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order to capture a significant market share. Following the merger it will be better able 10 provide
such competition, and increased competition will benefit Florida consumers.

Indeed, it would scem that GTE's principal concern in this case is not that the merger will -
decrease local competition, but that it will increase local competition by enhancing the chance that
GTE’s monopoly position in the aress of Florida that it serves might, for the first time, face a sericus
competitive challonge.

2B. GTE portrays the present long-distance market as noncompetitive and collusive, and
argues that it is likely to become more 0 with the merger. GTE's portrayal is contrary to the facts.
For example, the present long-distance market is characterized by a huge number of customers
changing carriers in responss ® price discounts from competitors. Customer “chuming” at this
level demonstrates competition, not collusion. GTE's argument also ignores the rapid rate of entry
by carriers other than the top four; indeed, the “other™ category of long-distance carriers had over
10% of the market in 1996 and has bad an annual growth rate exceeding 40 percent in recent years.
With new entry occusring st such & rapid rate, the existing carriers — no matter what their market
share — cannot engage in monopcly pricing.

GTE's principal argument is thet the merger will diminish competition in the long-distance
market. GTE contends that only WorldCom offers long-distance capacity at significant discounts
for wholesale customers, and thet it will terminate this service upon acquiring MCl in order 10 avoid
undercutting MCI's retsil business. But history shows that MCI and AT&T have been significant
wholesalers as well as significant retailers -~ which would not have happened if GTE's theory were
right. The fact is that facilities-based carriers with ample network capacity currently generate
vibrant competition at the wholesale level, and new entrants are adding capacity at a reapid and
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accelerting rate. MCI WorldCom will continue to provide wholesale capacity afier the merger as
long as the wholesale business continues to be profitable; and if it does not do 0, others will.

At times, a page of history is worth a volume of logic. In 1990, MCI, the number two
interexchange carrier, acquired Telecom®*USA, a facilities-based carrier that was then the fourth-
largest interexchange carrier, and overall concentration of the long distance market nonet.icless
continued its steady decline in 1990 and thereafter.! The merger of WorldCom and MCI — which
is likewise between the number two and number four carriers — will not harm competition any more
than the MCI-Telecom®*USA merger did. The interexchange market is vibrantly competitive for all
consumers, including residential and wholesale purchasers, and the merger will not change this fact.
Indeed, the merged company will take advantage of the significant efficiencies and savings described
above to compete even more effectively in all portions of the long distance market.

2.C. Thereis no basis for CWA’s contention that the merger will harm residential or small
business customers. In fact, MCI's widely recognized brand name, and its strong base of millions
of residential long-distance customers, will present an opportunity for the combined company o
offer these customers “one-stop shopping,” including local exchange, long distance, Internet and
other services. If the combined company does not do s0, it will waste this opportunity and lose
customers to other competitors who will offer “one-stop shopping.” The whole point of this merger
is to gain customers, not lose them. In addit:on, the combined company will have a powerful
“nancial incentive to fully losd its local notworks, including carrying traffic of residential customers

' The decline in conoentration in the long-distance industry since 1990 is described
in the Affidavit of Robert E. Hall at § 66. Prof. Hall’s Affidavit is Attachment B to the Joint
Reply of WorldCom and MCI, filed in the FCC merger proceeding described in the text and
sttached hereto. See p. 6 and n.2 infa.




in off-peak hours.

3. The merger will not undermine universal service. Under the Telecommunications
Act of 1996, vniversal service must be supported through explicit subsidies, funded by contributions
from all telecommunications carriers on an equitable basis. The fisct that the merger will result in
reduced access charges and will pla-e competitive pressure on business rates, which previously nave
been a source of implicit subsidy for universal service support, is not a basis for blocking a
procompetitive merger.

4, The mesger will creste jobs. In contending 10 the contrary, CWA makes erroneous
calculations and ignores the fact that employment growth must inevitably occur if the merger is
successful and the combined company significantly increases its sales and market share. Basically,
CWA's complaint is thet the combined company will be able to expand more efficiently than the
scparste companies could. But that means more growth, and more growth means more jobs.

5. CWA makes claims regarding the effect of the merger on competition in the [=temet.
The claims are identical 0 those currently being reviewed by the FCC and the Department of Justice.
In view of the interstate and pationwide nature of the Internet, it is doubtful whether this
Commission should address those claims as well. In any event, claims thet the combined company
will dominate the Internet bave no foundation.

6. GTE may not incorporste claims made by other parties opposing the merger in
procecdings before the FOC. Those commenters have chosen not to intervene here and have not
expressed any Florida-specific concerns.

7. A bearing is neither required nor appropriate. The issues at stake in this proceeding
are not issues of “fact.” Rather, they concem economic, predictive and policy inferences to be drawn
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from the facts. For this type of controversy, the writien presentations the Commission is currently
considering are sufficient. An evidentiary hearing would involve nothing more than a “battle of
experts” and would not assist the Commission in resolving the economic and policy issues in
dispute.

The arguments made b~ GTE and CWA in this proceeding are a repetition of arguments they
are making in the merger approva! proceeding presently pending before the Federal Communications
Commission (“FCC™). Applications of WorldCom, Inc. and MCI Communications Corporation
Jor Trangfer of Control of MCI Communications Corporation 1o WorldCom, Inc., CC Docket No.
97-211. GTE snd CWA bave suggested mo aspect of the telocommunications market in Florida that
differentistes it from other States and justifies a separate examination of public interest issues. In
this Joint Answer, we cover some of the issues also discussed in our Reply before the FCC, and refer
at several points %0 our FCC Reply for a8 more detailed discussion. We attach a copy of the Joint
Reply of WorldCom, Inc., and MCl Communications Corporation to Petitions to Deny and
Comments, filed with the FCC January 26, 1998 in its merger proceeding (“Joint FCC Reply™).?

We also attach an Affidavit of Drs. Dennis W. Carlion and Hal S. Sider (“Cariton/Sider
ASF(™), responding to the Affidavit of Robert G. Harris submitted by GTE (“Harris Aff't"™).

1 Attachment G to the Joint FCC Reply is Amendment No. 3 to Form S-4
(Registration Statement under Securities Act of 1933), filed with the SEC by WorldCom January
22, 1998. It was submitted to the FOC as a separate bound document. In the attached copies of
the Joint FCC Reply we have included only the cover page and the five pages of the Form S-4
we have cited in this Answer.



L The claims of competitive injury made by CWA and GTE are beyand the scope
of the Commission’s sutherity.

GTE and CWA are treating this case as if it were a merger review case, rather than a
proceeding under section 364.33 to obtain approval of the acquisition of ownership or control of a
telecommunications facility. But section 364.33 does not grant the Commission authority to review
mergers. The language of sect on 364.33 is very specific. It provides, in pertinent part, that “[a)
person may not acquire owneship or control [of any telecommunications facility], in whatcver
manner, including the scquisitios . . . {of) controlling stock ownership, without prior approval.”
This language does not grant the Commission the suthority to approve or disapprove mergers. It is
focused exclusively on aoquisition of stock as a form of acquiring ownership or comtrol of
telecommmications focilities. In that context, any “public interest” determination that the
Commission makes is focused on whether it is in the public interest for the acquiring company to
own and operate telecommunications fiacilities within the State of Florida. That is a very different
issue from whether a merger is in the public interest.

