downstream rivals.”29 We therefore conclude that price exclusionary behavior 

should not be an issue given the statutory provisions of the 1996 Act and the role of federal and 

state regulators. 

B. The merger is unlikely to increase price exclusionary behavior 

36. Even if regulation were not able to lower prices to the level of costs, the merger 

would still not lead to an increase in any supposed price exclusionary behavior. Indeed, there is 

no disagreement with the fact that prices are regulated at levels far below monopoly price, and 

that the ILECs are therefore constrained by the prices set by regulators. The merger does nothing 

2’ See Katz-Salop Declaration at p. 2 1. 
28 See Katz-Saiop Declaration at note 29. 
29 See Besen-Srinagesh- Woodbury Declaration at pp. 1 1 
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to lift this constraint, and a merged entity would also set prices at the level imposed by 

regulators. The 

Commission reached this very same conclusion in the Bell Atluntic/Nynex Order: 

Price exclusionary behavior is therefore not a concern in this merger. 

“ [ w e  believe that price squeeze tactics are likely to fail under the circumstances 
presented here as a predatory tactic aimed at eliminating competition among 
interexchange competitor.. .MCI has not explained how the combined entity will 
reap a greater share of the benefits of a price squeeze than would the two f m s  
separately.”30 

37.  Furthermore, because of regulatory response, which is overlooked by Katz and 

Salop, the merger could lead to lower interconnection prices. Regulators are more likely to 

examine carefully the prices set by a larger firm. Furthermore, prior to the merger, a firm that 

wants to enter a location in GTE’s territory and complains about interconnection rates will 

obtain, if it prevails, a reduction in GTE rates. Given that any revision in GTE rates will likely 

affect its rates in other locations, it provides a positive externality to all other entrants in GTE’s 

territory. After the merger, this effect will also extend to locations where Bell Atlantic is the 

incumbent. Because the incentives to enter regulatory proceedings will not have decreased, and 

will have increased for firms interested in entering locations where GTE is the incumbent and 

locations where Bell Atlantic is the incumbent, the merger can actually reduce any price 

exclusionary behavior, under the unproved hypothesis that such behavior can exist. 

38. All this discussion points out a major flaw in the “formal” model of Katz and 

Salop. They present an equation (eqn. 7 )  that summarizes the gain from exclusionary behavior 

by the incumbent.31 The regulatory cost is represented by the term S(d)  , which represents “the 

expected sanctions. when the ILEC engages in amount d of exclusionary behavior.” In their 

model, this regulatory cost is the same for the merged firm as it would have been for either of the 

30 See Bell Ailantic “EXMemorandum Opinion and Order, Aug. 14, 1997,y 117- 118. 
3 1  See Kan-Salop Declaration at p. 82. 
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component ILECs. One would expect it to be higher, if only because the changes in practices 

ordered by the regulator would be more extensive. 

V. NON-PRICE EXCLUSIONARY BEHAVIOR FOR COMPETITIVE ADVANTAGE DOES 
NOT INDUCE ANY SPILLOVER EFFECT. 

39. We now turn to a discussion of non-price exclusionary behavior, and first 

examine its use to acquire or reinforce competitive advantage against competitors who have 

already entered. We will show that the merger will not increase the prevalence of such conduct. 

To do so, we begm by classifjmg the type of exclusionary behavior along two dimensions: its 

verifiability and the type of communications to which it applies. 

A. Classification 

40. Some exclusionary behavior would be detectable, allowing regulators and the 

courts to take appropriate remedial action. On the other hand, Katz and Salop speculate that 

there may be some exclusionary behavior, which would not be detectable by regulators.32 It 

seems implausible that exclusionary behavior that cannot be detected by regulators (or reported 

to regulators by competitors) could be detected by consumers and thus have a meaningful impact 

on their purchase decisions. As discussed above, the paucity of hard evidence provided by the 

merger’s opponents suggests that regulation handles verifiable exclusionary behavior well, and 

that any possible remaining exclusionary behavior must be non-verifiable. 

41. For simplicity, consider a situation where ILEC A is present in market A. Its 

potential merger partner, ILEC B, is present in market B, and the CSC operates or plans to 

operate in both markets A and B. We will examine the exclusionary behavior that ILEC A may 

32 See KaR-salep Declaration at 52. 
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theoretically practice against the CSC in market A. Exclusionary behavior could (1) degrade the 

interconnection for communications that go from A to B through the CSC (‘outbound’ 

exclusionary behavior); (2) degrade at the same time the interconnection for communications that 

go from A to B and those that go from B to A through the CSC (‘two way’ exclusionary 

behavior); or (3) degrade the interconnection for communications that go from B to A through 

the CSC (‘inbound’ exclusionary behavior).33 In the case where the CSC does not carry traffic 

between the two markets, but simply competes head-to-head with the ILEC in both markets for 

local service, the alleged exclusionary behavior could theoretically affect the CSC in (1) market 

A only; (2) both markets A and B; or (3) market B only. 

A. Theoretical Analysis 

42. Where exclusionary behavior is verifiable, any increase would lead to an 

increased detection rate by regulators. Regulators could then respond appropriately. Preempting 

this type of asserted exclusionary behavior does not require any advance action; a regulator could 

simply announce that it would not tolerate any increase in detected exclusionary behavior. This 

is precisely the approach taken by the FCC when restructuring access charges34 and removing 

affiliate transaction requirements,35 to mention just two examples, and by Judge Greene when 

allowing the Bell Operating Companies to enter a number of vertically related product markets, 

33 Other communications could be considered: for instance some calls are done from consumers in market A to 
other consumers in market A through the CSC (for instance intraLATA long distance), or again some calls 
coming from or going out to third markets can be made through the CSC. It should be clear that in none of these 
cases the merger would have any effect. 

34 See Access Charge Reform Order, FCC 97-158 280-82. 
35 See Order In the Matter of Amendment of the Commission‘s Rules to Establish Competitive Senice Safeguards 

for Local Exchange Carrier Provision of Commercial Mobile Radio Services, WT Docket No. 96-162, rel. 
October 3, 1997. 
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such as information services.36 Note that all that is required is a credible threat of action by the 

regulator. 

43. If neither ILEC A nor ILEC B provides the type of communications that the CSC 

provides, then there are no incentives for exclusionary behavior, verifiable or not, before or after 

the merger. If ILEC A competes with the CSC before the merger on this type of 

communications, and ILEC B does not, then ILEC A would already have incentives to engage in 

the hypothetical exclusionary behavior to the maximum possible amount, as this behavior cannot 

be detected by the regulator. Thus, the merger would not change anyhng. 

44. Thus, the only case according to the Katz-Salop theory when the merger may 

create an additional incentive for outbound or two-way exclusionary behavior clearly does not 

apply. That would be in the case where ILEC B is competing with the CSC and ILEC A is not 

competing with the CSC, nor is planning to compete with the CSC in the future. Both GTE and 

Bell Atlantic clearly have plans to compete with CSCs across all product markets. Accordingly, 

the merger will not provide any such additional incentives. We also point out that the hypothesis 

we make for the sake of argument-that ILECs have the ability and incentive to degrade 

outbound calls-has been rejected by the Commission: 

“[Clommenters argue that the incumbent LEC will be able to ... degrade the 
service of IXC competitors, by blocking calls at its own switch. Based on this 
record, we conclude that these concerns are not well-founded . . . incumbent LECs 
have compelling incentives to deliver interstate calls to an IXC’s POP.” 37 

36 See Removal of Section n@)1 Restrictions on the Provision of Information Services, United States v. Western 
Electric Co., Civil Action No. 82-0192 (HHG), (D.D.C. Oct. 17, 1990). 

3’ See FCC First Report and Order, In the Matter of Access Charge Reform, Price Cap Performance Review, 
Transport Rate Structure, End-User Common Line Charges, Dockets No. CC 96-262, CC 94-1, CC 91-213, CC 
95-72, May 7, 1997, at 7142. 
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45. In the case of non-verifiable inbound exclusionary behavior ILEC A would not 

benefit directly from the degradation of interconnection, because the communications to which 

this behavior applies are communications initiated by customers of ILEC B, not customers of 

ILEC A. Hence, before the merger, ILEC A would not engage in any such exclusionary 

behavior. If ILEC B does not compete with the CSC, ILEC A will also have no incentives for 

exclusionary behavior after the merger. On the other hand, if ILEC B does compete with the 

CSC, the merger is unlikely to increase exclusionary behavior by ILEC A, as ILEC A has again, 

by itself, incentives for maximizing its exclusionary behavior in cases where ILEC A operates or 

plans to operate a service that can be accessed by customers of ILEC B. In this case, the merger 

would not change anythmg. 

B. Conclusion: Non-Price Exclusionary Behavior and Spillovers 

46. This theoretical analysis thus shows that the incentives hypothesized by Katz and 

Salop could only arise in the very restricted case where the exclusionary behavior practiced by 

ILEC A is both non-verifiable and benefits only ILEC B, not ILEC A. We note that Congress 

has already examined the question of whether ILECs have standalone incentives to discriminate 

against inbound calls, and found it wanting, thus authorizing Bell Operating Companies to 

provide interLATA service originating out-of-region but terminating in-region.38 Similarly, we 

find that the commenters have not specifically identified any form of exclusionary behavior that 

would benefit the ‘other’ ILEC while not benefiting the perpetrator. 

47. We therefore do not find that there exists-in reality-an exclusionary practice 

that conforms to the requirements of the Katz-Salop hypothesis. The burden is on the 

commenters to identify cogently a type of exclusionary practice for which this merger might 

realistically make a difference, a burden they have not met. 

38 See 1996 Telecommunications Act, 47 U.S.C. 5 271 (b)(2) and (4). 
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VI. TElE EXTERNALITY ARGUMENT OF KATZ AND S L O P  THAT SPILLOVER 
EFFECTS WILL INCREASE THE INCENTIVES TO PREVENT ENTRY IS NOT 
CONVINCING. 

48. We have demonstrated so far that the analysis of exclusionary behavior for 

competitive advantage is not costly to incumbents. We now examine the case for costly price 

exclusionary behavior that might be undertaken to prevent entry. 

A. The Katz-Mop argument 

49. Katz and Salop argue that the merged ILECs will have greater incentives to 

engage in exclusionary behavior to prevent entry by competitors. To explain their argument, we 

will again consider a situation in which ILEC A is the incumbent in market A, while its potential 

merger partner, ILEC B, is the incumbent in market B. A CSC is a potential entrant in both 

markets. Katz and Salop argue that exclusionary behavior by ILEC A would reduce the 

incentives of the CSC to enter and hence would generate "positive externalities" toward ILEC B. 

Before the merger, ILEC A would not take into account in its computations of profits the benefits 

its exclusionary behavior would generate for ILEC B. On the other hand, after the merger, it 

would take these benefits into account, Katz and Salop assert, and therefore would have 

incentives to conduct more exclusionary behavior, even if it is costly. Therefore the merger, 

according to Katz and Salop, would increase the equilibrium level of exclusionary behavior. 

50. Although the argument looks convincing a priori, it does not withstand a closer 

analysis. The essence of their "externality argument" is that exclusionary behavior by firm A 

will profit fixm B and vice versa. When they are owned separately, they will each decide 

whether or not to engage in exclusionary behavior without taking into account the benefit 

provided to the other. Once they have merged, they will take into account these external 

benefits, and therefore will supposedly have an increased incentive to exclude. 
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5 1. As we have shown above, there is no compelling evidence that ILECs can engage 

in exclusionary behavior. Even if there were compelling evidence, though, it would be 

extremely difficult to determine the empirical validity of an argument like the one made above. 

One would need to measure the cost of exclusionary behavior, and its benefits to the incumbent 

firms, as well as to the potential entrant. This would clearly be a formidable task. However, 

such a difficult empirical undertaking is not necessary because a detailed examination of the Katz 

and Salop theory shows that it is not robust, exaggerating the risks of exclusionary behavior 

because its description of the "entry game" is flawed, and not applicable to most cases of entry. 

Entry is an all or nothing decision. There is no such thing as a little bit of entry; either the CSC 

enters or it does not. In reality, although a new firm could choose different strategies for entering 

into a market, there is still a fixed investment that it must make to enter, and it will have to make 

the decision to invest or not. This is actually stressed by Katz and Salop: "[Elven if the multiple 

local markets are distinct, there may be common research, product development, supporting 

software development, and promotional costs for a CLEC entrant."39 

52. Katz and Salop's analysis assumes that the incumbent firms in their theoretical 

model can commit to exclusionary behavior before the CSC has made the decision to enter. It is 

not the threat of exclusionary behavior that scares away the entrant, but the fact that exclusionary 

behavior has already occurred. On the other hand, in their institutional descriptions of entry, as 

the quote above shows, Katz and Salop stress sunk common costs. These costs are not linked to 

entry into a single market, and once they have been expanded, the CSC can enter both markets A 

and B. Therefore, the fact that these costs are incurred is a necessary condition to enter even one 

market and a sufficient condition to enter all. 

39 See Katz-Salop Declaration at p. 43. 
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53. To see this, let us be more explicit about the hypothetical sequence of events: 

(a) The CSC decides whether or not to make the investment needed to enter. 

(b) ILECs A and B decide whether or not to engage in exclusionary behavior. 

(c) The CSC decides whether or not to actually enter in the market. 

