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Pursuant to Rules 25-22.029 and 25-22.036 of the Florida Administrative Code, the
Communications Workers of America (CWA) petitions to intervene and submits this Protest of
the Commission’s Proposed Agency Action in Docket No. 971604-TP, the request for approval
of transfer of control of MCI Communications Corporation to TC Investments Corp., a wholly-

owned subsidiary to WorldCom, Inc. db/a/ LDDS Worldcom.

CWA represents more than 630,000 workers nationally, including 20,000 workers in Florida, the
majority of whom work in tolecommunications. CWA members are also consumers of

telecommunications services.

The Commission should hold formal proceedings on the impact of the Applicants’ request for
transfer of control of licenses from MCI Communications Corporation to WorldCom, Inc. The
proposed merger raises important public interest concerns that the Commission should carefully
céndduinthemoﬁmmﬂ proceedings. On the merits, the Applicants fail to demonstrate
the proposed merger between MCI and WorldCom, Inc. would benefit Florida consumers, for
numerous reasons, including the following:

(1)  The proposed merger would adversely affect the development of competition in the local
exchange residential and small business market. The merged entity’s business plans
indicate that it plans to reduce national spending in the iocal loop by a total of $5.3 billion
over the next four years, compared to pre-merger planned local loop investments by MCI
and WorldCom.



3)

4)

'
' . .

The proposed mesger would harm the provision of quality service at affordable rates over
the public switched telephone network in Florids. Thus, it would not serve to maintain
nor to improve the quality of service available to consumers in Florida, particularly those
in high-cost areas. Rather, the merged entity's focus on serving business customers in
urban areas will shift significant revenues from the public switched network to the private
MCI-WorldCom network. It will increase access charge bypass by high-value business
customers. In response to the sharp reduction in revenues in the local exchange, there will
be increased prossure to raise local residential rates, to reduce investment in the public
switched network, or both.

would control shout 63 percent of the United States Internet backbone market. Thus, the
proposed merger would adversely affect competition in the Internet access market. The
merged entity’s market power to set prices for and access to the Internet, particularly in
high-cost rural areas in Florida.

The proposed merger would not benefit state and local economices, local communities, and
would result in job loes and reduced living standards for telecommunications workers.
The merged entity's planned reduction in network investment and sales and marketing
expenses will result in significant loss of telecommunications jobs in the state of

Florida.
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IL l'hcrnl;ood Merger Will Delay Development of Competition in the Local Exchange
Residential and Small Business Market.

A. MCI Befere the Preposed Merger with WorldCom Was the Most Aggressive
Potential “Precinded” Competitor in the Local Exchange Residential and Small
Business Market
The proposed merger would have an ant.-competitive impact in the local exchange residential and
small business market. First, it would .educe investment in facilities in the local exchange.
Second, as explained in detail below, it would eliminate MCI as an aggressive potential
competitor to break the local bottleneck in the residential and small business local exchange

market.

Before merger plans were announced, MCI had been the most aggressive among long distance
carriers in its plans to build facilities to compete for residential and small business customers in the
local exchange. The company announced plans to spend $2 billion to build local facilities, with
plans to enter residential and small business markets in 31 cities in 1997 and 75 cities in 1998."
“We plan to serve residential customers with our local networks,” MCI President and Chief
Operating Officer Timothy F. Price announced.? Analysts noted that among the long distance
companies, “only MC] was interested in spending real money on local wires and switches.”> MCI

! Standard & Poors, Telecommumications: Wireline, Sopt. 25, 1997, p. 13.

#“Onc Year After Telocom Act: MCI Aggressively Expands Local Service; Brings Local Networks 1o Six New
Cities, Plans Local Service for Residestial Customers in More States; MC1 Commitied (o Serving Local Customers
Nationwide,” Feb. 6, 1997 (bttp//werw.mcl.com/meisearch/about. .. rests/publicpol/press/970206. himl).