The Commission’s suthority is limited to that granted by the Legislature. United Telephone
Co. of Florida v, Public Service Comm'n, 496 So.2d 116, 118 (Fla. 1986). As such, the Commission
cannot act on matters in which it lacks enumerated authority. Nothing in section 364.33 gives the
Commission the authority to review corporate mergers. If the Commission were reviewing a
transfer of certificates under section 364.335, or the original issuance of certificates, it would not ask
whether the proposed certificate holder were the product of an anticompetitive merger; it would
simply ask whether it was in the public interest for that company to own and operate

telecommunications in the State of Florida. Nothing in section 364.33 gives the Commission any






two companies separately to accelerate the development of local competition and bring the
competitive benefits of lower prices, improved service, and increased i=novation to Florida
consumers. MC] already has a widely-recognized brand name and recognized marketing expertise,
together with a broad base of both business and residential customers for its long distance service.
Its combination with WorldCom will extend the reach of its local service by adding WorldCom's
local exchange network. A more extensive local exchange network, in combination with MCI's
recognized brand name, will give the combined company a unique opportunity to provide a
significant facilities-based challenge to the current local exchange monopolies.

The combined company will also have a groster ability than the separate companies to
provide “one stop shopping™ by offering a package of local, long-distance, intemational and Internet
scrvices, as well as state-of-the ast telecommunications services which WorldCom and MCI have
developed (such as new broadband and advanced data services).

In addition, the combined company expects to achieve significant cost savings and
cfficiencies. For example, the combined company will achicve a reduction in both leased line costs
and access costs by routing both originating and terminating long distance calls to its customers over
its own local networks. It will also be able to expand in the local market st a lower cost than cither
compeny could achieve on a stand-alone basis. Other savings are explained in WorldCom's
Registration Statement filed with the SEC.* ‘I hese cost savings should make the combined company
able to build and operate additional local network facilities faster and further than the two compenies
could do separately. These reductions in the cost of providing local service will permit the combined

4 Attachment G 1o Joint FCC Reply, at pp. 40-44.
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company to reach more areas and more customers for the same total investment and make it more
economically feasible for the combined company to offer local service to customers who might not
be able to provide the revenues needed o support s higher cost structure.

The fact thet the combined company will be providing facilities-based competition is
particularly important. The 1996 Act “contemplates throc paths of entry into the local market - the
construction of new networks, the use of unbundled elements of the incumbent's network, and
resale.™ Of these entry stratogies, resale is not a visble strategy today because resellers cannot
differentiste their products, OSS is deficient,’ and the level of wholesale discounts is gencrally
inadequate. Reliance on unbundled elements of the incumbent’s network has been stalled by the
Eighth Circuit’s decision thet incumbents need nut combine elements for new entrants, by non-cost
based recurring end noa-recurring charges, and by unsatisfactory and technically infeasible OSS.’
That leaves pure facilities-based entry, which has been widely recognized as the preferred method
of providing significant long-term local exchange competition. But local exchange facility

’ Implementation of the Local Competition Provisions of the Telecommunications
Act of 1996, 11 FCC Red. 15499, 7 12 (rel. Aug. 8, 1996), rev'd in part, lowa Utilisies Board v.
F.C.C., 120 F.3d 753 (8th Cir. 1997), cert. granted, 66 U.S.L.W. 3484 (Jan. 26, 1998).

¢ This Commission hes specifically found that BellSouth’s OSS systems are
mndequnle mmmcmmw

Telecommunications Act of 1006, Dict. 960786-TL (Nov. 19, 1997) 1 §§ VIB.3j, VIM 4.

? lowa Utilities Board v. F.C.C., supra; Application of Ameritech Michigan
Pursuant to Section 271 of the Communications Act of 1934, as amended, To Provide In-Region,
Inter LATA Services in Michigan, OC Dkt. 97-137 (rel. August 19, 1997), 19 128-221;
Application of BellSouth Corporation et al. Pursuant to Section 271 of the Communications Act
of 1934, as amended, To Provide In-Region, inter LATA Services in South Carolina, CC Dkt. 97-
208 (rel. Dec. 24, 1997), 9 101-169.
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construction takes time and is expensive. Only competitors with the financial strength to build and
opersie their own natworks can pursue this mode of entry. Following the merger, MCI WorldCom
intends to place its primery relisnce on ficilities-based entry. This strategy will become more
feasible than it has been for cither company operating on its own.

Nationwide, the potential bezefits to consumers from a more competitive local exchange
market are huge. The MCl WorldCom submission to the FCC pointed out that consumers spent
about $108 billion in 1996 on local exchange services, and that the gross margin camed by local
exchange providers was more tham 45 percent.! UndutheuechmmM“evmanwdest
acceleration of entry into the provision of local service with & modest effect on price can generate
very large consumer benefits.™ In Floride alone, where BellSouth and GTE continue to be a well-
entrenched monopolists, gross local exchenge revenues and exchange access revenues in 1996 were
some $ 6 billion.” Clearly, even a modest reduction in the monopoly profit margin promises a
significant benefit to Florida consumers.

GTE argues that the merger might herm local competition, because it would reduce by one
the number of local competitors. GTE Petition st 20, 36. That contention makes no economic sense
(it is notably absent from the affidavit of GTE's economist, Dr. Rob~rt Harris). Local exchange
markets are overwhelmingly dominated by the incumbent local exchange carriers, which in most
markets have a 99% market share. In this regard, there is no reason to believe that Florida is any

s Sez Atch. B to Joint FCC Reply, 9 17, 18.
' Id.

10 Untversal Service Support by State and Telsphone Revenue by State, FCC,
January, 1998, Tables 21 and 23.
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significantly.? Each plans to build a national fiber network close to the size of MCI's current
network. 2 The competitive significance of these new networks is magnified by the number of firms
that will own and operate significant capacity on them. Qwest has sold significant capacity on its
network %0 Frontier and GTE, and IXC has sold capacity to five other firms in addition to WorldCom
and MCL? Qwest has announced that by September 14, 1998, it will provide services in
Jacksonville, Daytons Beach, Melbourne, West Palm Beach, Fort Lauderdale and Miami * Qwest’s
service in Orlando and Tampe is scheduled to begin in November, 1998.2 In addition, Interstate
FiberNet currently provides service in Miami, Fort Lauderdale, West Palm Beach, Fort Myers,
Jacksoaville, Sarasota, Tampa, Oriando, Ocala, Gainesville, and Tallahasee,” and between now and
September, 1998 will be deploying service in Deytona, Homestead, Hollywood, Vero Beach,
Melbourne, Cocoa Beach, Port Charlotte, and St. Augustine.”” These facts confirm the Wall Street
Journal's recent report that “{t}he telecom industry is being shaken to its circuit switches by network
upstarts that are building new systems promising far faster transmission and lower operating costs

% A description of thoss nstworks is set forth in the Joint FCC Reply st 35-36 and
Atch, B 193645, See also Carlton/ Sider AfP1at §§6and 7.

a See Hall Decl. § 12, Attachment C to Joint FCC Reply. Qwest has stated that its
network, to be completed by early 1999, will consist of “over 700,000 mil.s of the world's purest
fiber optics [and] will offer more carrying capacity that any other long-distance provider.”
http//www.qwest.net/networkupdate html

2 Joint FCC Reply, Atch. B 41.
#  Carlton/Sider AfPtq 15
5 M
»  Carlton/Sider At { 16.
n
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than the vast systems now being run by AT&T Corp., the Bell companies and others.””