54. The outcome of h s  sequence of decisions will be the same with or without 

merger. Consider first the situation without a merger. At the third stage, the CSC will decide to 

enter a market only if the profits fiom so doing are positive, taking into account the fact that the 

investment done at the first stage cannot be recovered. At the second stage, each ILEC will 

independently choose to engage in exclusionary behavior only if a) this makes the profits from 

entry negative (whlch implies that exclusionary behavior indeed prevents entry) and b) the costs 

of exclusionary behavior are less than the benefits of preventing entry (which implies that 

preventing entry is worthwhile). If for each ILECs at least of these conditions is not true, the 

CSC knows that it need not fear exclusionary behavior and will choose to enter in the first stage 

of the game. 

55.  Assume now that the ILECs have merged. At the third stage, the CSC will use the 

same criterion than without merger to decide whether to enter each of markets A and B. Indeed, 

at this point, given that the joint costs have already been incurred, the profit from entering one 

market is independent of the decision to enter or not to enter the other market. The merged entity 

will find it worthwhile to engage in exclusionary behavior on, say, market A if and only if a) this 

makes the profits from entry in market A negative and b) the costs of this exclusionary behavior 

are less that the benefits from preventing entry in market A. These are the same conditions under 

which ILEC A would have engage in exclusionary behavior absent the merger. Therefore, the 

CSC will know in the first stage of the game that i t  will face exclusionary behavior under the 

same conditions than without the merger, and will take the same decision. 

Page 22 



56. The crucial point in the reasoning is the assumption, made by Katz and Salop, that 

the main impediment to entry is the necessity to recover important sunk common costs. After 

these costs are sunk, the link between the different markets is broken, and even a merged firm 

will decide whether or not to let the CSC enter a particular market by looking only at the 

situation in that market. 

57. It is easy to see that in the framework we are using, the result is very general: if 

we keep the same structure but let the different costs and profits vary, we find in the model that 

there would be exclusion by a merged firm if and only if there would be exclusion when the 

firms act independently. 

58.  It should be stressed that the Katz-Salop hypothesis is very dependent on the 

assumption that the hypothetical exclusionary behavior takes place before any entry decision is 

taken. We have already seen that if such behavior took place afterwards, then there would be 

exclusion with the merger if and only if there would be exclusion without the merger. The same 

result holds true if exclusionary behavior and entry were to happen “at the same time.” This 

would be the relevant framework if the CSC were preparing for entry at the same time that h s  

A and B were preparing exclusionary behavior, with none of these parties able to commit to any 

action before the 

59. To see why the above argument holds true, assume that the profits of ILEC A 

depended on the actions that it takes and the actions taken by the CSC in market A. Similarly, 

assume that the profits of ILEC B depended on the actions that it takes and on the actions taken 

by the CSC in market B. The profits of the CSC would depend on the actions that it takes in 

4o For an analysis of entry that stresses the fact that firms make simultaneous decisions in entry games, see Luis M. 
B. Cabral, “Entry Mistakes,” CEPR Discussion Paper 1729, November 1997. 
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both markets as well as the actions taken by both of its competitors, with no restrictions on the 

way in which these actions interact with each other in its profit function. 

60. Consider now an equilibrium of the game without the merger. The three firms in 

theory will choose optimal actions given the actions taken by the two other firms. Assume now 

that ILECs A and B merge, and that the CSC does not change its behavior. Because the profits 

of firms A and B would not depend directly on the actions taken by the other ILEC (they are in 

separate markets), the merged ILEC would have no incentive to change the actions taken by its 

two component firms. Hence, the CSC also would have no incentive to change its behavior, and 

the equilibrium would not be affected. 4 1  

m. THERE IS NO EVIDENCE THAT MERGERS BETWEEN MAJOR ILECS WILL 
HAW A NEGATIVE IMPACT ON THE blTERNJ3T. 

61. Baseman et al. argue that the merger would create a risk to competition in the 

Internet. Their analysis is not convincing. Most of Baseman et al.’s discussion focuses on the 

negative consequences that would result if two ISPs owned by two ILECs succeeded in 

dominating the market for dial-up connections. There is very little explanation about the way in 

which these two ISPs would come to dominate the market, except for unsubstantiated allegations 

that the introduction of xDSL would exacerbate the problem of discrimination against ISPs that 

are not owned by ILECs. All these hypotheses are clearly at odds with the current structure of 

the market for dial-up connections. As shown in the Crandall-Sidak Declaration, the 

combination of GTE and Bell Atlantic would not form a dominant ISP,42 and it is extremely 

unlikely that the combined company could come to dominate this segment, given the existence of 

41 Formally, we assume that the profits of the CSC are of the form xc(xA ,xg , yA ,yB), the profits of fh A of the 
form xA(xA ,yA ) and the profits of k n  B of the form xB(xB ,yB ), where x, and xg are the actions taken by the 
CSC in markets A and B respectively and yA and yB are the actions taken by firms A and B (these actions could 
be multidimensional). In the absence of the merger each, of the firms maximizes its profits. 

42 See Cmndall-Sidak Declaration at Mj46-48. 
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other ISPs which are several times larger and the numerous regulatory protections currently in 

place. 

62. The analogy that Baseman et al. draw between the MCI WorldCom merger and 

the proposed Bell Atlantic-GTE merger is also fundamentally misleading. First, the MCI 

WorldCom merger yielded instantaneously a share of the backbone market of approximately 

50%.43 In the case of the GTE-Bell Atlantic merger, Baseman et al. can only imagine that the 

merger will enable the combined firm to reach market dominance over an undetermined horizon. 

Second, the type of network externalities is very different in the two cases, and even in the 

unlikely case where GTE-Bell Atlantic succeeds in dominating a large proportion of dial-up 

connections, the threat to interconnectivity would be limited. Dial-up customers do not connect 

mainly to communicate with each other. They connect to communicate with Web sites owned 

and managed by corporations, governments and non-profit organizations. Degrading the 

connection between its dial-up customers and these sites will not improve the competitive 

advantage of the merged h. 

63. If a large ISP were to pursue this targeted degradation, dial-up customers of small 

ISPs would not benefit from switching to the large ISP, as traffic exchanged between dial-up 

customers consists mainly of e-mail messages, for which the quality of interconnection will 

always be satisfactory. Therefore, the Cremer, Rey and Tirole selective degradation argument 

does not apply to ISPs, as larger ISPs would not gain a competitive advantage by degrading their 

own customers’ connections to the Internet. Thus, even if Bell Atlantic and GTE were to 

dominate ISP service (which they will not), it would not be rational for them to pursue a targeted 

ISP degradation strategy. 

43 See Internet Afidavit of Robert G. Harris on Beharfof GTE in the MCI WorldCom merger, CC Docket No. 97- 
211, March 13, 1998, Figure 3, p. 21. 
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VIII. CONCLUSION 

64. In this declaration, we have shown that exclusionary behavior is more difficult to 

implement than Katz and Salop claim. We have also shown that even if exclusionary behavior 

existed, the merger between two ILECs would not provide strong incentives for the combined 

company to engage in more exclusionary behavior. This conclusion holds both for exclusionary 

behavior aimed at increasing competitive advantage and preventing entry. We conclude that 

there is no serious evidence that the merger will lead to an increase in exclusionary behavior, and 

that the arguments of Katz and Salop do not present a sufficient reason to deny the application 

for transfer of control. 
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BELL ATLANTIC’S RESPONSES TO SPECIFIC ALLEGATIONS 

This appendix sets forth Bell Atlantic‘s responses to various allegations raised by 
commenters in this proceeding. These allegations are unrelated to this merger, and. for the most 
part, merely rehash arguments that competitors have raised elsewhere. Most of these allegations are 
being or have been addressed in other proceedings before the Commission, before state regulatory 
agencies, or before federal or state courts. There is no basis for the Commission to consider them 
in this proceeding. Moreover, as detailed below, these allegations are without merit, and thus do not 
under any circumstances affect the Commission‘s analysis of the proposed merger. 

Commenters’ allegations fall into seven categories: (1) issues relating to the Bell 
Atlantic/NYNEX conditions; (2) negotiation issues; (3) collocation issues; (4) other interconnection 
issues; (5) resale issues; (6) OSS issues; and (7)  miscellaneous issues. 

1. ISSUES RELATING TO THE BELL ATLANTIC~YNEX CONDITIONS 

AT&T and MCI WorldCom’s arguments that Bell Atlantic has failed to comply with the 
conditions imposed by the Commission in connection with the merger of Bell Atlantic and NYNEX 
are both misplaced and wrong. 

These arguments parrot claims already being addressed in separate proceedings.’ In 
particular, AT&T and MCI WorldCom claim that Bell Atlantic has not complied with the condition 
that new interconnection prices must be based on forward-looking economic costs and has not 
entered into good faith negotiation to establish performance standards -- both claims that these same 
carriers have raised in previous complaints. The Commission has repeatedly held that claims of this 
type should be addressed (if at all) in appropriate complaint or enforcement proceedings, rather than 
in license transfer proceedings. 

What is more, the assertion that Bell Atlantic has not complied with the conditions from the 
Bell AtlanticNYNEX merger is untrue. Bell Atlantic has spent millions of dollars and tens of 
thousands of person-hours to comply with those conditions, and has in fact complied with every one 
-- including the three highlighted by AT&T and MCI WorldCom. 

First, AT&T and MCI WorldCom complain that Bell Atlantic has not complied with the 
condition that, ‘‘[tlo the extent that Bell AtlanticNYNEX proposes rates” for interconnection or 
unbundled network elements during the 48-month post-merger term of the conditions, “any such 
proposal shall be based upon the forward-looking economic cost to provide those items.”* The 

’ Certain other petitioners echo the allegation that Bell Atlantic has not met the merger conditions, 
but they merely piggyback on the previous complaints filed by AT&T and MCI WorldCom. See, 
e .g . ,  Supra Telecom at 15. 

’See Bell Atlantic/hQTEXOrder, App. C ,  Condition 6 (emphasis added). 



prices proposed by Bell Atlantic both before and after the merger were based on forward-looking 
economic costs. Contrary to the current claims, those proposals were not based on ”embedded 
costs,” which are the costs incurred in the past to build the existing network. Rather, those pricing 
proposals assume the use of efficient forward-looking technologies and procedures.’ 

Moreover, the pricing condition by its terms does not apply to the pre-merger proposals that 
AT&T and MCI WorldCom have complained about. The Commission did not. as AT&T and MCI 
WorldCom now maintain, require Bell Atlantic to propose new rates -- and understandably so. 
because that would have entailed replacing proposals that had been filed and litigated prior to the 
merger, or abrogating the prices that state commissions already had set.4 In any event. AT&T itself 
has admitted that the rates that have been set in Bell Atlantic’s states -- based in whole or in part on 
the prices proposed by Bell Atlantic -- are in fact based on forward-looking economic costs.’ 

Second, MCI WorldCom also claims that Bell Atlantic has not complied with the condition 
that it “engage in good faith negotiations . . . in response to reasonable requests” to establish 
performance standards and enforcement mechanisms.6 The truth, however, is that Bell Atlantic has 
negotiated with any carrier that has asked it to, has reached agreements with some, and has gone to 
arbitration with others to resolve open issues. 

3For example, all switches are assumed to be digital, all interoffice cable is assumed to be fiber, loop 
costs reflect forward-looking fiber deployment, all loops that include fiber assume the use of digital 
loop carrier equipment, and utilization rates assume substantial improvements over actual utilization 
in the network today. See, e.g., Motion to Dismiss, AT&T Corp. v. Bell Atlantic Corp., File E-98-05 
(filed Dec. 15, 1997); Brief of Bell Atlantic, AT&T Corp. v. Bell Atlantic Corp., File E-98-05 (filed 
Mr. 13, 1998); Reply Brief of Bell Atlantic, AT&T Corp. v. Bell Atlantic Corp., File E-98-05 (filed 
April 1, 1998). 

4The fact that this condition is prospective only is hardly surprising. Prior to the merger, Bell 
Atlantic and NYNEX each had proposed interconnection prices based on forward-looking costs. 
The concem raised by the Commission was that, once the merger was completed, the combined new 
company might somehow restrict local competition in a way that the separate, pre-merger companies 
would not. See Bell Atlantic/”= Order 7 192. The pricing condition addresses this concem by 
ensuring that any new prices proposed by the combined company will continue to be based on 
forward-looking costs. 

’This admission was in an “Arbitration Scorecard” contained in a “Local Competition Handbook” 
on AT&T’s Website (at www.att.codpublicpo1icyhandbook). AT&T removed the Handbook 
when Bell Atlantic cited it in response to AT&T’s pricing complaint, but Bell Atlantic filed the full 
text with the FCC. See Letter from Lydia R. Pulley. Bell Atlantic, to Ms. Diane Griffin Harmon. 
FCC, File No. E-98-05, dated March 30, 1998. 

‘See Bell Atlantic/NY”Merger Order, App. C. Condition 7 .  
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MCI, in contrast, chose not to negotiate. Bell Atlantic made a comprehensive proposal for 
performance standards and enforcement mechanisms. MCI promised to provide a substantive 
response, but never did so. Bell Atlantic nevertheless unilaterally offered certain terms to MCI that 
were incorporated into a final agreement with another carrier at the other carrier’s request. At that 
point, instead of negotiating, MCI chose to file a complaint with the FCC, when it asserted that Bell 
Atlantic did not negotiate in good faith.’ 