* Robert Crandall, “MCI Played the Regulation Game and Lost,” The Wall Street Jowrnal, Nov. 27, 1997.
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Total

$500 million

$700 million

$1.2 billion

$3.3 billion

$700 million

$57S million

$450 million

$300 million

$2 billion

$1.2 billion

$1.2 billion

$1.4 billion

$1.5 billion

$5.3 billion

Source: WorldCom Form 8$-K, Exhibit 99.3, “MCl and WorldCom Analysts Presentation Given on Nov. 10,
1997.7

MCI and WorldCom describe these reduced local loop investments as “synergy” savings, savings
to be realized as a result of the merger. MC1 and WorldCom break thess “synergy” savings into

two broad categories: operating cost ssvings and capital expenditure savings."

Operating Cost Savings. MCI and WorldCom identify a line item among operating cost savings
called “MCI local savings.” The merged entity anticipates MCI local operating cost savings of
$500 million in 1999, rising to $1.2 billion in 2002."

In their public announcements and SEC filings, MCI and WorldCom do not identify anticipated
MCI local operating cost savings in 2000 and 2001. However, interpolating from the 1999 and
2002 figures that are provided in the financial d~cuments, onc might conservatively estimate
planned savings in the range of $700 million in 2000 and $900 million in 2001. Based on this
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shift in MCI's business strategy away from the residential and small business local exchange

market."*

There is stroag evidence that prior to the announcement of its planned merger with WorldCom,
MCI planned to enter the local exchange residential and smalt business market with an aggressive
local build-out and marketing commitment.'" These plans will be scrapped over the next four
years by the merged entity with its “religious focus” on the medium- and large-sized business

customer.

Thus, the merger will eliminate the strongest potential precluded competitor for facilities-based
competition in the residential and small business local exchange market. In addition, it reduces
the number of competitors in the local exchanges in Florida's metropolitan centers. Today, MCI-
Metro and WorldCom (through its MFS subsidiary) provide local exchange services in Miami,
Orlando, and Tamps. The merger will reduce the number of competitors in these locat business

markets.

!* There are other financial signs that the marged entity would reduce MCI's pre-merger planned investient in
local facilitics. The merged catity will have a sigaificant debt overhang as a result of borrowing $7 billion o
purchase British Telecom’s MCI stock, reducing cash fiows that might have otherwise boen available for
EXpansion. .

' “One Year Afer Telocom Act: MC1 Aggressively Expands Local Service, Brings Local Networks 10 Six New
Citics, Plans Local Servioe for Rosidential Castomers in More Siates; MCl Committed (o Serving Locat Customers
Nationwide.”
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B. The Increase in Access Charge Bypass by the Merged Entity Will Undermine
Provision of Quality Service at Affordable Rates

A merger between MCI and WorldCom would undermine the provision of quality, affordable
service on the public switched telephone network in two ways. First, as discussed above, the
merged entity’s vertically integrated network in the major urban centers would ensble it to bundle
exchange access, long distance, and Internet access to business customers and shift a substantial
portion of revenues off the public switched network. Incumbent local exchange carriers are
currently unable to provide similar packages due to a variety of regulatory and legal barriers,
including regulated access prices and restrictions under the Telecommunications Act of 1996

Section 271 against providing long distance sesvice. ™

Second, the merged entity’s vertically integrated network would accelerate access charge bypass.
Nationwide, MCI and WorldCom estimate “synergy”” savings in “domestic line costs” of $1.5
billion in 1999 and $1.2 billion in 2002.2 While MCI and WorldCom do not explain the source of
these “domestic line cost™ savings, it is most likely that the savings derive from access charge
bypass. Assuming savings in 2000 and 2001 of $1.3 billion and $1 .4 billior., respectively, we
estimate the total access charge savings nationally over the four years comes to $5.4 billion. A

substantial portion of those savings will be realized in Florida.

® Section 271 prohibitions on Bell Operating Company entry into long distance are uncertain, pending appeal
of recent court decisions.

" WorldCom, Inc. Form 8-K submitted (o the Securities and Exchange Commission, Nov. 9, 1997, Exhibit 99.3,
Analysts Presentation Given on November 10, 1997, pp. 25-26 (hereinafter WorldCom Porm 8-K. Exhibit 99.3).
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IV.  The Prepesed Merger Would Adversely Affect Competition in the
Internet Access Market.

A. The Morged Eatity Would Dominate the Internet Backbone Market

The evidence demonstrates that the merger would adversely affect competition in the Internet
access market by combining two of the three largest Internet backbone providers.