These new ficilities-based competitors take advantage of the decreasing cost per unit of
constructing new fiber networks or expanding existing ones. Rapid improvements in clectronics,
including developments in multiplexing and laser technology, enable new and existing competitors
(o increase exponentially the amount of traffic that a single strand of fiber can carry, allowing rapid
expansions of a carrier’s network  :apacity without acquiring an additional mile of fiber. In addition,
armmangements like thet used by Qwest, in which a number of carriers share the costs of laying large
quantities of fiber, have significantly reduced the costs to individual carviers of laying cabie to create
national networks. The rapid growth of interexchange usage for voice and data services spurred by
dramatic declines in price has crested an enormous market more than sufficient to support multiple
carriers, including multiple facilitics-based carriers. In sum, there is no shortage of facilities-based
contenders - and no shortage of capital for those contenders to draw on ~ competing for market
share in the burgeoning telecommunicstions industry.

GTE argues that the new entrants’ networks are not competitively significant, because no
single network achieves the national coverags of the top four. Harris Aff"t at 8-10. However, this
claim is refuted by the experience of Excel, perhaps the nation's largest reseller, which relies
extensively on “second tier” providers of wholesale service. Carlton/Sider Aff't § 12. This
experience shows that “resellers can be sophisticated buyers that can assemble the necessary
geographic coverage by relying on smaller networks.” /4. In addition, GTE has mischaracterized

n Wall Street Jowrnal, Jan. 20, 1998, p. A3,

» For a further description of Bxcel's succeasful experience in relying on several
wholesale providers, see “Exosl CEO Relives Frontier Daze: A Look st the Carriers’ Cagrier
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the scope and coverage of new networks and the speed with which they can expand. /d. § 13.

GTE argues that MCT WorldCom, after the merger, will stop supplying competitors service
at a wholesale discount, in order to avoid undermining sales under the MCI brand name. GTE
Petition at 5, 10-13, 28-33. GTE suggests that it is crucially dependent on its wholesale contract
with WorldCom, and that the merger will force it into more costly ammangements with either Spris.t
or AT&T. Id. st 31 and sttached Covey Aff't st {9 3-6.

GTE has creatod a false impression of its reliance on its contract with WorldCom for
wholesale long-distance ssxvices. GTE itseif admits thet its contract with WorldCom is “multi-
year,” thus protecting it from immediate cancellstion. Covey Afl't 3. Moreover, GTE has
already announced thet it will be in & position in /998 to obtain long-distance service from other
sources (not including the supposedly higher-priced AT&T or Sprint). On May 6, 1997, GTE
announced a series of transactions (wo¢ involving WorldCom, MCI, Sprint or AT&T) which will
“position GTE to have the fastest, most retisble and most secure national network available, enabling
end-to-end managed network solutions that we believe will be unmatched in the industry.”™ GTE
explained that this network, whick. it is purchasing from Qwest Communications, would be “fully
operational next year” and that “fajt that point, we will be in a position t . reach virtually the entire

Game,” tele.com (February, 1998, at p. 116. The asticle is accessible on line at
http//wwwiteledotcom.com/0298/opinion/tdc0298ondemand. html.

» The terms of the contract are confidential. 1f the Commission wishes to request a
copy of the contract to ascertain the full extent of the “multi-year” protection GTE enjoys under
it, we would be happy to submit a copy pursuant to a confidential request under section 364.183
and Rule 25-22.006.

n A copy of the GTE announcement, which was obtained from the Internet at
GTE’s web site, is attached. hitp//www.gte.com/g/news/050697.html




U.S. population.” Id.

There is, in short, simply no basis for GTE's claim that it is in danger of losing its WorldCom
contract and being forced o obtain service st a higher price from AT&T or Sprint.

Nor is there any factual basis for the claim that GTE will be harmed because only WorldCom
is willing to offer advanced services that GTE wants to buy. In the first place, GTE announc “d that
the network it is acquiring, wh.ch will be “fully operational” in 1998, will be an “advanced data
network” that will ensble GTE to “{djevelop innovative and value-added communications services
to meet customer needs™ and “[rjapidly deploy ‘next generation’ value-added services and Internet
Protocol offerings.” Id

It is worth repeating that this network does not depend on WorldCom or MCI.  Instead, GTE
has announced its “purchase of a national, state-of-the-art fiber-optic network from Qwest
Communications.” /d. (emphasis in original). The Harris Affidavit, attached to GTE's pleading,
states that the Qwest network does not resch Florida. Huris Aff't p. 9 and Exh. 15. But in fact,
Qwest has announced that its network will provide service to all the following cities in Florida by
the end of 1998: Jacksonville, Daytona Beach, Melbourne, West Palm Beach, Fort Lauderdale,
Miami, Orlando and Tampa.2

Another flaw with GTE’s claim is its own admission that it has not attempted to purchase
advanced services from WorldCom. Ms. Covey admits that “GTE LD has not yet chosen to
purchase such [advanced] service from WorldCom.” Covey Aff"t 15. Perhaps that is because GTE
is acquiring this capability through its transaction with Qwest. [n any event, GTE's claim of injury

n See Carltosv/Sider A"t at § 15.
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Also, the resellers themselves can build or purchase their own facilities if adequate discounts
for wholesale customers are not availsble. A typical path for new interexchange carriers —
successfully followed by MCI and WorldCom among others when the market was dominated by
AT&T and much more concentrated than it is todsy — was to go into business primarily as .. reseller
and then, over time, to add their own facilities.’* In fact, most carriers that buy services for resale
own at least some of their own switching and transmission facilities, including significant regional
networks, and the cost to these carriers to expand the capacity of their transmission networks through
enhanced electronics may be lower than the cost of constructing new networks from scratch,
although the per-unit costs of laying fiber are also decreasing as carriers join together to share these
costs.® Facilities-based carriers thus could not refuse to give adequate discounts for wholesale
customers, bocsuse many of their reseller customers would simply accelerate construction of their
own facilities. Then, having built these facilities, the former wholesale customer would be likely
to become s wholesale competisor, since carriers that choose to build their own facilities often
include sufficient capacity to supply not only their own needs but also those of other carriers. The
fact that many cariers are currently choosing to build or purchase rather than lease in a competitive
wholesale market demonstrates that the option of building and purchasing new facilities constrains
wholesale prices.