Third, at the FCC‘s recent en banc hearing, MCI WorldCom added a new complaint to its 
litany, asserting that Bell Atlantic had not met the requirement to use commercially reasonable 
efforts to establish uniform interfaces for its operations support systems8 This claim is also 
unfounded. 

At the time of the merger, Bell Atlantic and NYNEX each had deployed different interfaces. 
As a result, a competitor who wanted to submit resale or unbundled element orders in states served 
by both companies would have to develop two separate systems of its own -- one system to submit 
orders in a NYNEX state, such as New York, and another system to submit orders in a Bell Atlantic 
state, such as Virginia. In the wake of the merger, however, Bell Atlantic has spent millions of 
dollars to deploy new interfaces throughout its region. As a result, it now has common interfaces 
available in all its states. Unlike before the merger, a competing carrier can now do business 
throughout the former NYNEX and Bell Atlantic regions without developing two separate systems. 

Moreover, the specific issues raised at the en banc hearing actually have nothing to do with 
the interfaces themselves, which are the means whereby competitors can connect their systems to 
Bell Atlantic’s systems. Instead, MCI WorldCom’s specific grievances relate to the fact that 
infoxmation on the order forms transported over the interfaces sometimes differs. But that is hardly 
a surprise. While the interfaces are uniform, the Bell Atlantic systems are not. Nor are the products 
available in each state the same. As a result, the information required on order forms in New York 
may well differ from the information on order forms in Virginia. These differences are inherent in 
running local businesses, and do not violate the NYNEX commitments.’ 

’See Brief of Bell Atlantic, MCI Telecommunications Corp., et al. v. Bell Atlantic-Delaware, Inc. 
et al., File No. E-98-32, pp. 2-8 (filed Oct. 2, 1998) (outlining history of negotiations). 

‘See Bell Atlantic/NlWEXMerger Order, App. C. Condition 4. 

9h any event, competing carriers are not prejudiced by these differences. To the extent different 
infomation must be entered on the forms, that requirement will apply whether the form is being 
filled out by a Bell Atlantic service representative or by a competitor’s service representative. In 
fact, the differences in the information on order forms submitted by competing carriers are actually 
less than they are for Bell Atlantic’s own service representatives, so Bell Atlantic actually is 
providing competing carriers with superior access to its operating support systems than it provides 
itself. 
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Finally, AT&T and MCI WorldCom are wrong to claim that Bell Atlantic has disputed the 
Commission‘s authority to enforce the merger conditions. Bell Atlantic has never disputed the 
Commission’s authority to enforce the conditions. It is true, of course, that state commissions retain 
jurisdiction to set prices and to arbitrate open issues relating to performance standards. But that is 
different from whether or not the FCC can enforce the merger conditions, for example by requiring 
Bell Atlantic to propose new prices based on forward-looking costs or to negotiate in good faith. 

2. NEGOTIATION ISSUES 

a. General Complaints Regarding Negotiations 

A few CLECs allege, in mostly non-specific terms, that Bell Atlantic has acted improperly 
in negotiating interconnection agreements, proposing unreasonable terms, creating unnecessary 
delays, and acting in bad faith.‘’ 

ResDonse: Bell Atlantic has signed 757 interconnection agreements with competitors, of 
which 534 have been approved by state commissions to date. In the last year alone, Bell Atlantic 
has signed over 450 agreements, a 163 percent increase over the previous year. 

Moreover, the few specific examples provided by competitors are without merit. For 
example, though Cablevision claims that Bell Atlantic significantly delayed negotiations, those 
negotiations were in fact conducted and completed within the timeframes specified by the 1996 
Act.” (The agreement with Cablevision was approved within 10 months from the time Bell Atlantic 
received a request to negotiate, not 1 1 months as Cablevision claims.) 

b. Alleged Refusal to Permit Opt-In 

A few commenters claim that Bell Atlantic has impeded their efforts to opt-in to pre-existing 
interconnection agreements, and has insisted upon relitigating certain issues, primarily the issue of 
whether reciprocal compensation applies to Internet Some commenters further assert that 
Bell Atlantic improperly has required carriers seeking to adopt a pre-existing agreement to accept 
any subsequent modifications to such agreement. l 3  

Resuonse: Bell Atlantic has permitted caniers to obtain pre-existing interconnection 
agreements under section 252(i), and scores of agreements have been signed with competing carriers 

l o  Hyperion at 11-13; Cablevision at NY PUC Attachment p. 4. 

Cablevision at NY PUC Attachment pp. 2-5. 

’’ Sprint at 27 n. 52; BayRing at 14; Hyperion at 17; PaeTec at 2. 

I’ CoreComm at 14; CTC at 22; BayRing at 14-15; Hyperion at 16-19; PaeTec at 3; RCN at 7C. 
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who chose to opt-in to existing agreements. Moreover, while Bell Atlantic (like competing carriers) 
has litigated certain issues where necessary to preserve its legal rights. including the issue of whether 
reciprocal compensation applies to Intemet traffic. Bell Atlantic has complied with all applicable 
state decisions on this and other issues. 

Some commenters also complain that Bell Atlantic requires CLECs that adopt a pre-existing 
agreement to accept subsequent modifications to such agreement. Of course, an existing agreement 
necessarily includes any changes that the original parties agreed to through the date that another 
carrier asks to opt in. Nevertheless, in response to requests from competitors, Bell Atlantic has 
agreed that competing carriers may opt in to agreements without accepting all the modifications 
agreed to after the original contract is signed. 

C. Rate Schedules 

Some commenters allege that, although they sought to opt in to Bell Atlantic’s agreements 
with other carriers signed shortly after the Act, the agreement they received contained different rates 
for than the prior agreements.” They also claim that some states have rejected Bell Atlantic’s 
understanding that the rates adopted by those commissions should be used rather than the rates 
contained in earlier agreements.]’ 

Response: The rates that Bell Atlantic provided to these carriers were the final rates set by 
the relevant state commission, and the rates for transport and termination that they complain about 
were actually lower than the rates in the previous agreements. Moreover, these state-set rates 
generally supersede all previous rates agreed to or arbitrated, and were based on detailed cost studies 
that were not available when the prior agreement was signed.I6 The carriers that want the higher 
rates typically have no interest in providing competitive local telephone service, but instead merely 
hope to skim off large cash payments in the form of reciprocal compensation for one-way calls to 
the Intemet. Nevertheless, where state commissions have ruled that Bell Atlantic must provide 
CLECs with the higher rates contained in previous agreements, Bell Atlantic has done so. For 
example, in Maryland, contrary to Focal’s claims, Bell Atlantic on October 2, 1998 signed an 
agreement with Focal that contains the same terms and conditions as the interconnection agreement 
between Bell Atlantic and MFS. Bell Atlantic did the same with Starpower in Maryland on 
September 4, 1998. 

l 4  Focal at 12-13; Hyperion at 31. 

” Focal at 12-1 3; Hyperion at 3 1. 

l6 See IMO Investigation re: Local Exchange Competition for Telecommunications Services, New 
Jersey BPU Docket No. TX9512631 (Dec. 2 ,  1997). 



d. Reciprocal Compensation for Internet Traffic 

Some commenters allege that Bell Atlantic improperly has refused to provide CLECs with 
pre-existing interconnection agreements that provide for the payment of reciprocal compensation 
for Intemet traffic.” They complain that Bell Atlantic has added language in its interconnection 
agreements reiterating that it does not agree that caiils to the Intemet are subject to reciprocal 
compensation. I * 

Response: None of the contracts that Bell Atlantic has signed agree to pay reciprocal 
compensation on Intemet calls. These contracts expressly provide that reciprocal compensation 
applies only to “local” calls. Some state commissions nevertheless have required Bell Atlantic to 
pay reciprocal compensation on Internet traffic, but have done so based on a mistaken interpretation 
of prior FCC decisions. Bell Atlantic believes these decisions are incorrect, but is complying with 
state commission orders directing it to pay compensation on this traffic. Bell Atlantic also has 
allowed CLECs in such states to opt-in to existing agreements and to collect reciprocal 
compensation under the outstanding state orders subject to the inclusion of language reiterating Bell 
Atlantic’s legal position. Finally, the FCC has confirmed that dedicated traffic to the Intemet is not 
local, and a similar decision confirming that switched trafEc is not local is expected any day. 

e. Agreement to Serve Residential Subscribers 

Hyperion alleges that, in Vermont, it tried to opt in to the terms of a pre-existing agreement, 
but that Bell Atlantic attempted to impose a condition that Hyperion agree to provide service to 
residential subscribers. l9 

ResDonse: The FCC previously has emphasized that Bell operating companies are entitled 
to require a competing carrier to agree to an implementation schedule indicating when it will meet 
the residential service commitment.20 That is all that Bell Atlantic sought to do in this case. 
Specifically, Bell Atlantic’s k%id interconnection agreement with Hyperion (signed in 1996) 
provided (in Section 3 .O) that Hyperion was a provider of telephone exchange service to residential 
subscribers. During the term of that agreement, however, Hyperion did not provide service to 
residence customers. In negotiations over a successor agreement, Hyperion sought to adopt a pre- 
existing agreement (with KMC Telecom) that also provides that it “intends to be a [facilities-based] 

PaeTec at 5 ;  CoreComm at 14-15; CTC at 22-23; BayRing at 14-15; RCN at 7 

’* Hyperion at 17- 18; CoreComm at 14- 1 5 .  

l 9  Hyperion at 19. 

2o Application of SBC C o m n i c a i o n s  Inc., Pursuant to Section 271 of the Communications Act 
of 1934, as amended, to Provide In-Region, InterLATA Services in Oklahoma, Memorandum 
Opinion and Order, 12 FCC Rcd 8685, 8706 n.109 (1997) (BOCs are free to negotiate 
implementation schedules for their interconnection agreements .) . 
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provider of telephone exchange service to residential [subscribers].” Bell Atlantic merely asked it 
to provide a more specific implementation schedule. 

3. COLLOCATION ISSUES 

a. Space Availability 

AT&T and Sprint allege that Bell Atlantic improperly has refused to make space available 
for collocation.” 

Remnse: As of October 1998, CLECs had installed 653 collocation nodes (including 175 
virtual notes) in Bell Atlantic central offices, a 63 percent increase fiom the previous year. In 
addition, Bell Atlantic is in the process of fulfilling approximately 700 additional collocation 
requests. Because of the large number of collocation sites that already exist or are in progress, 
collocation space is limited in some offices. Where space is limited, Bell Atlantic provides virtual 
collocation as provided in the Act. Bell Atlantic also conducts searches to make additional space 
available, and has accepted various proposals for how to create additional space. In addition, Bell 
Atlantic has agreed to permit state commissions to conduct “walk-throughs” of Bell Atlantic’s 
central offices where space availability is the subject of contention. Bell Atlantic also offers various 
alternatives to a full collocation cage to address space constraints, such as smaller cages and sharing 
of cages. 

b. Rates 

Some commenters claim either that Bell Atlantic charges excessive rates for physical and 
virtual collocation:2 or complain that Bell Atlantic has imposed special construction charges for 
collocation.23 

ResDonse: The rates that Bell Atlantic charges for collocation are cost-based and are 
reflected in collocation tariffs filed with state commissions and the FCC. Any construction charges 
are simply a pass-through of what it costs Bell Atlantic to construct a cage at the other carrier’s 
request; other carriers have the option of doing the work themselves (through an approved 
contractor) if they do not wish to pay the charge. Other carriers also have the option of going to a 
smaller cage, of sharing cages with other carriers or of forgoing a cage. 

~~ ~~~ 

2 ’  AT&T at 17-1 9; AT&T Boyle Aff. App. C; Sprint Bauer Aff. at 23. 

22 Sprint Brauer Aff. Att. E at 25-26. 

23 Hyperion at 31; BayRing at 24; Focal at 23; PaeTec at 9: CTC at 30; CoreComm at 30; RCN at 3. 
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c. Cage Restrictions 

Some commenters allege that Bell Atlantic improperly has refused to provide collocation 
cages smaller than 100 square feet; that Bell Atlantic refuses to permit “cageless” collocation; and 
that Bell Atlantic restricts the kind of equipment that carriers may collocate.” 

ResDonse: These allegations are unfounded. First, Bell Atlantic does in fact provide cages 
smaller than 100 square feet, and even filed a tariff with the FCC to make 25 square-feet cages 
available throughout its region. In addition, Bell Atlantic permits caniers to share cages. to use 
Assembly RoodAssembly Point arrangements, and to forgo use of a cage. Likewise, Bell Atlantic 
does provide a form of cageless collocation under its Shared Collocation Open Environment 
offering. Finally, Bell Atlantic has permitted carriers to collocate any kind of transmission 
equipment that is used for interconnection and access to L’NES, which is what the 1996 Act requires. 
In addition, Bell Atlantic has complied, and will continue to comply, with state decisions requiring 
Bell Atlantic to permit collocation of remote switching modules. 

4. OTHER INTERCONNECTION ISSUES 

a. Alleged Trunk Provisioning Delays 

BayRing claims that Bell Atlantic has not provisioned trunks in a timely manner, and that 
Bell Atlantic refused to provide it with routing diversity, causing service outages for BayRing’s 
customers.25 RCN, in tum, complains that Bell Atlantic has refused to allow RCN to interconnect 
through its electrical vaults. 