The Internet is composed of two distinct markets: 1) Internet service providers (ISPs) that
connect end users (customers) to the Internet primarily through dial-up or dedicated connections,
and 2) Internet backbone providers that inter-connect with the ISPs to pass traffic across the
country and around the globe. (See “Conceptual Overview of the Internet,” Attachments.)

While today there are about 4,500 ISPs nationwide, there are only a small number of national
backbone providers. A natiomal Internet backbone provider is defined as one that maintains &
packet-switched national data network with DS-3 (45 Mbps) or higher spoeds, peers
(interconnects) with other netw ks on both coasts, and is able to carry data traffic from the
originating to the terminating user without having to purchase Interne* access from any other

company.

Today, a handful of companios dominate the Internet backbone market. The only publicly
available market share data on the Internet backbone market is that collected by Boardwaich

magazine.
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connected to the network and S5 percent of all ISP connections.* (See Table 3 below.) The
merged WorldCom-MCI would have twice the market share of Sprint, the next iargest backbone
provider, with all others trailing fiar behind.

‘Table 3. Internet Backbone Providers
% of ISPs

% of total
connections

WorldCom 2,454 63.7% 55.08%

Sprint [P Sves 1176 30.53% 26.30%

AGIS 303 7.87% 6.80%

BBN 189 4.90% 4.24% I

Source: Boardwatch, June 1997.
Totals add up to more than 100% because some ISPs are connected to more than
one backbone.

Thus, the proposed merger would reduce competition in the Internet backbone provider market
among the most significant market participants in three ways. First, it would eliminate MCI which
is WorldCom’s largest major competitor. Second, it would create a market dominated by one
powerful provider, with almost two-thirds of the market share. Third, it would leave the market
with only two significant market participants. This would adversely affect competition by creating
one backbone provider with the ability through unilateral or concerted action to exercise market

power to control prices, reduce access, or both.

“id
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The key issue in evaluating Internet dominance relates to the issue of interconnection. Since
privatization of the Internet backbone in the early 19903, there has been no regulatory
requirement that networks interconnect with each other on the Internet. Rather, private network
providers have agreed to intercornect with each other through negotiated “peering
amangements.” These peering arrangements allow Internet sesvice providers and backbone
providers to exchange traffic across regional and national networks.

When the Internet backbons industry was small and fragmented, there was free peering among the
many backbones and ISPs. The voluntary peering arrangements worked well, sparking
tremendous growth and innovation on the Internet. The number of Internet users doubles every
four to six months, growing from 9 million customers in 1995 to 30-35 million today. Analysts
predict that there will be half a billion Internet users worldwide in the year 2000, with revenue
growing from one billion dollars in 1995 to $23 billion in the year 2000. Many expect that the
Internet’s packet-switched d:ta network will replace the public switched telephone network as the
predominant communications infrastructure for voice, data, and video.?

As the Internet market matures and concentrates, the large backbone providers convert former
“poers” into “customers” who pay for interconnection. In May 1997, WorldCom broke ranks and

began charging smaller 1SPs and backbone networks not only for Internet transit but also for

® Kevin Swerback, Digital Tormado: The Internet and Telecommunicaiions Policy, FCC Office of Plans and
Policy Working Paper Sevies, No. 29, March 1997, p. 12.
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access to its customer routes.® Smaller backbones and ISPs had little choice but to agree or go
out of business, since refusal meant that their customers could not reach WorldCom'’s customers.
Once WorldCoin instituted this new policy, the other large backbone providers, including MCI,

Sprint, and BBN, followed suit.”’

It is important to stress that it is ir.terconnection, not transport capmty that is the key issue to
consider regarding ease of or barriers to entry in the Internet access market. As long as no one
firm dominates the Internet backbone, it is in the interest of all the national backbone providers to
agree to interconnect with each other on reciprocal terms.  However, should one firm grow so

large, the dominant firm will be able to set the terms of interconnection.

Post-merger, there would be two large Internet backbone providers: the dominant WorldCom-
MCI network and number two Sprint. The merged entity's dominant control over the Internet
backbone market, absent regulatory constraint, would allow it to exercise its market power to
control prices and access to the Internet backbone through unilateral or concerted action.