Given these market conditions, tacit collusion to withdraw discounts for wholesale

¥ Cariton/Sider APt 21.
3 Carlton/Sider A"t 196, 7; Joint FCC Reply Atch. B 1Y 39, 40, 41, 44.
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customers is out of the question, and GTE's purported concern about such collusion is misguided.
Even putting aside the inducement to new entry that increased prices resulting from tacit collusion
would creats, tacit ocollusion could not oocur as a practical matter because wholesale services are sold
under carier-to-carrier contracts that are not publicly filed and that are ofien customized. Moreover,
purchasers of wholesale services are sophisticated consumers experienced in playing competing
providers against each other.*

There is no basis for GTE's argument that a fucilitics-based interexchange carrier with
capacity to support 8 successful retail business would not use that capacity to support a succeasful
wholesale business. In fhot, MCl and AT& T sell on a substantial scale to both wholesale and retail
customers.” AT&T’s history of significant participstion in the wholesale market is particularly
significant: if GTE's assgument were corroct, AT&T would not have made any wholesale sales.™®

If intevexchenge carriers with retail customers were to refuse to sell to resellers (assuming
they could do 30 legally), the rescllers could follow the familiar path of constructing their own
facilities, or they can obtain capacity on favorable terms from wholesale-oriented competitors like
Qwest, Williams and IXC. GTE itseif is a good example of an interexchange carrier that began by
reselling intercity services and is now rapidly becoming a substantial facilities-based provider. *
Facilities-based interexchange carriers therefore face a simple choice: (1) get no revenue from a

» See Hall Decl. § 20-24 (Atch. C to Joint FCC Reply).
» Cariton/Sider AM"t §§ 18-21.

» The Harris Affidavit, attached to OTE's comments. significantly understates the
extent of AT&T"s participation in the wholesale market. Carlton/Sider AR 19 18-21.

» See GTE's announcement of its purchase of network capacity from Qwest.
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or constructs its own; or (2) get some revenue by selling availablie capacity to the competitor on
nondiscriminatory terms. It is not surprising that many facilities-based interexchange carriers,
including MCl and AT&T as well as WorldCom, choose the second option - which incidentally also
complies with their FCC-mandated resale obligations. And of course, if MCI and WorldCor each
individually has sn incentive to compete for wholesale as well as retail customers, 30 (0o will the
merged company.

C.  Residential and small business customens.

CWA argues thet the morger will result in a cut back of MCI's plans to serve residential and
small business customers. But nothing in the merger provides an economic reason to cut back on
investments in residential and small business service; if such investments made economic sense
before the merger, they will after. Indeed, the merger enhances the economic attractiveness of
residential and small business sesvice. One of the principal reasons for this merger is that the
combined company will have an enhanced ability 1o offer consumers a total package of services:
local, long distance, wireless, i wernational and Internct.  MCl already has a strong bese nationwide
of millions of residential customers for its long-distance service. Many residential customers prefer
buying all their selecommunications services from a single company and receiving a single bill. The
more customers the combined company has for its local services, the more potential customers it has
for its other services. If the combined company does not offer full service packages, including local
service, other companies will. At bottom, the whole point of this merger is 10 gain and retain
customers, not lose them - to grow faster, not slower.

Moreover, in order to recover its embedded investments, the combined company will have
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a powerful financial incentive to fully load its local networks, including by carrying traffic of
residential customers in off-peak hours. As MCI's President has explained, “you build capacity to
handle the noeds of your business customers during the work week in the daytime, and you have to
start recruiting residential customers who use the network mostly at night and on weekends. That's
the only way you can get efficlent usc of your capacity.”*®

The President and CEO of WorldCom and the Chairman of MCI, in a recent joint letter o
the Chairman of the FCC, bave resffirmed that “MCIWorldCom intends to be the leading local
service competitor for both residential and business customers of all sizes across the country.™' The
letter explains the business logic: “MCl WorldCom will have an established base of residential and
business customers, the marketing and product-development expertise 10 reach those customers, and
the local facilities that will be used most efficiently by carrying residential night and weekend traffic
along with business traffic.™

CWA asmets that WorldCom's SEC filings show that the combined company plans to
“sbandon MCI's previous plan o build out its network in order to serve residential and small
business customers.” CWA Jetition st 5. But the figures CWA cites represent cost efficiencies in
carrying out present plans to expand local service. WorldCom explained to the SEC that its
estimated savings in local services will oocur because “[a]s a result of WorldCom's extensive local

. J. Vam, “MC1 Deal May Cut Consumer Phone Bills $37 Billion,” Chicago
Tribune, Nov. 11, 1997,

4 A copy of the letter, dated January 26, 1998, from Bemard J. Ebbers and Bert C.
Roberts, Jr. to FCC Chairman William Kennard, is sttached.
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network and operations, the combined compeny will be able 10 execute MCl's plans 1o expand in
the local market at a lower cost than MC1 would be able to on a stand-alonc basis.™*

CWA guotes remarks astributed to 8 WorldCom executive, John Sidgmore, in & Washington
Post article of October 3, 1997. CWA Petition s1 4-5. But what CWA does not say is that the next
day, the Washington Past's Assistant Managing Editor took the unusual step of publicly admitting
that the “wording [of the Cet. 3 article] was stronger than Sidgmore's remarks warranted;™*
WorldCom also widely disseminsted a press release disclaiming any intent to abandon residential
customers.*

Resideatial and small business customers will benefit if the local exchange market in
Florida — now overwheimingly dominated by BellSouth and GTE — becomes significantly
competitive. This merger will advance that goal and thus benefit the public interest and all Florida
consumers.

oL  The merger will net undermine universal service.

CWA srgues that the merger will undermine the availability of quality service at affordable
rates in rural, high cost and inner city areas. CWA Petition st 9-12. CWA argues that the combined
company will (1) divert local exchange service to businesses from the public switched network,
draining resources now available to the incumbents for their universal service obligations; and (2)

o Ses Form S-4, Atch. G to Joint FCC Reply, at 42-43 (emphasis added).
“ M. Mills, “WoeldCom Clarifies MCI Plans,” Washington Post, Oct. 4, 1997.

4 “WorldCom Will Not Abandon MCI’s Residential Long Distance Customers;
Combined Company to Offer Competitive Choices For Both Local and Long Distance Service,”
Press Release, Oct. 3, 1997.
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oaly WorkiCom and MCI shareholders and consumers; it will also create new jobs. The companies
anticipste addition of 10,000 new positions in the next 18 to 24 months — a 14% increase in the total
employee base. As stated by Bernard ). Ebbers, WorldCom's Chief Executive Officer, at the press
conference held on November 10, 1997 to announce the merger agreement between WorldCom and
MCI, “As a 20% growth company, we 're going to add employses, not remove employees.”

CWA argues that the merger “translates into the loss of 75,000 telecommunications jobs that
would have been crested by the year 2002, absent the merger.” CWA Perition st 23. CWA arrives
at its predicted job loss by assuming every dollar of saved capital expenditures, and half the amount
of saved operating expenses, represent employment costs. /d  But the MCI WorldCom savings
peojections are based primarily on the avoidance of non-cost based access charges otherwise paid
directly to incumbent local exchange carriers, the ability to use WorldCom's existing local networks
to be able to execute MCI's plans to expand in the local market at a lower cost than MCI would be
sbie to do on s stand-alone basis, and other purely financial savings.*’ On that basis alone, CWA's
calculations are wrong. But more significantly, CWA totally ignores the employment growth that
must inevitably oocur it the merger is successful and the combined company significantly increases
its sales and merket share. As Scott Sullivan, WorldCom's Chief Financial Officer, stated ot the
November 10, 1997 press confierence, “One thing I want to emphasize . . . is that we have the ability
to hit every SG&A number that we've put out and still add 10,000 people in the next 18 to 24
months.”