ResDonse: As an initial matter, Bell Atlantic has a strong record with respect to providing 
competitors access to interconnection trunks, having provided nearly 500,000 interconnection trunks 
to competitors (over which it has exchanged over 2 1 billion minutes of traffic). 

In Bay Ring‘s case, Bell Atlantic has made every effort to support BayRing in establishing 
interconnection with Bell Atlantic‘s network, including multiple meetings in which Bell Atlantic’s 
subject matter experts assisted BayRing with the interconnection process and attempted to accelerate 
trunk service dates. BayRing, however, repeatedly submitted incorrect Access Service Requests 
(ASRs), which are the industry-standard method for defining a CLEC’s network requirements and 
for ordering interconnection trunks. Although Bellcore provides training to CLECs on how properly 
to complete AS& it is unclear whether BayRing ever sought or obtained such training. 
Nevertheless, Bell Atlantic has offered BayRing extensive assistance with AS&. 

l4 Hyperion at 34; BayRing at 27; Focal at 25; PaeTec at 9: RCN at 24. 

25 BayRing at 7-8 .  
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Moreover, Bell Atlantic has not refused to provide routing diversity. Bell Atlantic has 
indeed provided routing diversity to BayRmg in the two central offces about which it complains 
- Portsmouth and Manchester. Moreover, since the service outage that affected BayRing (which 
BayRing admits could not have been “totally avoided”), Bell Atlantic has fulfilled BayRing‘s 
request for additional trunks to further enhance its routing diversity. 

RCN claims that Bell Atlantic refused to interconnect with RCN in Massachusetts via the 
electrical manhole serving its central offices.26 Specifically, RCN sought to interconnect through 
electrical vaults (owned and operated by Boston Edison Co. (BECO)), rather than through Bell 
Atlantic’s telecommunications vaults. Although this proposal raised severe safety concerns, Bell 
Atlantic worked extensively to determine whether there was a reasonable way it could accommodate 
the request. But, after numerous exchanges, RCN withdrew its request when it became apparent that 
BECO was unwilling to proceed due to its safety concerns. 

b. Alleged Pole and Conduit Delays 

RCN alleges that Bell Atlantic delayed providing RCN access to conduits in Manhattan.” 
RCN and BayRing claim that Bell Atlantic has not provided pole attachments in a timely manner.?’ 

ResDonse: RCN’s complaints about delays in constructing conduit space in Manhattan are 
unfounded. The records of Empire City Subway -- the entity franchised by the City of New York 
to build and manage conduit space in New York -- indicate that the average conduit construction 
time for RCN in 1998 through November is 1 12 calendar days. This is slightly less than the average 
for all entities, and below the average for Bell Atlantic itself. It takes time to find or create space 
in crowded conduits under the streets of Manhattan, but this affects all carriers equally. 

Bell Atlantic has worked diligently to fulfill BayRing’s and RCN’s orders for pole 
attachments. This process is not, however, entirely within Bell Atlantic’s control. Before fulfilling 
an order for a pole attachments, it is first necessary to coordinate with other pole attachers, including 
other CLECs and electric utilities. Moreover, it is necessary to complete “make ready” work prior 
to attachment. Bell Atlantic regularly apprises CLECs of the status of their pending pole attachment 
applications and associated issues. 

26 RCN at 4. 

27 RCN at 6. 

l8 BayRing at 9. 
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c. Other Alleged Provisioning Delays 

Sprint asserts, based largely on pleadings submitted by AT&T to the New York PSC, that 
it takes longer for Bell Atlantic to provision interconnection to CLECs than for Bell Atlantic to 
provision its own retail services.29 

ResPonse: Under the strict supervision of the NYPSC, Bell Atlantic already has agreed to 
go well beyond the requirements of the Act, and the New York local exchange market is the most 
competitive in the country. Moreover, the specific claims that AT&T made in New York are wrong. 
For example, AT&T complained in New York that Bell Atlantic was taking longer, on average. than 
the agreed upon standard interval to fill certain UNE orders. But it turned out that the average 
AT&T relied upon included a number of orders that it had asked not to be filled until roughly double 
the standard interval, skewing the results. In any event, these claims already are being addressed 
by the New York commission. 

d. Number Portability 

Hyperion alleges that Bell Atlantic has not provided remote call forwarding in a timely and 
accurate manner.30 

Resuonse: Hyperion‘s claim is based on data that is significantly out of date and inconsistent 
with Bell Atlantic’s performance record in providing number portability on a timely basis, as 
reflected in the performance reports submitted to state regulators and the FCC. In addition, Bell 
Atlantic was the first Bell Company to offer local number portability. It made number portability 
available in Maryland and Philadelphia since October 1997 and in New York City since December 
1 997,3’ and is offering number portability ahead of the schedule mandated by the FCC.” 

29 Sprint Brauer AfT. Att. E at 16. 

Hyperion at 11-13. 30 

’’ Speech by Bell Atlantic CEO Raymond Smith, Federal Communications Bar Association, Feb. 
26, 1998. 

32 Bell Atlantic, Competition Update: A Regular Report on the State of Competition, July 1998, . 
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e. Access to SS7 and Databases 

BayRing and RCN allege that Bell Atlantic did not provide routing diversity for its SS7 
network.” RCN further asserts that Bell Atlantic (1) refused to provide RCN with STPS-1 
interconnection and D8ZS level connectivity pursuant to their interconnection agreement, and (2) 
that Bell Atlantic did not provide RCN access to the customer name data base in a timely 

ResDonse: The delays in providing Baykng SS7 interconnection were attributable to 
BayRing’s own actions. First, BayRing did not obtain SS7 certification before submitting its request 
for S S 7  interconnection. Second, once BayRing obtained such certification, it informed Bell 
Atlantic that its switch was not operational, precluding any opportunity for SS7 testing. 

RCN’s claims are likewise unjustified. First, Bell Atlantic timely provided RCN with the 
requested SS7 route diversity in the summer of 1998; however, due to a communication breakdown, 
RCN did not recognize until November 1998 that it had been h i s h e d  with the documentation it 
requested to demonstrate that such route diversity was in effect. Second, Bell Atlantic has provided 
RCN access to the calling name database in a timely fashion. Finally, Bell Atlantic did not agree 
to provide STS-1 interconnection in the interconnection agreement with RCN. Bell Atlantic is, 
however, developing a tariffed product per RCN’s request. With respect to D8ZS, which is a type 
of transmission needed for trunks to carry 64 kilobit clear channel signaling, there are many Bell 
Atlantic central offices that do not support trunk facilities with D8ZS. Bell Atlantic is providing 
D8ZS-capable trunks where they can be supported. 

f. Access to xDSL Services 

AT&T, MCI WorldCom, Sprint, and RCN, allege that Bell Atlantic has acted improperly 
with respect to the provision of xDSL services.” They claim that Bell Atlantic has not provided in 
a timely and nondiscriminatory manner unbundled access to xDSL-capable loops (including those 
served by digital loop carrier), collocation, and resale of xDSL services. 

Remnse: Bell Atlantic is not currently offering xDSL services on a retail basis throughout 
much of its service territory, and therefore cannot make such services available for resale or 
unbundling. The FCC recently clarified the rules that will apply to ADSL in its Advanced Services 
Docket, and Bell Atlantic will comply with those rules. Furthermore, Bell Atlantic has provided 
xDSL capable loops in conformance with the terms of its interconnection agreements with 
competitors. 

’3 RCN at 4; BayRing at 8-9. 

’‘ RCN at 4 

j5 AT&T at 18-19; MCI WorldCom at 43-44; RCN at 4; Sprint Brauer Af€. Att. E at 6. 

11 



g- Enhanced Extended Link 

RCN claims that Bell Atlantic attempted to restrict RCN’s use of Enhanced Extended Link 
offerings in New York to instances where the offerings are used predominantly to provide switched 
local exchange and associated switched exchange access services.j6 

ResDonse: Bell Atlantic‘s Enhanced Extended Link is a service that it voluntarily offers to 
allow competitors to avoid the need to collocate in eveT central office where they serve customers. 
This service is not required by the 1996 Act, and is ilot subject to the Act’s pricing standards. 
Moreover, at its December 16 sunshine meeting, the New York commission announced that it has 
decided that the bulk of these limitations are appropriate and will be upheld. These limitations are 
necessary to ensure that the service is used to provide competing local services, and not solely to 
displace Bell Atlantic’s exchange access services. 

5. RESALE ISSUES 

a. General Resale Issues 

Some commenters allege that Bell Atlantic has not provided resale services in a timely and 
appropriate manner, and CTC claims that it has been forced to file an antitrust suit as a result.” 

ResDonse: This allegation is refuted by the large number of resale lines in Bell Atlantic’s 
territory, and their steep and steady growth over time. Bell Atlantic already has provided over 
534,000 lines to resellers. According to its own figures, CTC has obtained over 47,000 resold lines 
in its less than one year of operation as a reseller.” Moreover, the mere fact that CTC filed an 
antitrust claim -- the merits of which have not been adjudicated -- in no way establishes that Bell 
Atlantic is guilty of misconduct. 

b. Resale of Voice Mail Services 

A number of commenters complain that Bell Atlantic refuses to resell voicemail services, 
and assert that there is a tying arrangement between Bell Atlantic’s local exchange service and its 
voicemail service.39 

36 RCN at 5 .  

’’ CTC at 13. 

38 CTC Communications News Release, CTC Communications Corp. Reports Record Revenues, 
Aug. 10, 1998. 

j9 Hyperion at 35; Focal at 26, BayRing at 28. CTC at 28: CoreComm at 32; State Comm. at 22. 
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ResDonse: The Commission has held that voice mail and other voice messaging services are 
- not ”telecommunications services,” and therefore ILECs are not required to offer these services for 
resale under section 25 1 .40 Moreover, the voice mail market is highly competitive and CLECs are 
free to obtain voice mail services from third parties and bundle them with resold Bell Atlantic 
services; indeed, many CLECs in Bell Atlantic’s region are doing so. In light of these facts. RCN, 
the chef proponent of this complaint, recently withdrew the complaint it had filed with the FCC on 
this subject. 

c. Contract Service Agreements (CSAs) 

Several CLECs represented by the law firm of Swidler Berlin Shereff Friedman allege that 
Bell Atlantic improperly has refused to “assign” customers with contract service agreements (CSAs) 
to resellers, and that Bell Atlantic imposes contracted-for termination liabilities on customers who 
terminate service with Bell At1antk4’ 

ResDonse: Bell Atlantic h l l y  complies with its obligations under the Act: All CSAs are 
available for resale; all CSAs are available to resellers at a wholesale discount; and all customers 
that want to terminate a CSA and switch to a reseller are free to do so. If a customer decides to 
switch, Bell Atlantic will provide to the reseller at a wholesale discount the same services offered 
under the CSA. Under these circumstances, however, the initial CSA agreement is terminated, and, 
to the extent the CSA contains a liability provision for early termination, this provision is triggered. 
As the FCC and several state commissions have recognized, the assessment of reasonable 
termination liabilities is not anticompetitive. Rather, it often is procompetitive, since it allows 
caniers to charge lower rates to begin with. 

Some competitors, however, have demanded that Bell Atlantic simply assign its existing 
contracts and customers to them. The Act contains no such requirement. Nonetheless, some state 
commissions have held that CSAs are assignable under state contract law unless they expressly 
provide otherwise. Bell Atlantic will, of course, comply with these decisions. 

Application of BellSouth Corporation, BellSouth Telecommunications, Inc., and BellSouth Long 
Distance, Inc., for Provision of In-Region, InterLATA Services in Louisiana, Memorandum Opinion 
and Order 7 3 14, CC Dkt. No. 98-121 (rel. Oct. 13. 1998) (citations omitted). 