The merged entity could use its market power to further consolidate Internet access by refusing

interconnection to smaller backbone provid~rs and ISPs; adopting discriminatory pricing in favor

* Bell Atlantic Petition 10 Deny the Applications of WorldCom or, in the Alicrative, to Impose Conditions, /n
the Matter of Applications of WorldCom, Inc. for Transfers of Control of MC! Communications Corporation, CC
Docket No. 97-211, Jan. 35, 1998, p. 8, See alsoUUNet Details Pay ‘Peering’ Policy for Smaller ISPs, TR Davly,
May 12, 1997; R. Barret, “UUNet Sets Official Peering Requirements,” Interactive Week Oniine, May 11, 1997 at
hitp-/fererw. zdnet com/zdan/content/inwa/o5 1 3/inwo000 . html.

"I
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ensure that the merger benefits Internet consumers. Therefore, to protect consumers from the
anti-competitive impact of the merger on the Internet market, the Commission should reject the
Applicants’ request.

B. Quantitative Analysis of Concentration

The U.S. Department of Justics (DQJ) uses the Herfindahl-Hirschman Index (HHI) to conduct a
quantitative analysis that calculates changes in market concentration due to a merger. The HHI

analysis is typically used as a “screen” to identify cases in which a merger significantly aggravates
or creates highly concentrated markets. The results of the HHI quantitative analysis supplement,

but do not substitute for, our more detailed examination of competitive concerns.

The HHI is calculated by summing the squares of the firms’ percentage of the market. According
to the DOJ's 1992 Horizomial Merger Guidelines, a market with an HHI above 1800 is
considered “highly concentrated. "™ In a market with an HHI above 1800, the DOJ generally
regards mergers that increase the HHI by more than 100 points as “likely to create or enhance

market power or facilitate its exercise.”*

* United States Department of Justics & Federal Trade Commission, /992 Horizontal Merger Guidelines, 37
Fed. Reg. 41338, § 1.51(1992).

Yid.
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We estimate that the reduced network build-out in the local and long distance markets, combined
with the reduction in customer service in the local exchange market, transiates into the loss of
75,000 telecommmmications jobs nationwide that would have been created by the year 2002,

absent the merger. We describe the methodology below.

Capital Expenditures. In 2002, the merged entity plans to cut $1.6 billion in capital expenditur s
($1.3 billion in long distance/international/Internet and $.3 billion in local).”? This translates into
the loss of 35,000 jobs. We dexive this figure based on the following methodology. First, we
estimate average annual compensation, including wages and benefits, for non-union
telecommunications craft work at $45,000. Second, we divide the $1.6 billion cut in capital
expenditures by this average annual compensation of $45,000. Rounding down, we arrive at
35,000 jobs lost due to the merger-related cuts in capital expenditures.

Operating Costs. In 2002, the merged entity plans to save $2.5 billion in job-related operating
expenses ($1.2 billion in MC! local savings and $1.3 billion in core sales, general, and
administrative expenses).” We generously estimate that half these savings are non-personnel
related: real estate, advestising budgets, etc. This leaves us with an estimate of $1.25 billion in
personnel-relsted SG&A savings by 200-. We estimate average annual compensation for non-

union sales, marketing, customer service, and clerical occupations at $30,000. We divide the

Bld.
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$1.25 billion cut in personnel-related SG&A expense by this average annual compensation of
$30,000. Rounding down, we arrive at 40,000 jobs lost due to merger-related cuts in SGRA.

Total Telecommunications Job Loss. Thus, we estimate that the total merger-related job loss in
telecommunications due to reduced network investment and operating costs is 75,000 jobs in the

year 2002,

Within weeks after the merger announcement, MCI announced 1,500 lay-offs. It also announced
that it would take pretax charges of more than $200 million for restructuring and job cuts.*

In this ares, too, the proposed merger is not in the public interest. These are reductions from
current employment levels. At the same time that MCI announced the $200 million charge for
jobs cuts, it also announced a $300 million charge to be used to retain top executives. According
to the merger agreement, upon successful compietion of the merger, MCI's top five executives
will get $78.1 million.

Clearly, merger-related “syner,sies” and “efficiencies” that result in job loss are not in the public

interest.