CWA cifes the fact that & few weeks after the merger announcement, MCl announced *1500

a See WorldCom’s Registration Statement, Attachment G to MCI WorldCom Joint
FCC Reply at 40-43.
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at 13-21. This assertion, however, ignores the fact thet the so-called Internet backbone is made up
of basic selecommunications transmission facilities and equipment that are widely available and
casily affordable by new market entrants. In fiact, the number of backbone providers has grown
dramatically in the last year.

On a threshold point, WorldCom and MCI vigorously disagree with the suggestion that there
is a separate “Internet backbonc” market. An Intemet backbone is generally understood to consist
of TCP/IP* routers, switches and sther equipment, such as modems, connected to basic underlying
telecommunicstions transmission facilities. Because the same transmission facilities are used for
Internet backbone and other services, including traditional voice and aste se;vices, any
communications company that wishes to become a backbone provider can do so by purchasing the
appropriste TCP/IP equipment and connecting such equipment to the transmission facilities that it
leases or owns. None of the commenters claim that acquiring this equipment is a significant barrier
to entry, and sinoe neither MCI nor WorldCom manufactures this equipment, the merger will not
affect equipment sales. The fungibility of transmission facilities used for Intemnet services and other
circuit-switched and packet-switched services precludes sny finding of an independent and distinct
market for “Intemet backbone™ services.

The natural consequence of this fact is that competition to provide Internet backbone services
is as vigorous as competition to provide the interexchange telecommunications services supported
by telecommunicstions transmission facilities. Existing providers, low barriers 1o entry, continued

b “TCP/IP” stands for “Transmission Control Protocol/Internet Protocol,” which is
the common communications protocol that joins the thousands of interconnecting networks that
form the Intemet,
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exponential growth, and a protocol specifically designed to provide flexibility and accommodate
change, combine to ensure that no company could conceivably dominate the provision of Internet
services.

The ability of customers to change ISPs means that MC1 WorldCom could not try to take
advantage of them without triggering a market backlash. Customers change ISPs on a regular basis.
The merger will have no effet on the ease of making such changes.

Nor will the merger huve any effect on peering. MCI WorldCom will have the same
impemstive t0 interconnoct with other ISPs (whether by poering or otherwise) that each company has
now -- MCl WorldCom will be only one of the thousands of 1SPs that provide Internet service, and
it must be able o offier its customers sccess to all of these networks through interconnection with
other ISPs.®

VL Other parties’ comments before the FCC are not properly before this
Commission.

GTE attempts 10 incorporate the comments made by other parties opposing the merger in
proceedings before the FCC. GTE Petition st 37-38. These commenters, however, have chosen not
to participate in the proceecing before this Commission -- strongly indicating that they have no
Florida-specific concerns. There is no reason for this Commissiou to consider comments msde by
parties who did not take the trouble to submit them in this proceeding. In any event, the Joint FCC
Reply filed by WorldCom and MCI, and attached hereto, fully responds to the contentions made in

these other comments.

% For a more detailed discussion of the peering issue, see the Joint FCC Reply at
80-86 and Atch. B st 9 74-77. For a more detailed discussion of the Internet gencrally, see the
Joint FCC Reply at 65-91, and Atch. B at § § 59-77.
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The Commission can fhirly accurately predict what a hearing in this matter would entail. A
lengthy prehearing conference would be followed by the customary plethora of discovery forays,
disputes, and lsw and motion hearings. When the hesrings themselves actually commence, the
Commission will be treated to the usual battle of expert witnesses whose opinions will fill volumes
of transcripts. And at the end of this loag, laborious process, the ultimate questions will be issues
of law and policy which the Commission can resolve now. A hearing would serve only to “‘delay
and impede’ the Commission’s decision.” SBC Communications, Inc. v. FCC, supra, 36 F.3d st
1497.

Contrary 10 the impression GTE seeks (0 create, several States in which MCl and WorldCom
have filed applications for approval of the merger have decided that hearings are not necessary.*'
For example, in New York, the Commission held that neither GTE nor the other intervenor in the
case “have shown that there are factual issues which would require” cvidentiary hearings.? The
Commissions in Lovisians and Ohio have also rejocted GTE's requests for evidentiary hearings on
the grounds thet such hearings are not necessary.® The staff of the Minnesots Commission has

" Moveover, more than half of all jurisdictions in the nation do not even require
transfer of control applications for the transaction proposed by MCI anu WorldCom. In those
jurisdictions, pre-merger notification or post-consummation notification satisfies the State
commission'’s review criteria.

s Petition of WorldCom, Inc. for Approval to Transfer Control of MCI
Communications Corporation t0 WorldCom, Inc., Case 97-C-1804, Order Denying Motions for
Evidentiary Hearings and Inviting Comments, NYPSC, Jan. 26, 1998) at 1.

» On Fobruary 18, 1998, the Louisiana Public Service Commission approved a stafl
recommendation not 10 hold hesrings. No Order has yet been issued. Docket No. U-2286! (La.
PSC), Siqff Report and Recommendation (Feb. 12, 1998) at 4. See¢ also Ohio Public Utllities
Commission, In the Matier of the Application of WorldCom, Inc. snd MCI Communications
Corporation for Approval of an Agreement and Plan of Merger, Case Nos. 97-1580-CT-ZCO,
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WMhMuWMhWMIMyMM
by the incussbent companies.

Implementation of the 1996 Act hes not yst opened local exchange markets to competition.
MMﬂ;Whmh&MOfbﬂlmh&mofw
ease of entry: resale, lessing of unbundied local nstwork elements, and facilities-based competitive
local exchenge service. Competitive entry through resale is not currently feasible bucause resale
discounts are insufficient *» support the business costs of any ressller, OSS is inadequate and
resellers cannot independently differentiste their services by offering new or innovative services.
Competitive entry through leasing of unbundled slements is encountering severe roadblocks both
as a result of high costs (particularly recurring and non-recurring charges), inadequate OSS, and as
2 result of restrictive judicial interpretations that make this menner of emry technically and
economically infeasible. In stark contrast, this merger, by creating a combined entity in a position
1w offer srong, facilities-based competition, offers s real prospect of introducing significant
competition in local exchange markets, where the competitive goals of the 1996 Act might otherwise
still be a long way off The ILECs beve come to this forum to fusther their competitive stategy of
imposing resistance at every step of the way to local competition.
are monopolies, with the incumbent companies having an overall market share of nearly 100% in
their respective service arcas.  Combined competitive local exchange market share ranges from 0%
to less than 6% in thoee fow markets where competitors have been operating for nearly a decade.
Under the Department of Justioe Merger Guidelines, an incresse in concentration among companies
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sharing the remaining postion of the market raises no snsitrust issue, because their shares are so small
and because the incumbents are 50 sntrenched.

Maszgers can be adjudged 10 be anticompetitive when they enhance the chance that the
m;qﬂ-wm”hmm There is no realistic likelihood of that here.
The point of the merger is 10 better ensble WorldCom and MCI 1o attack the incumbent companies’
dominant market share, not %0 coordinate prices with them. New entrants price at discounts off the
incumbent because that is what fringe pisyers do and it would be seif-defeating for the merged firm
to discount less becauss that would oaly ensbls the incumbent to keep more business.