4 ’  BayRing at 23; CTC at 13-16,28; Focal at 22: Hyperion at 29; Kh4C at 14,27; RCN at 27. 
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6 .  Oss ISSUES 

a. OSS Performance and Parity 

Sprint and a number of other commenters allege that Bell Atlantic has not provided 
competitors with access to its OSS in parity with the access that Bell Atlantic provides to itself?’ 
Sprint also asserts that Bell Atlantic has not provided certain OSS performance  measurement^.^^ 
Finally, Sprint claims that ILECs in general do not have adequate OSS systems in place to serve 
larger. more complex customers, which are the target for Sprint’s new ION network.44 

ResDonse: Bell Atlantic provides industry-standard interfaces to its OSS throughout its 
region. Bell Atlantic has worked extensively with CLECs to refine these interfaces and to address 
CLECs’ concerns. At present, Bell Atlantic’s OSS interfaces are handling several thousand orders 
per day. Moreover, Bell Atlantic is conducting tests to demonstrate that these interfaces are capable 
of handling even greater numbers. Sprint’s claim that Bell Atlantic has not provided performance 
measurements for its OSS is without merit: Bell Atlantic tracks and reports on a state-by-state basis 
the performance of its OSS interfaces, and provides these results to the FCC, state commissions, and 
CLECs. Finally, with regard to Sprint’s claims regarding large customers, Bell Atlantic is already 
successfblly serving large customers using application-to-application interfaces that IXCs including 
Sprint have requested. 

b. OSS Cost Recovery 

Several commenters complain that Bell Atlantic has proposed in many states that the cost 
of providing CLECs with access to its OSS be bome by CLECS.~’ 

Resmnse: The rates that Bell Atlantic charges for access to its OSS are cost-based and non- 
discriminatory, and have been approved by state commissions throughout Bell Atlantic’s region. 
The claim that CLECs should not be required to bear the costs of establishing OSS interfaces for 
their use is inconsistent with the FCC’s own decisions, given that the sole reason that Bell Atlantic 
has incurred these significant costs is to benefit CLECS.~~ 

~~ 

42 Sprint Brauer Aff. Att. E at 10-1 1; Hyperion at 34; BayRing at 26-27; Focal at 25. 

43 Sprint Brauer AfE Att. E at 15. 

44 Sprint Brauer Aff. Att. E at 27. 

45 Hyperion at 34; BayRing p. 27; Focal p. 25; State Comm. at 22. 

46 See Implementation of the Local Competition Provisions in the Telecommunications Act of 1996, 
First Report and Order, 1 1 FCC Rcd 15499, 161 62 & 1375 (1 996) (“If a requesting carrier, which 
may be a small entity, seeks access to an incumbent LEC’s unbundled elements, the requesting 
carrier is required to compensate the incumbent LEC for any costs incurred to provide such 
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7. MISCELLANEOUS ISSUES 

a. UNE Combinations 

Several commenten complain about Bell Atlantic’s refusal to provide UNE  combination^.^' 
In addition, Cablevision and Sprint claim that, following the Eighth Circuit’s decision in Iowa 
Utilities Board, Bell Atlantic improperly refused to provide them with UNE combinations even 
though their interconnection agreements allegedly provided for it.48 

ResDonse: The Eighth Circuit has held that requiring local exchange carriers to provide a 
platform of pre-combined network elements would be contrary to the Moreover, the claim 
that Bell Atlantic voluntarily agreed to provide UNE combinations as part of its interconnection 
agreements is inaccurate. In “agreeing” to provide UNE combinations, Bell Atlantic made clear that 
it was doing so only because the FCC had required it, and would do so only to the extent required 
by law. Its contracts also anticipated that individual provisions would need to be modified in 
response to changes in goveming law. In any event, requiring LECs to recombine unbundled 
elements would be inconsistent with congressional intent, for it would undermine any incentive a 
competing canier might have to invest in network facilities of its own. 

b. Opportunity New Jersey Service Commitments 

The New Jersey Coalition (an organization funded primarily by AT&T and MCI) alleges that 
Bell Atlantic has failed to live up to its service commitments to invest in new technology to benefit 
New Jersey consumers, including the Opportunity New Jersey (ONJ) proposal to deploy broadband 
facilities.50 

ResDonse: The New Jersey BPU recently held an inquiry into Bell Atlantic’s progress and 
compliance with ONJ and concluded that Bell Atlantic’s current ONJ deployment schedule 
(originally proposed in 1992) continues to reflect “accelerated” deployment beyond what Bell 
Atlantic - NJ would be expected to deploy under a “business as usual” schedule. Bell Atlantic 
nevertheless agreed to a stipulation with the BPU and the state Ratepayer Advocate to further 
accelerate ONJ commitments. 

access.”). 

47 Focal at 25; PaeTec at 8; BayRing at 26; RCN at 23; PaeTec at 8. 

48 Cablevision at 2-3; Sprint at 89. 

49 Iowa Utils. Bd. v. FCC, 120 F.3d 753, 813 (8th Cir. 1997), cert. granted sub nom. AT&T Corp. 
v. Iowa Utils. Bd., 1 18 S .  Ct. 879 (1998). 

NJ Coalition at 2.  
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c. Consumer Complaints 

The New Jersey Coalition claims that, according to the FCC Common Carrier Bureau, 
consumer complaints against Bell Atlantic have risen in the past year.” Sprint claims that customer 
complaints in Vermont are up 9 percent since the Bell Atlantic/NYNEX merger.52 

Remonse: The merger of Bell Atlantic and NYNEX has allowed the combined company to 
significantly increase service quality. According to the FCC’s own Quality of Service reports, 
residential complaints against Bell Atlantic decreased over 17 percent from 1996 to 1 997.53 In New 
York, for example, complaints decreased 30 percent in 1997, and decreased further in 1998. Indeed, 
Bell Atlantic has received commendations from the New York PSC for its service. A N W S C  
spokesman stated: “They’ve made a lot of progress, and that’s been evidenced in the last several 
service quality reports the commission has reviewed.”54 At the Commission’s recent en banc 
hearing, moreover, the New York consumer advocate testified that as a result of synergies from the 
Bell AtlanticNYNEX merger, Bell Atlantic has invested an additional $1 billion in New York, and 
has improved service quality in the state. Sprint’s claims regarding customer complaints in Vermont 
are incorrect. Complaints decreased considerably from 1996 to 1997 (by 23 percent) and have 
increased less than 1 percent in 1998 (from 342 to 345 complaints). 

d. IntraLATA Toll Dialing Parity 

Some commenters complain about IntraLATA Toll Dialing Parity and assert that Bell 
Atlantic has litigated and lost on the position that it is not required to implement toll dialing parity 
by February 8, 1999.55 

Res~onse: Section 272(e)(2) provides that states may mandate intraLATA toll dialing parity 
by this time, but does not require that states do so. Two states that have addressed the issue -- 
Virginia and Maryland -- have agreed. 

5 1  NJ Coalition at 3. 

52 Sprint at 89-90. 

53 J. Kraushaar, FCC, Industry Analysis Division, Quality of Service for the Local Operating 
Companies Aggregated to the Holding Company Level, Tables 2(a) and 3(a). 

54 At Deadline, Crah’s New York Business, Feb. 23, 1998, at 1. 

5 5  Hyperion at 32; Focal Comm. at 23; BayRing at 24; State Comm. at 21. 
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e. MarketingKustomer Winback 

Some commenters suggest that Bell Atlantic has improperly used customer winback 
programs, and has improperly shared information between its retail and wholesale  operation^.'^ 

Remonse: There is no merit to this claim. When a customer switches from Bell Atlantic to 
a competitor, or vice versa the carrier that lost the customer is notified (to ensure that, among other 
things, the carrier knows to stop billing the customer). This notification is identical regardless of 
whether the customer is going to or from Bell Atlantic as its local carrier, however. Moreover, Bell 
Atlantic has not improperly shared information between its retail and wholesale operations. 

f. Cellular 

Triton PCS claims that Bell Atlantic Mobile filed a baseless lawsuit and engaged in 
anticompetitive roaming  negotiation^.^' Sprint PCS also complains about Bell Atlantic Mobile’s 
roaming negotiations. The Commonwealth of the Northern Mariana Islands asserts that Bell 
Atlantic afliliates have opposed the policy of “rate integration” as it relates to CMRS carriers, and 
proposes that the Commission require Bell AtlantdGTE to maintain rate integration across all 
subsidiaries and services, including wireless services.’* 

Response: Bell Atlantic Mobile filed suit to protect against disclosure of confidential 
competitive information by former high-level Bell Atlantic Mobile employees that Triton hired.” 
This case is in the discovery stage. Pending trial, however, the court has placed Triton and the 
former employees under a temporary restraining order prohibiting misuse of Bell Atlantic Mobile 
confidential information; the court also has sanctioned Triton and ordered it to pay attomeys‘ fees 
for refusing to comply with discovery obligations. As to roaming, the roaming negotiations between 
Triton and Bell Atlantic Mobile have resulted in an agreement on roaming rates. Roaming 
negotiations, like those involving Triton and Sprint, are private contractual negotiations that are 
irrelevant to this proceeding. Furthermore, the FCC is currently considering in a separate docket 
whether any action is necessary with respect to automatic roaming agreements between PCS and 
cellular carriers.6o 

56 Hyperion at 32; Focal at 24; BayRing at 25; CTC at 30; RCN at 23; PaeTec at 9. 

57 Triton PCS at 13-17; Sprint at 48. 

58 Commonwealth of Northern Mariana Islands at 15. 

59 Cellco Partnership d/b/a Bell Atlantic Mobile v .  Triton Communications, Inc. et al, Docket 
No. ESX-C-283-98 (Superior Ct. NJ). 

6o Interconnection and Resale Obligations Pertaining to Commercial Radio Services, Second 
Report and Order and Further Notice of Proposed Rulemaking, 11 FCC Rcd 9462 (1996). 
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The complaints raised by the Northem Mariana Islands are likewise misplaced. and are the 
subject of other proceedings pending before the Commission. The Commission has not yet decided 
whether to forbear from or reconsider rate integration for CMRS Bell Atlantic has 
requested reconsideration and forbearance both on legal grounds, because CMRS rate integration 
was imposed without lawfui notice and without record evidence, and on policy grounds, because the 
free competition within the wireless industry has produced pricing results such as SingleRate and 
One Rate pricing that achieve the social goals behind prescriptive rate integration. 

61 Policy and Rules Concerning the Interstate, Interexchange Marketplace, Order, 12 FCC Rcd 
15739 (1997); Memorandum Opinion and Order, DA 98-1763 (released Sept. 1 ,  1998). 
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GTE’s RESPONSES TO SPECIFIC ALLEGATIONS 

Opponents of the merger - predominantly AT&T, MCI, Sprint, and a dozen or so CLECs 

represented by Swidler Berlin Shereff Friedman (“the Swidler Group”) - have raised a number of 

allegations of unfairness by GTE. The Commission should decline to consider these allegations 

for four simple reasons. 

First, all of the allegations are irrelevant to the merger application. It is well established 

that, in evaluating the public interest effects of a proposed merger, the Commission is to compare 

the status quo with the prospective post-merger world.’ None of the subjects of petitioners’ 

complaints - regarding negotiating positions, contract performance, service quality, or other 

matters - is in any way caused by or related to the merger. Indeed, almost all of them pre-date 

the merger by months or years. 

Second, the Commission should not delve into issues that are or could be the subject of 

other FCC, state or judicial proceedings, as is true of virtually every complaint raised by 

petitioners. “The Commission has regularly declined to consider in merger proceedings matters 

that are the subject of other proceedings before the Commission because the public interest 

would be better served by addressing the matter in the broader proceedings of general 

applicability.”’ Similarly, the Commission has recognized that state public utility commissions 

Applications of m E X  Corporation, Transferor, and Bell Atlantic Corporation, 1 

Transferee, 12 FCC Rcd 19985,20063-64,20066-67 (1997) (“BA/”EX Order”). 

2 Applications for Consent to the Transfer of Control of Licenses and Section 214 
Authorizations from Southern New England Telecommunications Corporation, Transferor to 
SBC Communications, Inc., Transferee, FCC 98-276 (Oct. 23, 1998) (“SNET/SBC Order”); see 
also BA/NWEXOrder, 12 FCC Rcd at 20083,20087-88; Applications of Craig 0. McCaw, 
Transferor, and American Telephone and Telegraph Company, Transferee, 9 FCC Rcd 5836, 

(Continued.. .) 



have considerable tools “at their disposal to protect their ratepayers fiom unlawful anti- 

competitive abuses” that may arise.3 Moreover, here Congress has specifically left these 

interconnection-related issues to the states (and, if necessary, to federal district  court^).^ 

Thud, the Commission should reject petitioners’ efforts to have the Commission punish 

GTE for exercising its legal rights in the interconnection process. The Commission has 

consistently refused to penalize licensees for engaging in vigorous advocacy and appellate 

review. As the Commission has recognized, such activities “consist[] of either constitutionally 

protected free speech or business conduct that is legally permissible” that should not be 

penalized.’ 

Finally, as we detail in the remainder of ths  Appendix, the vast majority of petitioners’ 

allegations either are unsupported or mischaracterize the record. The record shows that, in fact: 

GTE’s efforts have resulted in hundreds of successful interconnection agreements and extensive 

(...Continued) 
5877-78, 5887 (1994). 

3 

Transferee, 12 FCC Rcd 2624,2643 (1997) (“Pactel/SBC Order”); SNET/SBC Order, 7 42. 
Applications of Pacific Telesis Group Transferor, and SBC Communications, Inc., 

47 U.S.C. 6 252; see also Iowa Utilities Board v. FCC, 120 F.3d 753 (8” Cir. 1997), cert. 4 

0 wanted, 188 S.Ct. 879 (1998); Louisiana Public Utilities Commission v. FCC, 476 U.S. 355 
(1 986). 

PacTelBBC Order, 12 FCC Rcd at 2642; see also General Communications Inc., 4 FCC 5 

Rcd 7447,7450 (1988) (“As a general principle of law, antitrust liability does not arise from a 
party’s exercise of its right to participate in legislative, judicial, or administrative proceedings 
and to petition its government for support or relief.”). For example, in Warrensburg Cable, Inc., 
67 FCC 2d 662, 671-72 (1978) (internal citations omitted), the Commission declined to penalize 
a licensee’s efforts to convince local authorities to grant a cable franchise because these efforts 
“appear[] to have constituted a legitimate attempt to induce government action, and to predicate 
sanctions thereupon would raise serious Constitutional questions.” 
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progress in opening local markets to competitors (Section I); GTE’s interconnection negotiation 

procedures and positions have been and continue to be wholly reasonable (Section 11); GTE is 

hlfilling its contractual obligations and cooperatively addressing any problems that arise 

(Section 111); and GTE continues to upgrade the overall quality of its service (Section IV). 
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I. DISPARATE LEVELS OF COMPETITION IN THE GTE AND BELL 
ATLANTIC REGIONS REJXECT DIFFERING ECONOMIC REALITIES, 
NOT A COORDINATED EFFORT BY GTE TO IMPEDE 
COMPETITION. 