¥ Bloomberg Busincss News, “Corporato-MC! 10 Peel Big Bite of Pretax Charges,” The Commercial Appeal.
24
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The Commission should conduct a formal proceeding on the proposed merger. In hearings,
interested parties including CWA would have the opportunity to present facts regarding the
matters raised in this Protest, as well as other matters regarding the impact of the proposed

merger on the public interest.

Respectfully submitted,
/5'

George Kohl

Senior Executive Director

Research and Development

Communications Workers of America

Dated: February 12, 1998
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

PORM 8-X

CURRENT REPORT
PURSUANT TO SBCTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

Date of Report (Date of earliest event reported): November 9, 1997

WORLDCOM, INC.
(Exact Name of Registrust as Specified in its Charter)

Georgia 0-11258 $8-1521612
(State or Other (Commigsion File  (IRS Employer
Jurisdiction of Number) ldentification Number)
Incorporation)

515 East Amite Stremt
Jackson, Missiesippi 39201-2702
(Addeess of Principal Executive Office)

Registrant's telephone number, including ares code: (601) 360-8600

Exhibit No. 99.3
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Resuming Coverage (f WorldCom With A 2-1 (lpinion; $45 Price Objective

. Over The Next 12 Months
N Kev Reasons We See Our recommendation of WorldCom is based on 8 key reasons which we think
WorrdelCom As A Ney Langr Cup unigusly positions the siock as & key largs cap stock:
Stock Nolding 8 “Growth At A R Sie Price”
sl Crowth Al ¢ Reasonable WorldCom’s current valuation stecks up quise attractively on a number of different
P'rice” Auractive Valuation ~ metrics including PYB (both on & reported besis as weil as cash earsings), P/E v
Refative To S&P 500 And Other growth, EBITDA aad EBITDA %0 growth as detailed in tabls 6 below. In addition,

Long Distance Companies rmm'm-nmu_u‘:ﬁmu:m
disparity -— over four fold — in 5 yesr forecasted growth retes (6% for the S&P
vi. 29% for WorldCom).

__.—-9-- MCI Morger Will Bring 2 Benafits: Significant Cost Savings &
Reduced Intre-Industry Competition:

#2. Merger With MCI Skould  A) Petantial Cost Sovings: We continue 10 setiznate that $2.5 billion in wotal cost
Yield 2 Key Benafity — Coat synergiss (see tbie ! balow) will be realined in the first full yeur ('99) following
Synergies & Reduced e merger with MCL, iscyessing 10 over $3 billios ensually by 2002. The bulk of
Competition thees synergies ase 1 be provided via astwork cost savings, overhead/SO&A
ssvings ss well as & significent cut back in the aggressive looal markst satry plane <
at MCIMetro which are now be redundant 10 existing and planaed MFS and
Beocks CLBC assets and activities. The nst impact on ‘99 earniags is forecasted
st a 25% accywtion 3o EPS (32.00 va. WorldCom “wtand alons™ forecast of $1.60).

. Tebls 1: Est. EDITDA Savings - HC! Merger Only
ﬂa 10 e oM ]
(1]
TS

7 Daito -~ - - TR
intomations! 0 00 1,000 1,300
8084 ¥ | 1 L 1m0
Tow PDA Synecpes 2800 N (]

S Monlll Lywwh sslimaios

D) Reduced inira-industiry Compstition: Mer-ars with MCI aad Brooks will
reduce, on the margin, the level of intrs-industry competition in both the US LD
and local markets via the reduction in the number of major compatiton. In the
LD ssctor, we hope for a slightly more rational approsch o residential marketing
expenditures and pricing with a new focus on profitability, rather than a single
minded pursult of pure murke! share,

— 3 Onthe lacal side, compietion of these two mergers wuuld mean thet MC1's
Matro unit, Brooks and WorldCom's MPS unit would no lunger compete with
oach other. Ws therefors expect that local pricing will fesd alightly less pressure
and that significant overlapping axpenditures (both capital and marketing) wil)
be eliminated.