It would make no conceivable sense for MCl WorldCom to compete less aggressively than
MC] and WorldCom would individually. Such a strategy would make only the ILEC more
successful - not MCI WorldCom. The dynamics of the local business drive new entrants, especially
facilitics-based entrants like MC] WorldCom with substantial sunk costs, to grow and expand by
increasing customers and traffic as rapidly as possibie. 1t would be an admission of failure, not a
declaration of success, for the management of MC1 WorldCom to tell its shareholders that it had kept
its market share to the sams minuscule level that MCI and WorldCom had schieved pre-merger. In
short, the incentives of the combined companty to compete aggressively will be at least a3 grest as -
the incentives of each company individually.

A.  The combined company will be in 2 better pesition te compete with incumbent
loca! exehange monopolies than MCI sad WerldCom separately. The merger
will strengthen local competition and benefit consumers.

To dase, competitive local exchange carriers (“CLECs") have had relatively little success in
penetrating local mackets. For example, even in the New York metropolitan area, some ten yesrs
after the first competitive local switch was installed, the total CLEC share (including resellers) of
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the total acoess lines is 2.5% and of business access linss is 5.9% (s portion of the market which
MCl snd WorldCom shere with other CLECs.)' In other areas, the CLEC share is far less. MCI
and WorldCom, after this merger, intend to rectify that situstion. The two companies bring
coqlln-'-y-*bﬁew. MCI has, among other things, & widely-recognized brand
name and recognized marketing expertise, togsther with a broad base of both business and residential
customers for its long d.stance service. WoridCom, following its acquisition of Srooks Fiber
Properties, Inc., will have among other things, local exchangs facilities in both first- and second-tier
cities, including facilities in thousands of customers’ buildings. Se¢ Declaration of Demmis W.
Carhon and Hal 8. Sider§ 9, sttached hereto as Attachment B. The combination of MC]'s reputation
and customer recognition, with WorldCom's more extensive network of local exchange facilities,
presents a unique opportaaity 1o provide facilities-based local exchange competition that has the
potential to significantly chellenge the incumbents’ monopoly.

‘ Bell Atlantic’s statistics on CLEC lines in New York State do not specify what markes
share these lines represest. Petition 1o Deny of Bell Atlantic, *.» CC Docket No. 97-211, at 16 (filed
Jan. 5, 1998) (“Bell Atiantic Petition™). Recent figures compiled in the New York Section 271
proceeding remedy this deficiency. Attached hereto as Attachment A is an analysis of Bell Atlantic
and CLEC sccess linss, sent by the New York Public Service Commission on Jasuary 15, 1998
Memorandum, 10 the parties in the Commission’s 27] proceseding. More than & dozen CLECs
compete in this market The study shows that the CLEC's combined share of business access lines
in the New York Metropolitan ares is 5.9%.

While the analysis notes that only the carriers represented at the Commission’s Technical
Confarence heid in Decamber 1997 responded, the attendess at that conference included the major
CLECs opeuting ia New York: MCl, WorldCom, ATAT, Time Wamer, Teloport, Manhattan
Telecommunications, Sprint, Infonxx, RCN, LCl, Cablevision, and Intermedia.
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The 1996 Act “contemplates three paths of entry into the local market -- the construction of
new networks, the uss of unbundled elements of the incumbent's network, and resale.™ Of these
mW“hmaMmMWuMwﬁﬁmMr
pnduu.'osumumw of wholesale discounts is generally inadequste. Reliance
on unbundied elements of the incunbent’s network has been stalled by the Eighth Circuit's decision.
non-cost based recwsring and non-recusring charges, and unsatisfactory and technically infeasible
0SS. lowa Ukilivies Board v. F.C.C., 120 F.3d 753 (8th Cir. 1997), cert. granted (U.S. Jan. 26,
1998); Awmerisech Michigan Order, 19 128-221;* BellSouth Souh Caroling Order, 19 101-169.
That leaves facilities-based entry, which has been widely recognized as the type of competitive entry
offering the best epportanity for significant long-term local exchange competition, provided that
competitors emangs with the financial strength o build and operste their own networks. That is the
type of competition on which MCI WorldCom insends 1 place its primary reliance, following the
merper. Afier the merger, it will become more feasible then it has been for either companry operating

on itsown.
In addition 10 the combination of MCI's and WorldCom's customer base, name recognition
and local exchengs networks, the merger will result in other competitive synergics and efficiencies

* Implassentetion of the Local Compstition Provisions of the Telecommunications Act of
1996, 11 FOCRod. 15499, § 12 (rel. Ang. 8, 1996) ("Local Competition Ovder™).

¢ Applicstion of Ameritech Michigan Pursuant 1o Section 271 of the Communications Act
onm.--uromh-mh-uumhmccm91-131(-1
August 19, 1997) (“Ameritech Mickigan Order ™).

?  Application of BeliSouth Corporstion ot al. Pursuant w Section 271 of the
Communicetions Act of 1934, as amended, To Provide In-Ragion, ImerLATA Services in South
Carolina, CC Dit. 97-208 (rel. Dec. 24, 1997) (" DeliSouth South Carolina Ovder™).















the only rational business stratagy for the combined company is to attack the incumbents’ customer
bases and seek % erode their market share. Indeed, the merger would be pointless if MCI
WorldCom were sutisfied with the minuscule share of the local exchangs market it will bave when
hup'hw To attack the incumbents’ market share, MCl1 Worl4Com must
undercut the incumbents’ pricing structure.  There is simply no realistic scenario in which the
combined company would engages in coordinated pricing with the [LECs. Nothing could be more
alien t0 the economic situstion or the corporate cultures of either WorldCom or MCl.

GTE argues that the merger raises “competitive questions” becsuse, given “AT&T's
equivocation in its resolve 10 enter Jocal markets, MCl, WorldCom, and Sprint are left as the three
‘remaining most significant netionwide market participants.”* GTE argues that the merger “would
thus eliminate one actual local exchange competitor by merging it with one of the remaining two
most significant market participants.” GTE Perition a2 43. Punting aside GTE's egregious misreading
of AT&T s attitude sowards local merkets (which AT&T hes evidently shown that it does not share
- AT&T s proposal ® scquire Teleport was announced after GTE's comments were filed),” the
argument is, bluntly, ridicrlous. Every single local exchange market consists of whatever CLECs
(if any) are in the masket, plus the incumbent local exchange carvier. Those incumbents are
referred to as “dominant” for & reason: on & nationwide basis, they control 99% of the local markets.

Y Petition to Deny of GTE Service Corporation and lts Afllicted Telscommmications
Companies in CC Dockst No. 97-211, at 43 (filed Jan. 5, 1998) (“"GTE Petition™). Imerestingly, in
the Commission's recent Bell Ariontic/NYNEX Order, the Commission did not identify WorldCom
(or MFS Commmmications Company, Inc.) as among the five most significant actual and posential
players in the New Yaek City local exchange market. Bell Adantic/NYNEX Order, supra note 3, &t
199.