Allegation: The Swidler Group commenters, relying on data reported to the Common 
Carrier Bureau, state that GTE has lost many fewer lines to competition than has Bell Atlantic, 
and contend that this statistical discrepancy shows that GTE has engaged in a “coordinated 
national strategy of delay and intransigence” aimed at “closing its markets to CLECs.” See, e.g., 
BayRing Communications at 10, Hyperion at 5, Focal at 5, US Xchange at 5-6, CoreComm at 8- 
9. 

Response: The allegation is groundless. GTE has spent approximately $281 million and 
opened three local wholesale ordering centers employing more than 500 people to implement the 
market-opening requirements of the 1996 Act. As a result of these efforts, GTE has entered into 
552 approved interconnection agreements. In addition, GTE has filed another 126 agreements 
for which approval is pending and continues to negotiate with dozens of competitors. GTE has 
provided 143,275 interconnection trunks to competitors, has exchanged 3.25 billion minutes of 
traffic, and has lost more than 110,000 lines to resale.6 

At bottom, the numbers in the Common Carrier Bureau’s report simply confirm what the 
Commission has long recognized: competition will come first to urban areas with hgh 
concentrations of business customers (such as those served by Bell Atlantic) and will be 
relatively slow to develop in more rural and residential areas (such as those served by GTE).’ 
Thus, while GTE in fact faces significant competition @articularly in its few urban markets), it is 
no surprise that Bell Atlantic, region-wide, has experienced greater entry to date. 

favorably with those of Sprint, which serves very similar temtories. 
Indeed, as the following chart demonstrates, GTE’s entry statistics compare very 

See Common Carrier Bureau, Local Competition Report (Dec. 1998). 6 

See, eg . ,  Remarks by Chairman Kennard to the Organization for the Promotion and 7 

Advancement of Small Telephone Companies (January 12, 1998) (transcript available at 
<http://www.fcc.gov/SpeechesKennard/spwek8Ol .html> (stating that “there is no immediate 
prospect of broad based competitive entry” in small and rural communities); Commissioner 
Furchtgott-Roth, Address to the Intemational Telecard Association (July 17, 1998) (transcript 
available at <http://www.fcc.gov/Speeches/Furchtgott~RotWsphf% 13 .html> (pointing out that 
“[tlhere were some members of Congress who believed that competition would never come to 
rural America”). 
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Carrier Total Switched Resale Lines Unbundled Switching 
Lines Provided Loops Provided Centers with 

Collocation 
Arrangements 

I 

GTE 18,301 ,0768 

11. GTE’S INTERCONNECTION POSITIONS AND NEGOTIATING 
PROCEDURES ARE CONSISTENT WITH THE ACT AND WHOLLY 
REASONABLE. 

113,487 14,088 168 

A number of CLECs suggest that the procedures GTE employed during the course of 
interconnection negotiations were unreasonable and designed to delay the negotiation process. 
GTE’s conduct during and procedures used in interconnection negotiations are wholly irrelevant 
to the issue of whether the merger should be approved. The parties raising these issues have had 
ample opportunity in other forums to raise specific complaints about GTE’s conduct or 
procedures for completing interconnection negotiations. Notwithstanding the fact that these 
issues should be addressed in other forums and not in the context of the proposed merger, GTE 
briefly addresses the allegations below. 

Sprint 

“Opting In” 

7,352,889 27,593 0 13 

Allegation: KMC and Hyperion claim that GTE refused to make arbitrated terms 
available to third-party CLECs and created other procedural roadblocks to force CLECs to 
renegotiate agreements. KMC at 15-16; Hyperion at 15. 

Response: This is an unfair comparison. While GTE has been willing to make arbitrated 
terms from other contracts available to third-party CLECs in the negotiation process, it simply 
did not agree to the universal application of the terms of one contract from one state for use in 
other states.’ Because GTE’s capabilities vary from state to state, changes in the terms included 
in various state-specific contracts are often necessary. In addition, decisions in one state 

1997 ARMIS Report, 43-08, Table 111, Column DJ. 8 

Of course, GTE also has provided entire agreements to third-party CLECs under 8 252(i), 0 

as required by the Act. When CLECs invoke 9 252(i) but then seek to change substantive or 
price terms of the contract, GTE treats such requests as new negotiations. 
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regarding various arbitrated interconnection terms differ considerably and may not be applicable 
in other states. It was not, and would not be today, practical or wise to take the results of specific 
proceedings in one state and attempt to use them on a blanket basis in a negotiation in another 
state that has its own requirements and nuances. 

To the extent the allegation concerns the use of GTE’s prototype contracts, the claim is 
also baseless. It was not 
unreasonable to ask a requesting CLEC to use GTE’s latest terms and conditions as the starting 
point when negotiating a new contract. 

Those contracts evolved throughout months of negotiations. 

Raising New Issues 

Allegation: Parties allege that GTE attempted to raise new issues after the 160-day 
negotiation period ended. Hyperion at 16; RCN at 10; BayRing at 12. 

Response: GTE is aware of only one occasion where it attempted to raise a new issue (a 
change in its environmental terms) after 160-day negotiation period ended without concurrence 
by the CLEC. In that particular case involving KMC Telecom, Inc., GTE admitted that its 
failure to raise the issue sooner was a mistake. Moreover, the arbitrator decided against GTE on 
this issue, a fact that negates any possible claim of injury or prejudice to a third party. No other 
party cites specific attempts to raise issues after the end of the negotiation period. 

OSS Electronic Interfacing 

Allegation: Parties allege that, prior to the FCC’s Local Competition Order, GTE did not 
provide electronic access to its OSS in a timely manner. AT&T, Beasley Affidavit at 3. 

Response: GTE was not obligated to offer such access until the FCC’s August 1996 
Local Competition Order. Nonetheless, GTE has always believed that electronic access to OSS 
is preferable to manual access where feasible. GTE continues to make this access available to 
CLECs that wish to use electronic access, and is working with industry groups to develop 
additional standards and methods of access. 

Negotiating Pricing Issues 

Allegation: AT&T claims that GTE insisted that price be negotiated before GTE would 
agree to negotiate any other issue. AT&T, Beasley Affidavit at 6-8. 

Response: This allegation is incorrect. GTE did not insist that price be negotiated first. 
Rather, it stated its preference to negotiate items in a particular order. Given the importance of 
rates in any agreement, GTE’s preference was to discuss these matters first before going to the 
minutiae of operational terms and conditions. GTE was free to adopt its negotiating strategy just 
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as AT&T was free to pursue a different strategy. AT&T also has been free to raise such issues in 
other more appropriate forums (e.g., state commission proceedings) and has done so. 

Draft Interconnection Contracts 

Allegation: AT&T alleges that GTE refused to make its draft interconnection agreement 
available to AT&T in a timely manner, and that this refusal prejudiced AT&T. AT&T, Beasley 
Affidavit at 9. 

Response: AT&T is wrong. In reality, AT&T insisted from the outset that the parties 
work from the AT&T draft agreement notwithstanding the fact that GTE had already shared a 
proposed agreement with AT&T (as it did with all other CLECs seelung interconnection 
agreements). 

Eighth Circuit Decision 

Allegation: AT&T contends that after the Eighth Circuit decision was released, GTE 
required it to renegotiate interconnection issues. AT&T, Beasley Affidavit 12- 16. 

Response: The contracts at issue expressly provided for renegotiation in the event of 
agency or judicial decisions that changed the parties’ obligations, as the Iowa Utilities Board 
decision did. More fundamentally, these contracts were still in the negotiatiodarbitration 
process and had not been signed or approved by state commissions. GTE therefore was well 
within its rights in seeking to renegotiate with AT&T. 

Interim Agreement 

Allegation: AT&T alleges that GTE refused to negotiate an interim agreement. AT&T, 
Beasley Affidavit at 14-15. 

Response: Contrary to AT&T’s allegation, just prior to a negotiating meeting scheduled 
for September 30, 1997, GTE offered to make available to AT&T an interim interconnection 
agreement based the same terms and conditions agreed to by other major carriers. AT&T refused 
to accept this interim agreement because it did not include AT&T’s contract language and was 
not organized in the same way as AT&T’s template contract. In fact, AT&T wanted to negotiate 
an interim and permanent contract simultaneously. Subsequently, the parties abandoned the idea 
of an interim agreement and decided to continue negotiating a permanent interconnection 
agreement. 
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Honoring Arbitrated Rates 

Allegation: State Communications claims that GTE has refused to credit State for the 
difference between rates in State’s contract and rates subsequently arbitrated before the state 
commission. State also protests that GTE delays the effectiveness of arbitrated rates until the 
interconnection agreement is approved. Finally, State asserts that GTE has required retroactive 
payment if lower arbitrated rates are later stayed, enjoined, or modified by the state commission 
or a court. State Communications at 6-7. 

Response: GTE’s positions are reasonable and consistent with the Act. GTE generally 
allows CLECs to take advantage of rates arbitrated by another CLEC under its “opt-in” policy 
explained above. However, to protect its legal rights, GTE requires any CLEC talung advantage 
of the results of a separate arbitration to abide by the terms of that arbitration. Thus, if a CLEC 
chooses to use rates determined in a GTE arbitration with another CLEC, it may obtain those 
rates when they become effective for the parties in the arbitration. If GTE were to agree to the 
rates outside the context of the underlying arbitration, it could be deemed to have agreed to them 
“voluntarily” and be unable to seek judicial review. Thus, State is not entitled to a “refund” for 
amounts paid before the rates of the arbitrated agreement become effective. Similarly, if the 
arbitrated rates are later changed by the state commission or a court, the “opting-in” CLEC must 
also agree to be subject to the changed terms. 

Reservation of Capacity on Poles, Conduits, and Pathways 

Allegation: As an example of GTE’s alleged “unreasonable positions,” AT&T cites 
GTE’s statement that it “was reserving for itself the capacity it needed to meet its projected needs 
for 5 years.. ..” AT&T, Beasley Affidavit at 3. 

Response: GTE’s reservation reflected its good-faith belief, prior to release of the Local 
Competition Order, that allowing ILECs to reserve capacity on poles, conduits, and pathways is 
critical since ILECs continue to be subject to carrier-of-last-resort obligations. At the time, 
GTE’s position reflected current law and practice. Following the August 1996 release of the 
Commission’s Local Competition Order, whxh limited ILECs’ rights to reserve capacity,” GTE 
modified its position in the negotiations to be consistent with the Commission’s decision. 

Allegation: AT&T asserts that when GTE was asked what capacity was available in its 
poles, conduits, and pathways, “GTE responded only that it was more than 5%, but less than 
994.’’ AT&T, Beasley Affidavit at 3. 

Response: This allegation is incorrect. GTE explained to AT&T during the negotiations 
that the available capacity differs throughout each area fiom 5 percent to 95 percent. GTE urged 

l o  Local Competition Order, 7 1170. 
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AT&T to identify the specific areas in which AT&T was interested so that GTE could determine 
the capacity available in that area. In fact, GTE offered to allow AT&T to study GTE’s maps 
showing the usage of poles, conduits, and pathways in the specific areas in w h c h  AT&T was 
interested. 

Contract Language Preserving Legal Rights 

Allegation: AT&T objects to GTE’s proposals to include in the interconnection 
agreements statements that GTE does not voluntarily agree to the terms of the contracts. AT&T 
also objects to the GTE’s refusal to sign agreements unless required to do so by a state 
commission. AT&T, Beasley Affidavit at 10-12. 

Response: GTE has argued for inclusion of language on the non-voluntary nature of the 
obligations in the interconnection agreements in order to maintain its right to appeal and to avoid 
any allegation that it has somehow acquiesced in all of the terms of the contract. The PUC- 
approved contract, not the arbitration order, is the underlying document on which review is 
sought. GTE’s concern is that, without such a statement in the contract, a federal district court 
may find that GTE must comply with the terms of the interconnection agreement as a matter of 
contract law, regardless of the requirements of the Act. Similarly, GTE signs interconnection 
agreements only when ordered to do so by the state commission so that GTE can preserve its 
right to legal review. Importantly, no delay in the implementation of interconnection agreements 
results from GTE’s positions. 

Reciprocal Compensation 

Allegation: Hyperion asserts that “GTE has refused to pay Hyperion’s affiliate in 
Pennsylvania reciprocal compensation charges for local calls, including calls that Hyperion has 
terminated to Internet service providers, notwithstanding a Pennsylvania Commission ruling to 
the contrary.” Hyperion at 21. 