¥ Wids Investor Appeal:

#3. Wide Investor Appeal: WorldCom's addressable investor bass was vastly expanded 10 onos again include
Attractive P/E Valuation Brings traditional growth investors, many of whom were unsble 10 invest in WorkdCom

. In Traditional Growth due 10 current P/Es in excess of 40x.
Investors
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MC1 Commmmications Corp. would jettison its approximately 20
million residential Jong-distance customers and focus solely on more
proficable business customers if s propossd $30 billion buyout of MCI
goes through, assording 10 & top ofScial of the company that would
maks the purchase.
¢ Jobn Sidgmose, vics chalrman of WoridCom Inc., seld in &
tslophons interview that the residential cusiomers likaly would be
transfersed 1o ofher long-distense companies, potentially including

the regional Bell companies,
qu-ph.bdl.‘.mmmhnunnam
Atlantic customer.”

* Under this scenario, calls would still bs carried by WorldCom
and MCI wires. Dut ths job cf sstting retes, providing operstors and
billing the eustomers would belong 1o the other companies. The
customer would ssver hear the MCI name or deal with the commany.
* WorldCom would "ssli” MCI customers to other long-distance
compenies, who would pay for rights 10 serve established accounts.
Beceuse customers are lagally gusranteed the right to chooss their
Jong-distance provider, they would aot heve to stay with ths company
they were moved 0.
Preciscly when and how all this would coowr is unciesr: Bven
* under ths speediest scenaric, WorldCom would have to wait until next
year to buy MCl. “We're not saying [the and of residential service] is
definitely going 10 happen on day ons,” Sidgmore said. Initially
“we're going 10 market t0 conswmers just liks MC] doss. On ths other
hand, our strategy is not i the consumer busiziess.”
"It's very difficut for us % fiad & way 1o make economic

sense out of the advertising budgets, the cusiomer service
etc., required 10 be ia the consumer business. We might be willing w

Sowce: Washingies Fest, Osteber 3, 1997

WorHCul Would Shifs MCI's Focu. Bidder Plans ...
DOCUMENT 3@ 7

Copyright © 1997 Bow Jonms & Compony, lne. AR Rights Reserved.
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marketplace as being their specialty.”

*  Adamik said thet with MCl, WoridCom is secking the best of both
worids. Jt would retain the high profits that MCT's business cusiomers
generste, plus the guerantesd flow of peyments from other
long-distance companies that used MCT's wires 10 carry residential
calls.

* On Wednesdey, WorldCom mads an unsolicited offer for MCl,
throwing into turmoil year-0ld pians by British Telecomemmications PLC
* to buy the Washington-based Jong-distance gisnt. WorldCom is offering
roughly $9 billion more then BT's lest offer.

MCI officials, who was mesting yesterday 10 plan s resction to
* WorldCom's offer, declined 10 comment on Sidgmore’s remarks.
* By scquiriag MCI, WorldCom would get the nation's

second-lergest long-distance carrier, with $18.5 billion in annua)
* revenus. WorldCom also is imterested in MCT's Intarnet fiber-optics
network end its $1 .4 btillion computer systems business.

http://vrerwr. washingtonpost.com

10607 * End of docunent.

Sowecs: Washingtea Pest, Cawsbur 3, 1997

Copyright © 1997 Daw Joass & Company, Jus. Al Rights Reserved.



This is to certify that ] have duly served these comments upon these parties by depositing
copies of same in the United States mail, addressed as follows:

Staff Counsel

Florida Public Service Commission
2540 Shumard Oak Bouleverd
Talishessee, FL 32399-0850

Charles J. Bock

Office of Public Counsel

111 W. Madison Sirest, Room 812
Tallahassoe, FL 32399-1400

Floyd R. Self

Messer, Caparello & Seif

215 S. Monroe Strest, Suite 701
Tallahaseoe, FL. 32302

Richard J. Heitmann
WorldCom, Inc.

515 East Amite Strest
Jackson, MS 39201

Jean L. Kiddoo
Kathy L. Cooper
SWIDLER & BERLIN

3000 K Street, N.W_, Suite 300

Washington, DC 20007

Anthony P. Gillman

Kimberly Caswell

One Tampe City Conter

201 N. Franklin Strest, FLTC0007
Tampas, FL 33602

Tom Bond

MCI

780 Jobnson Ferry Road
Atlanta, GA 30342

Richard D. Nelson
HOPPING, GREEN, SAMS & SMITH
123 South Calhoon Street

Talishassce, FL 32301

Bernard A. Nigro, Jr.

COLLIEP, SHANNON, RILL & SCOTT,
PLLC

3050 K Street, N.W., Suite 400
Washingion, DC 20007