“ “AT&T To Buy Teleport for $11.3 Billion,” Wall Street Journa, Jan. 9, 1998, at A3.















conditions permit® And beyond those customers, the combined company will have every incentive
to expand MCT's current local service offering to attract new customers who migint then also
m&niﬁoﬂ“nﬂsd&dhﬁ“hwm'm
and swisch utilizstion.

In short, the more cusomers the combined company has for its local services, the more
posential cuseomers it has for its other services. If the combined company does not offer full service
packages, including local ssrvice, other companies will. At bottom, the whole point of this merger
is 10 gain and retain customers, aot loss them.

Moreover, in order 1o recover embedded investments, the combined company will have a
powerful finamcial incentive to fully load its local networks, including by carrying traffic of
residentisl cusomers in off-peak hours.Z

CWA geserts that WorldCom plans “sbandonment of facilities-based competition in the local
exchange residential and small business masket.” CWA Comments st 23. CWA is wrong. The SEC
filing which CWA erronsously cites is WorldCom's estimae of “Operming Cost Savings™ and
“Capiul Expenditure Savings™ resulting from the merger. These figures represent neither reduced

1 Ses also Section NI, infra (discussing benefits the merger will bring to long distance
service.)

2 Acocording 0 Tim Price, President snd Chief Operating Officer of MC1 Communications
Corporation, “TY]ou build capacity 10 handle the nesds of your business customers during the work
wesk in the daytime, and you have 1 start recsuiting residential cussomers who uss the network
mostly at night and on weskends. That’s the only way you can get efficient use of your capacity.”
J. Van, “MCl] Deal Msy Cut Consuner Phone Bills $37 Billion,” Chicago Tribuns, Nov. 11, 1997.









of this merger. Similarly, if WorldCom bopes to expand beyond these cusiomers. WorldCom
realizes that it must offer 3 package including all types of service. Once again, the purpose of this
muwhu':pinmubum

D.  The merger will 5ot usdermine universal service.

CWA'’s argument that the merger will “hurt universal service™ is seriously flawed in that it
ignores the developments that have occurred as a result of the Telecommunications Act of 1996.
CWA Comments &t 27-31. The premise of CWA's aygument is that the merged company will be
more effective, indeed w00 effective, in taking business sway from incumbent casriers. CWA is rigin
that the merger will permit MCI WorldCom to be a more effective competitor, but it is wrong in
concluding that increased local competition is bad for consumers or for universal service. Not only
is that argument comrary 10 the established policies of the Commission and the 1996 Act, it misses
the point thet jocal competition will drive down the price of local services for all consumers and
thereby make sslephone service more affordable and more universally availabie. To the extent that
service to some customers should be subsidized to keep rates affordsbie, these subsidies should be
provided through the reform of universal service that is underway, not by suppressing local
competition, whether by blocking a procompetitive merger or otherwise.

CWA alieges that universal service will be undermined in two ways: (1) the diversion of
local exchange service to businesses from the public switched network to s private CLEC network
will drain resources svailsbis 0 ILECs for their universal service obligations, CWA Comments st
26-27; and (2) by having ubiquitous networks on which CLECs can provide local exchange and
exchange access servics, CLECs will be abie to bypass the access charge regime that compensates
LECs for the use of their local exchange facilities. Jd st 27-31. Although it doss not appear that
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these obssrvations arise from the merger itself, CWA’s argumem rests entirely on the faulty
foundation that universal service support is implicit in local business rates and in access charges.
Under the 1996 Act and the Commission's Access Charge Reform Order,”™ these implicit subsidies
nbhh-ﬂwuﬁw&hm

The 1996 Act requires thet “there should be specific, predictable and sufficient Federal and
State mechanisms 10 preserve and advance universal service,™™ and that “{a]ny such support should
be explicit and sufficient w0 achisve the purposes of this section.™ As a result of this mandate, the
Commission, in its Access Charge Reform Order, adopwed rules to make universal service suppon
explicit and eliminae implicit subsidies. With respect 1 the interstate contribution to universal
services, the universal servios support revenuss genseated from access charges have been replaced
by a new Universal Servics Fund. Contributions 10 the Fund are 10 be made by MCl WorldCom and
other providers of interstate telecommunications services based upon their end-user intrastate,
universal service based upon intrastate revenues must also be made explicit, the implicit subsidies
contained in intraL ATA toll, local business line and other local exchange service rases must also be
replaced by explicit funding mechanisms.

As thess explicit funding mechanisms become fully implemented, access charges are o be
reduced 10 cost, thareby eliminating thc implicit subsidy for universal service. Consequently, the

7 In the Mater of Acosss Charge Reform, First Report and Ovder, CC Docket No. 96-262
(rel. May 16, 1997) (“Acoess Charge Reform Ovdar™).

1 47US.C. § 254(X5).
» 47US.C. § 254(c).



implichmuCWAhdllhehunlmhonhMClWol'ldColnmerwillinfnct
be replaced by explicit subsidies. As the second-largest provider of interstate telocommunications
mgum.uawmmwmumuuﬁnmm
revenues %0 support waiversal servics.

The Commiesion als0 intends to rely on competition provided by CLECs to determine the
proper rases for Jocal exchenge access free of implicit subsidies.™ The fact that ILECs will lose
customers, and the revenue generated by thoss customers, to CLECs in a competitive market was
clearty conssmplased by the 1996 Act, the Universal Service Order,” and the Access Charge Reform
Ovder. However, revenss losses of ILECs will not jeopardize the provision of universal service
because the 1996 Act end the Universal Servics Order ensure that universal service will be
maintsined through explicit subsidies to eligible telecommunications carriers, inchuding ILECs.
CWA's foars over the loss of universal service funding are simply unfounded, and in any event,
would not be cased by the merger of two non-dominant competitive sslecommunications carriers.

CWA argues thet the transition from a system of implicit subsidies to the explicit subsidy
regime contemplated by the 1996 Act will not heppen immedissely, and thet the merger will
“undermine the economics of the transition.” CWA Petition st 29. That asgument conflicts with
the Commission’s standard for assessing mergers, under which the Commission looks 1o the effect
of the merger on the assumption that the 1996 Act will be implemented. Bal/ Atlontic/NYNEX
Order, supra note 3, § 98. Under this principle, the fact that this merger will hasten the

® Access Charge Reform Order, supra noe 27, & 4 7.

¥ In the Matter of Federal-Stase Joint Board on Universal Service, Report and Order, CC
Docket No. 96-45, 12 FCC Red. 8776 (rel. May 8, 1997) (“Universal Service Order™).
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A.  The long distance mariset is currestly competitive.

The fundamental premise of the GTE/BOC oppositions is that the long distance market is
not competitive. Se¢, 8.g., GTE Petition, at 16 (“The long distance market already is beset by
Mmuwmmmrmnmammu
highly concentrated and not performing competitively™). That premise is false.