Response: This statement is misleading. GTE pays reciprocal compensation for local 
calls. However, GTE has not paid reciprocal compensation for calls terminated to Internet 
service providers. GTE believes that such traffic is interstate, not local, and therefore is not 
subject to reciprocal compensation. Hyperion fails to note that it provided no basis for GTE to 
determine which calls delivered to Hyperion were truly local and which were passed on to an 
ISP; nor does Hyperion disclose that GTE has agreed to compensate it for truly local calls 
pursuant to a mutually agreed-upon percentage. In addition, the Commission has been 
considering the jurisdictional nature of dial-up ISP traffic and is expected to issue a decision 
shortly. Finally, the Commission should be aware that the Pennsylvania decision to which 
Hyperion cites was the outcome of a complaint proceeding involving another carrier. It does not 
apply to GTE; indeed, GTE is currently involved in an arbitration with Hyperion in Pennsylvania 
on this and other issues. 
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Other Negotiation Issues 

Allegation: Certain CLECs claim that a number of other GTE negotiation proposals 
were unreasonable. In particular, they mention proposals regarding a mutual agreement to 
review advertising," an environmental hazard provision,'2 conditions for termination of the 
agreement in the event of a sale of the exchange,I3 liability for the negligence of  employee^,'^ and 
universal service-related surcharge~.'~ 

Response: GTE believes that its proposals are valid negotiating positions, and several of 
these terms, or modified versions developed as part of negotiations, are included in GTE 
interconnection agreements approved by state commissions. Further, since all terms included in 
interconnection agreements are either mutually agreed to by the parties or mandated by a state 
commission in the arbitration process, there is no reason for the Commission independently to 
evaluate negotiation proposals, nor are they relevant to the merger. 

Litigation Positions 

Allegation: MCI asserts that because some of GTE's appeals were initially found to be 
premature, they were designed solely to cause delay. MCI at 12-13. 

Response: GTE vehemently disagrees with such claims. GTE's appeals represented a 
legitimate legal position in a developing area of law. When parties began appealing state 
commission decisions, it was unclear at what point it was necessary to appeal to federal court 
under the Act and distinctly possible that courts would find that failure to appeal state arbitration 
decisions (as opposed to state orders approving arbitrated agreements) would result in a waiver 
of rights. 

Allegation: MCI and AT&T claim that GTE's appeals of interconnection agreements are 
meritless. MCI at 12; AT&T at 16. 

See, e.g., CTC Comments at 19-22; RCN Comments at 10-12. I 1  

Id. 12 

Id. 13 

Id. 14 

'j 

Beasley Affidavit at 10-1 1; State Comments at 7; CTC Comments at 23-26. 
Sprint Comments at 13; US Xchange Comments at 5-6; AT&T Comments at 11-15, 
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Response: GTE had a substantial legal basis for each of the issues it appealed. 
Moreover, the courts have found in GTE’s favor on a multitude of issues. See, e.g., MCImetro 
Access Transmission Services v. GTE Northwest, Case No. C97-742WD (W.D.Wash. July 7, 
1998); MCI Telecommunications Corp., et al. v. Pacific Bell, et al., GTE California Incorporated 
v. Conlon, AT&T Communications of Califomia, et al., GTE v. Conlon, MCI 
Telecommunications Corp., et al., Nos. C 97-0670 SI, C 97-1756 SI, C 97-1757 SI, 1998 U.S. 
Dist. LEXIS 17556 (N.D. Cal. Sept. 29, 1998). The assertion that GTE has appealed 
interconnection decisions to “intentionally delay the resolution of interconnection issues between 
it and CLECs” (MCI at 12) is wholly without foundation. 

111. GTE HAS FULFILLED ITS OBLIGATIONS UNDER THE 1996 ACT AND 
ITS INTERCONNECTION AGREEMENTS. 

OSS Ordering and Provisioning 

Allegations: GST alleges that GTE’s National Open Market Centers (NOMCs) have 
delayed implementation of orders for resale, interim number portability, and unbundled loops 
due to “impediments and inefficiencies” in order handling. GST, Thomas Affidavit at 2-5. GST 
also points out, however, that “GTE has begun the implementation of an on-line ordering system 
in which orders are submitted electronically to GTE. Thus some progress toward a more robust 
OSS is being made.” GST, Thomas Affidavit at 5. Sprint alleges that GTE is rejecting a high 
number of LSRs in error. Sprint, Brauer Affidavit at 19-20. 

Response: T h s  issue has arisen under GTE’s interconnection agreements and therefore 
should be resolved under the dispute resolution mechanisms in those contracts. In any event, 
however, GTE has worked extensively with GST and Sprint to resolve these matters 
cooperatively. Through monthly troubleshooting meetings with many CLECs, GTE has worked 
to improve the accuracy and completeness of CLEC orders and moved to improve its own 
processing procedures. GTE has offered extensive training to its own personnel and CLEC 
employees to improve efficiency. 

The processes involved in providing third-party access to the functionality of legacy 
systems are complex and new. GTE therefore continually looks for ways to improve wholesale 
ordering processes To this end, GTE has implemented enhancements that permit orders to be 
submitted electronically (over the WISE web-based graphic interface processing system) rather 
than via fax if the CLEC so chooses.]‘ All that is required is a computer, an electronic certificate 

GTE notes that the constantly evolving systems and interfaces for ordering, while 16 

ultimately improving performance, do create the potential for glitches during transitions and 
upgrades. In some instances on complex matters, supplemental forms are required after the 
initial form is submitted. 
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for verification purposes, and Intemet access. In fact, GST has volunteered for GTE’s new Beta 
processing system and utilizes the WISE interfacing system. Today, 100 percent of orders can 
be submitted electronically. All of GTE’s regions have electronic access now and all should 
have substantial electronic flow-through for simple resale by mid-year 1999. GTE has 
established these issues as a priority and plans to have electronic flow through for as many order 
types as possible by the end of 1999. 

Allegation: Sprint claims that GTE has “bill[ed] . . . its own retail intraLATA toll to 
Sprint’s California local end user subscribers.” Sprint, Brauer Affidavit at 18. Sprint also claims 
GTE has been slow to respond to the problem. 

Response: GTE has worked extensively with Sprint in an effort to resolve these billing 
issues. There were initial problems with billing as a result of updating the relevant routing tables 
and upgrading GTE’s legacy billing systems. When efforts to reach a technological solution 
failed, GTE developed a manual work-around in an effort to prevent duplicative billing. As a 
result of these initial mishaps, GTE has sent written apologies to affected customers. GTE 
continues to conduct a manual review of customers’ statements to ensure accurate billing. 

Needless to say, a manual solution is not ideal for GTE or Sprint. Indeed, t h s  approach 
consumes considerable GTE resources at significant expense to the company. GTE has 
assembled a team to address the routing tables issue and their work is now 85-90 percent 
complete. GTE hopes to have a full technological solution to this billing problem in the near 
future.” 

Allegation: Sprint charges that GTE has failed to provide an automated interface to CSR 
data and access to the unbundled network elements platform. Sprint, Brauer Affidavit at 9-1 0. 

Response: As a preliminary manner, GTE never agreed to make UNE platforms 
available, and the Eighth Circuit has ruled that a “rebundling” requirement is contrary to the Act. 
As for CSR access, Sprint opted into AT&T’s interconnection agreement, which does not 
currently provide for CSR access in the way Sprint would prefer. If Sprint wished to make 
automated access to CSRs a higher priority, it was free to negotiate a different agreement. 

l 7  Sprint claims that a court action was filed by a customer as a result of these billing 
difficulties and that GTE was found to be responsible. However, prior to the customer filing this 
complaint in small claims court, GTE had already credited the customer for the amounts at issue 
and the court found that the relevant damages were less than $100. 
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Carrier-Specific Allegations 

Sprint, GST, US Xchange, and Hyperion raise a number of company-specific concerns 
related to interconnection agreements with GTE. GTE is committed to worlung cooperatively 
with these companies to resolve these matters. If a negotiated resolution cannot be reached, these 
interconnection agreements have specific procedures in place for resolving these issues through 
state commissions, when necessary. In light of these procedures and the unrelated nature of these 
allegations to the merger itself, the Commission should not entertain these claims. 

Sprint 

Allegation: Sprint claims that GTE refused to provide marketing information for ADSL 
such as average loop length, percentage of customers located within 18,000 feet of a central 
office, and the percentage of customers that reside behind a DLC. Sprint, Brauer Affidavit at 20. 

Response: GTE does not have a database with this type of information and is under no 
obligation to create one. Nonetheless, GTE is in the process of developing a database that 
includes this information and will make it available to Sprint and other CLECs as soon as 
practicable. In the interim, requests from CLECs for xDSL-capable loops will be handled like 
GTE’s intemal requests: GTE will assess t e c h c a l  feasibility on a case-by-case basis. 

Allegation: Sprint asserts that GTE’s collocation policies regarding DSLAMs and 
billing for power feeds are unreasonable. Sprint, Brauer Affidavit at 24’27. 

Response: GTE’s collocation policy is consistent with the Act. GTE permits collocation 
for transmission and concentration functions, but not for switching or other intelligent router 
functions. See 47 U.S.C 8 251(c)(6). As for power feed pricing, unlike other carriers, GTE does 
charge separately for the A and B feeds, but at half the price for each feed. Thus, GTE’s two 
charges (for A and B) are roughly equal to other carriers’ single power feed charge. This dispute 
therefore concerns only rate structure, not rate levels or overcharging. 

Allegation: Sprint alleges that GTE charges Sprint three times the amount that it charges 
its own end users for a PIC change because of the service order charge. Sprint, Brauer Affidavit 
at 19. 

Response: GTE charges all customers (both its own and CLECs’) the same PIC change 
charge. GTE also collects a service order charge for all LSRs pursuant to the state-arbitrated 
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AT&T interconnection agreement opted into by Sprint. Processing of LSRs imposes costs on 
GTE, which GTE has a statutory right to recover.” 

GST 

Allegation: GST asserts that GTE has had a number of switch translation and routing 
problems. GST also asserts that GTE violated the terms of the interconnection agreements by 
requiring GST to submit an Access Service Request (ASR). GST, Thomas Affidavit at 5-8. 

Response: GTE has required an ASR in order to implement new or additional local 
interconnection trunks because the LERG data may be ambiguous or inadequate to ensure 
accuracy. Specifically, the LERG does not cover all types of routing in all cases; rather, it 
assumes one set of point-to-point routing. If a CLEC has multiple trunk groups coming into an 
access tandem with multiple routing requests, the LERG infomation alone will not result in 
accurate routing. GTE therefore had to require completion of an ASR in order to get the detailed 
information necessary. Nonetheless, GTE has worked with GST to make ordering processes as 
efficient as possible and is developing a new form that provides the information needed to 
supplement the LERG without necessitating CLECs to complete an ASR.’’ 

Allegation: GST alleges that GTE failed to conduct a comprehensive review of southern 
California switches in response to routing and translation problems and that a number of 
customers have been improperly billed as a result. GST, Thomas Affidavit at 8-9. 

Response: GTE’s techmcal support operations have worked with GST to resolve these 
issues. GTE believes this comprehensive process has alleviated these concerns; in fact, GST 
called to praise the GTE support personnel. 

Allegation: GST contends that GTE unfairly required it to move from two-way to one- 
way trunking. GST, Thomas Affidavit at 9-1 1. 

Response: GTE has not backed away from its contractual commitment to two-way 
trunking. Under existing arrangements using bill and keep rather than mutual compensation, a 

Sprint also asserts that a large number of directory listing orders have been rejected for 
invalid reasons or for reasons undeterminable by Sprint. Sprint, Brauer Affidavit at 28. GTE has 
established a team to address initial coding problems with CLEC directory listing information. 
In addition, GTE has removed any false rejects from Sprint’s contractual reject percentages. 

See Letter from William R. Santos, GTE Account Management to Brian D. Thomas, Vice 19 

President, Inter-Company Relations, GST (December 2, 1998). 
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two-way trunking arrangement functions well. However, GTE’s Nortel switches are not capable 
of measuring traffic for purposes of reciprocal compensation in a two-way environment. 
Therefore, one-way trunking is necessary to ensure accurate measurement for the reciprocal 
compensation arrangement requested by GST. As acknowledged by GST, GTE is now handling 
pending two-way orders for trunks and has agreed to resolve the measurement problem in the 
future. On October 30, 1998, Monte Marti, GTE’s Manager for Industry Management, sent a 
letter to GST outlining his understanding of the parties’ joint agreement on handling two-way 
trunking issues. GTE has not yet received a full response. 

Allegation: GST claims that GTE was responsible for delays in customer installations 
and network grooming. GST, Thomas Affidavit at 1 1. 

Response: These delays were largely the result of GST internal issues. GST records and 
instructions regarding specific trunks were not in order and delayed their Hawaiian grooming 
projects. Other delays results from GST’s failure to have collocated equipment in place and 
operational. GTE is prepared to move forward with testing and tuning up GST’s network 
trunlung, but GST does not yet appear to be ready to proceed. 

Allegation: GST sets forth various problems with ordering unbundled loops in Honolulu. 
GST, Thomas Affidavit at 1 1 - 13. 

Response: This was an isolated incident that has been resolved. This GST request was 
the first unbundling order handled by GTE’s Honolulu technicians, who required technical 
assistance. Today, GTE’s Honolulu techcians are trained to address UNE orders, and GST’s 
subsequent orders have been processed properly. 

Allegation: GST contends that there were various problems with migrating the NXX 
code assigned to March Air Force Base from GTE to GST. GST, Thomas Affidavit at 13-14. 

Response: This was the first such request in the GTE West Area. In addition, the 
interconnection contracts at issue did not provide for this type of transfer. Thus, GTE did not 
have a procedure in place to address these requests. Nonetheless, the transfer was made. The 
clarifying letter between the parties simply affirmed the propriety of the full NXX migration and 
established that GTE did not become bound by this initial transfer to any particular process for 
handling future NXX migrations. 
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US Xchange 

Allegation: US Xchange states that, in Indiana, GTE failed to establish points of 
interconnection (POI) within 120 days and to provide 9 1 1/E9 1 1 information and coordination. 
US Xchange at 16. 

Response: The delay in implementation of the points of interconnection resulted from 
the decision by US Xchange to alter its type of interconnection cable. GTE and US Xchange 
discussed the POI issues throughout the process and both parties agreed to the revised schedule. 
As for 9 1 liE9 1 1 systems, GTE never “refused to coordinate arrangements” for interconnection. 
Rather, any delay resulted ftom US Xchange’s failure to identify properly the implicated CLLI 
codes and the fact that US Xchange was the first carrier to request 91 1/E911 service from GTE in 
Indiana. 

Hyperion 

Allegation: Hyperion claims that “GTE has ... attempted to maintain its monopoly 
position in its service areas by ensuring that business customers who need essential services 
commit to long-term service contracts with punitive termination penalties if the term of the 
agreement is not met,” and that GTE has opposed a “fresh look” right for such customers. 
Hyperion at 24-25. 

Response: Hyperion’s argument is without foundation for two reasons. First, the use of 
long-term contracts with termination penalties is a legitimate competitive tool used in a variety 
of industries, including telecommunications. Under GTE’s tariffs (which, of course, are 
reviewed by the Pennsylvania PUC), GTE makes available discounts on certain services for 
customers wishng to commit to one-, thee-, or five-year terms. The discounts reflect cost 
savings realized by GTE as a result of having predictable demand and the return on capital on 
contracts where special construction is required. If a customer wishes to terminate prior to the 
end of the service term, it is subject to a tariffed early termination charge that assures GTE of the 
revenue stream it anticipated in establishmg the applicable term discount. That charge is not 
punitive; nor is it intended to deter customers from switching to a competitor. Indeed, term 
discounts have been in place for years, long before the advent of substantial competition. 

Second, as Hyperion acknowledges, the issue of whether customers should be entitled to 
get out of their term commitments without making GTE whole is pending before the 
Pennsylvania PUC. See Hyperion Susquehanna Telecommunications v. GTE North 
Incorporated, Pa. PUC Docket No. C-00981575 (filed May 7, 1998). That issue is entirely 
unrelated to this merger, is not appropriate for consideration in this proceeding, and is outside the 
Commission’s jurisdiction, since it concerns the provision of intrastate service. See 47 U.S.C. 
$ 152(b). 

16 



IV. SERVICE QUALITY ISSUES ARE OUTSIDE THE SCOPE OF THIS 
MERGER AND IN ANY EVENT ARE BEING ADDRESSED BY GTE. 

Two parties - the Texas Public Utilities Commission (“PUCT”) and the New Jersey 
Coalition for Local Telephone Competition (“New Jersey Coalition”) - urge the Commission to 
consider the quality of service provided by GTE’s telephone operating companies as part of t h s  
merger proceeding. Neither party, however, has shown that the merger will diminish GTE’s 
service quality in any way. By sharing best practices, GTE and Bell Atlantic both expect to 
improve the service levels provided to their customers. Moreover, service quality issues already 
are being addressed by the PUCT (as well as the other state commissions that regulate GTE’s 
telephone operations). Consequently, there is no reason for the Commission to consider the 
petitioners’ claims in t h s  proceeding, although GTE discusses them briefly below. 

Service Quality in Texas 

Allegation: The PUCT claims that GTE has historically failed to provide adequate 
customer service in Texas and that the number of complaints is increasing. PUCT at 3-4. In 
addition, on December 17, the PUCT filed “Supplemental Comments” attachng “a detailed 
analysis of GTE-SW’s service quality performance from the first quarter in 1996 through the 
second quarter in 1998” and reiterating its request that “a commitment by GTE-SW to improve 
its service quality performance be a precondition to approval of the merger.” PUCT 
Supplemental Comments at 1, 2. 

Response: GTE disagrees with the contention that it has failed to provide adequate 
customer service. Because of the low customer density of its service areas in Texas, GTE has 
more plant per customer - and, therefore, more plant-related complaints per customer - than 
some of the larger LECs, such as Southwestem Bell. In fact, GTE’s average number of 
customers per square mile in Texas is one of the lowest in that state and is significantly lower 
than that of most RBOCs. However, GTE’s customer service compares favorably with that of 
other carriers of similar size to GTE serving similar exchanges. Continual improvement of 
customer service has always been a high priority for GTE. In 1991, GTE re-engineered its 
customer service processes and moved testing and switching equipment to the desks of the repair 
clerks (Le,, the employees receiving trouble or repair calls). The objective of this approach is to 
ensure that there will be no more than two GTE employees involved in solving any one 
customer’s problem. As a result of this effort, GTE has dramatically reduced the average time it 
takes to solve a customer’s problem from 11 hours to approximately three hours. 

GTE has also put tremendous efforts into improving the quality of its network. In each of 
the last few years, GTE has invested approximately $240 per customer in its Texas network. The 
h i t s  of this investment are clear. In Texas, GTE is the largest carrier with 100 percent digital 
switches. In addition, GTE has met or exceeded all of its network upgrade obligations under the 
Texas Public Utility Regulatory Act (“PUM”) and is on schedule to complete its fiber and 
digital program in 1999. Moreover, GTE now has fewer troubles per one hundred lines than 
Southwestem Bell or Sprint, despite the fact that GTE service areas have lower customer density. 

Although GTE’s efforts to improve its customer service and network have led to 
significantly improved service, they have not yet resulted in the level of service that GTE 
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continually seeks to provide. To ensure futher improvement, GTE is continuing its investment 
in both its customer service and network facilities. To this end, GTE has identified four areas on 
which it will continue to focus its efforts: 

0 communications with customers; 
0 meeting commitments (including installation intervals and resolution of billing 

disputes); 

reduction of cycle time on “non-fielded” activities (those where there is no need to 
dispatch a techmcian, such as the addition of vertical features); and 

reduction in the number of re-work tickets. 

0 

0 

To ensure that GTE employees recognize the importance of improving customer service, 
customer satisfaction will be firther emphasized in determining all 1999 management 
compensation. The merger with Bell Atlantic will only strengthen GTE’s commitment, as Bell 
Atlantic has consistently made customer service a top priority. GTE believes that its continued 
investment in customer service and network facilities will ensure that it is able to provide its 
customers with even more dependable and higher quality service. 

Indeed, examining Attachment A to the PUCT’s Supplemental Comments shows that 
GTE’s overall service quality easily meets or exceeds all of the PUCT’s service quality 
standards. As an initial matter, as the PUCT acknowledges, all GTE customers in Texas (like all 
GTE customers nationwide) are served by digital switches. Approximately 8 1 percent of GTE’s 
Texas customer have access to ISDN capability and all customers are expected to have such 
access by the end of 1999. Specific analysis of Attachment A further reveals that: 

0 The number of surveillance reports filed by GTE-SW has declined each year since 
1996. See Table 1.1. Surveillance reports are filed when performance in a given 
exchange is below the value established in the PUCT’s service quality rules. 

0 On a state-wide basis, GTE easily surpasses the PUCT’s standard for percentage of 
regular orders completed in five working days. In fact, GTE’s second quarter 1998 
performance was the highest it has been since reporting commenced. It is true that, in 
8 of GTE’s 474 exchanges in Texas, performance did not meet the PUCT’s standard. 
In some cases, the non-compliance was due to causes outside GTE’s control, such as 
weather. GTE’s dispersed service territory was hit by two major hurricanes and 
substantial flooding withn the relevant period. Nonetheless, GTE is continuing to 
take steps to improve its performance. 

0 GTE has virtually eliminated the number of regrade orders held over thirty days, with 
a total of 6 in the first half of 1998. The PUCT’s standard (regrade held orders not 
greater than 1 percent of access lines in any months) equates to a compliance level not 
to exceed 19,000 orders. See Figure 1.5. 

0 On a company-wide basis, GTE has far exceeded the PUCT’s standard for percentage 
of installation commitments met. See Figure 1.3. Nonetheless, in 15 exchanges out 
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of the 474 served by GTE in Texas, surveillance reports were filed. 
continue to take steps to improve its performance. 

GTE will 

0 As the PUCT’s report demonstrates, GTE-SW has met the minimum requirements for 
operator assistance answer time in every quarter except the second quarter of 1996. 
The PUCT notes that GTE’s “performance has deteriorated compared to the fourth 
quarter of 1996,” but the overall decline was from 2.14 seconds to 2.68 seconds - still 
well below the 3.3 second reporting threshold. See Figure 1.6. 

Similarly, GTE has met the standard for directory assistance answer time for every 
quarter except the second quarter of 1998. The PUCT notes deterioration compared 
to the first quarter of 1997, but GTE’s most recent performance (4.98 seconds) is still 
well below the reporting threshold (5.9 seconds). See Figure 1.7. 

0 GTE’s performance on percentage of business office answer time within twenty 
seconds has met or surpassed the PUCT’s standard every quarter since the first 
quarter of 1997. See Figure 1.8. 

0 Likewise, GTE has easily surpassed the PUCT’s standard for percentage of repair 
service answer time within twenty seconds every quarter since the second quarter of 
1996. See Figure 1.9. 

0 In one of the most important service quality measures and a leading indicator of 
network quality, GTE’s state-wide number of trouble reports per 100 access lines has 
consistently been well below that PUCT threshold - e.g., 1.67 in the second quarter of 
1998, compared to the standard of 6. The PUCT suggests that “the averaging of 
performance indicator in this category may indeed be masking poor performance in 
smaller exchanges located in low density rural areas,” but nonetheless acknowledges 
that no surveillance reports have been filed, which indicates that performance in 
individual exchanges (including rural exchanges) has been good. In addition, GTE’s 
performance in this areas exceeds that of any major carrier in Texas. See Figure 1 .lo. 

0 GTE has comfortably met the standard for percentage of out-of-service complaints 
cleared within eight working hours. While GTE has filed surveillance reports in 38 of 
its 474 Texas exchanges, it continues to work to improve responsiveness. See Figure 
1.1 1. Again, GTE’s performance exceeds that of the larger carriers in Texas. This is 
a si,@ficant accomplishment given the dispersed nature of GTE’s network in Texas. 

In short, while GTE remains committed to continuing its efforts to improve service levels 
throughout Texas, the record fails to reveal any pervasive problems and, in fact, shows that in 
several key areas, GTE is a leader among carriers serving Texas. Certainly, there is no basis for 
conditioning approval of the merger on commitments to improve service quality. GTE is already 
committed to doing so, and it believes that the record shows both that those efforts are workmg 
and that the merger will further enhance quality in Texas and the rest of GTE’s service territories. 
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Finally, the PUCT has ample authority to address its particular issues, and GTE will continue to 
work closely with the PUCT to satisfy its concerns. 

Diversion of Resources 

Allegation: The PUCT states that it fears the merger could divert resources away from 
improvements to GTE’s network and customer service. PUCT at 4. 

Response: There is no basis for t h s  concem. GTE has already made its capital plans to 
invest in its Texas network and the merger will not affect these decisions. In addition, GTE will 
continue to be subject to PURA obligations and has budgeted sufficient resources to meet them. 
Moreover, as explained above, Bell Atlantic regards customer service as a top priority, so the 
merger will only strengthen GTE’s commitment to its network and its customers. 

Selling Exchanges 

Allegation: The PUCT also expresses concem that GTE’s plans to sell some of its 
exchanges in Texas will result in increased pressure on the state’s universal service fund. PUCT 
at 4. 

Response: This concem is unwarranted. The exchanges GTE plans to sell have recently 
undergone extensive modernization so that they exceed the standard needed to meet universal 
service requirements. These exchanges have 100 percent digital switches and, despite their rural 
character, are completely one-party service. In addition, before these exchanges are sold, GTE 
will invest another $23 million to install ISDN and interoffice fiber and eliminate all open wire. 
Thus, there will be no need for the Texas universal service fund to finance any improvements to 
these exchanges to ensure customers in these areas continue to receive excellent service. 

J.D. Power Survey 

Allegation: The New Jersey Coalition states that, “[iln a J.D. Power and Associates 
survey on the quality of local phone service, GTE ranked last among local phone companies.” 
New Jersey Coalition at 3. 

Response: The New Jersey Coalition’s allegation is incorrect and fails to disclose that 
GTE’s quality improved more in the past year than any other company included in the survey. 
As an initial matter, GTE did not rank last. In fact, with the exception of Cincinnati Bell and 
Southem New England Telephone Company (both of which serve densely populated, compact 
territories), GTE (along with Sprint and Frontier) was the top-rated independent telephone 
company.Lu 

It is true that GTE was rated lower than the RBOCs. This is not a surprising finding, 20 

(Continued.. .) 
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Of course, GTE is not satisfied with its rating and will continue to strive to serve its 
customers better. Those efforts already are producing results. Between the 1997 and 1998 
surveys, GTE improved more than any other telephone company. The largest improvements 
came in the Cost of Service, Operators, Billing, and Calling Card categories, but GTE showed 
gains in every area measured by the survey. GTE expects that its performance rating will 
continue to increase and that the merger will enable it to provide even better service, as it 
incorporates best practices from Bell Atlantic into its customer service operations. 

(...Continued) 
however, since those companies generally serve more urban territories where it is easier to 
perform maintenance and repair functions. Indeed, notwithstanding this difference in their 
operating territories, it is noteworthy that the largest gap between GTE and the RBOCs was in 
the extremely subjective “Corporate Image” category. 
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