As Robert E. Hall, Professor of Economics st Stanford University, has coacluded, “the long
distance industry is substantially competitive,” See Declarstion of Robert E. Hall § 32, stiached
hereo as Attashmnent C, sesuilting in “benefits 1o the consumer in the form of substantial reductions
in the price of long-distance service as well as numerous technical improvements and the
development of new sarvices,” Hall Decl. 133. Real average revenue per minute for long distance
caricrs has declined substantially since the divestiture of AT&T, and it continues to fall. See Hall
Decl. 138. More importantly, and contrary to the assertions of BellSouth and GTE, see BellSouth
Petirion at 13; GTE Petition st 13-19, real long distance prices have fallen even when access charges
are netted out. See Hall Decl. $340-43.%

In an effort 10 r-fie these compelling indicia of competition, GTE and the BOCs rely heavily
on the concentration in the industry. See GTE Petition at 12-13; BellSouth Petition s 8-9. This
reliance is misplaced. First, the analysis of GTE and the BOCs focuses insufficient attention on the

¥ Nor is there any merit 10 the argument that, to the extent that low-volume purchasers pay
more for long disanocs servics, it is an indication of a lack of competition. Instead, any higher price
reflects the sconomic reality that the costs of obtxining and serving these customers are higher. See
Hall Decl. § 57; so0 alsc id. T} $7-60. Professor Hall also conclusively refutes the conentions of
Professors Hauemen and Schmalenses in the affidavits attached by petitioners. See generally Hall
Decl. 1Y 115-116 (responding t0 Prof Hausman); id. 9§ 117-122 (responding 0 Prof. Schmalensee);
¢f. Carhwon/Sider Decl. 1 30.

.”'


















accelerate. In the Jast twelve months alone, a number of casriers — including Qwest, 1XC. Williams
Co., and Level 3 Communications (“Level 3™) — have sarted 1o construct national fiber networks,

or announced plans to expand significantly. See, ¢.g., Hall Decl. § 12.

. Qwen, with a market capitalizstion of nearly $6 billion, is constructing & 16,000 mile
astionwide fiber optic transmission network, 1o be completed by early 1999, and has already
acquired 94 percent of the necessary rights-of-way for this network. The Qwest network is
expected 10 reach 125 cites throughout the United States.® Qwest's proposed network will
be about 30 percant longer than the sxisting WorldCom network.® Qwest states that its
network is “designed 10 be the highest-capacity digital infrastructure in the world™ and “can
caxry more than any other U.S. long-distance network.™" Qwest has entered into long-term
contracts 10 provide substantial amounts of capacity on its astionwide network to other
cazriers, including GTE. (Indeed, GTE conveniently omits any mention of the capacity it
will own on the Qwest network even though it is the foundation of its national network that
it claimns will be “100 times bigger than todsy's Insernet.™*) See generally Carlton/Sider
Decl. § 53-57.

. IXC is another recent facilities-based entrant into the market. [XC has achieved a market

capitalization of over $1 billion based on its plans to construct & 20,000 mile digital (fiber
optic and microwave) network by 1998-99, a significant portion of which has already been

“ See Qwest's website at <http://www.qwest.net/networkframe htmi> for a map of the
network. Additional detailt on network construction, arrangements with other carriers, and the
company's plans are availab.e at <http://www.qwest.net/pressframe.uml>.,

“ As of 1996, WorldCom opersted 12,060 roue-miles of £, ver optic lines. See J. Kraushaar,
Fiber Deployment Update End of Year 1996, Table 1 (FCC Common Carrier Bureau Industry

Analysis Division, 1997) <bttp:/fwww.fec. govicch/siats>.

' See <hurp://vrerw qunstnet/whoframe tml>.

“ Qwest has Jeased 24 dark fibers along its entire route to GTE and 24 fibers to other
carriers, and intends to retain 48 fibers (plus a spare conduit for future expeansion) for its own use.
Press Release, “Qwast snnounces mejor fiber sale to GTE; GTE Corp. to acquire dark fiber in new
Qwent network,™ May 3, 1997, <http://www.businesswire.com”. See advertissment of GTE,
appesring in The New Yorker, Oct. 20 & 27, 1997, s pp. 22-23. See also advertisement of GTE,
appearing in The Washington Pont, Jan. 7, 1998, st All.
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constructed. IXC has already entered imo a number of facility leases with major camiers
assuring it of a substantial revenue stream.® See generally Carhion/Sider Decl. § 53-57.

. Willisms currently has sn 11,000-mile system (which it claims makes it the fifth largest fiber
optic network in the country) and hes announced plans w expand that nerwork to 18.000
milts by the end of the year and ultimassly 10 25,000 miles. Williams has aiso announced
soms $! billion worth of long-term customer agreements for capacity oa thet network.®

. Lavel 3 recently snnounced plans to spend $3 billion to build a global Internet-based local
and long-distance network. Level 3's network is expected to encompess 20,000 route miles.
Completion is plenned in lase 1999."

The competitive significance of these new networks is fusther magnified by the number of
firms that will own and opermee significant capacity oo them. See Cartton/Sider Decl. § 56. Qwest
has sold significant portions of its network to Frontier and GTE, and IXC has sold capacity to
WorldCom, LCI, Vyvx, Inc., MC1, DT1, Consolidated Communicstions Telecom Services, and GST.
See Carhon/Sider Decl. § 41. Nor are these national facilities-based carriers the only significam
new enwants. Significant facilities-based entry is also occwring at the regional level, where
companies such as Norlight Telecommunications, Minnesota Equal Access Network, lowa Network
Services, KIN Network and others have banded together. See Cariton/Sider Decl. § 43.

These new facilities-based competitors take advantage of the decreasing umit cost of
constructing new fiber networks or expanding existing ones. Arrangements like that used by Qwest
in which & number of cariers share the costs of laying large quantities of fiber have significantly

® Ses <http://reres ixc-investor.com/press.huml>.
% Sos Fiber Optics News, “Williams Reincamates Carrier’s Casvier Business,” Jan. 12, 1998.

Williams® resntry followed the expiration of the non-compete agreement it entered into following
the January 1995 sale of much its fiber network to WorldCom. See id

¥ See Cariwon/Sider Decl. 4 59.



reduced the costs to individual interexchange carriers of laying cable to create national networks.
Moreover, new and existing competitors can dramatically expand their network capacity without
aupiﬁ.l?-ﬁlhldlihcllhr.lqidhqnwunuﬂﬂnehﬂnnh&hnhdhldmnkmnunu
in multiplexing and laser wchaology, enable new and existing competitors to increase exponentially
the amount of affic that 8 single rrand of fiber can carry, allowing rapid expansions of s carrier’s
network capacity. The rapid growth of interexchange usage for voice and data services spusred by
dramatic declines in price has crested an enormous market more then sufficiant 10 support multiple
carriers, including multiple facilitiss-besed carriers. Ses Hall Decl. § 16.% In sum, there is no
shortage of facilities-based comtenders ~ and no shortags of capital for those comenders to draw on,
see Hall Decl. 1§ 14, 24 ~ competing for market share in the burgeoning telecommunications
industry.

The same factors thet heve produced such significant entry in past years make it inevitable
that new entry will continue 10 occur for the foreseeable future. The Commission’s implementstion
of the World Trade Organization (“WTO™) Agreemem will make it easier for foreign carriers,
artracted by the size and openness of the burgeoning long-distance market in the United States, to
pursue their global expansion plans.® The Commission indicated i~ the Bell Atlantic/NYNEX Order

1 GTE's comention that new entry is likely 1o be deterred by excess capacity in the long
distance industry is frivolous. See GTE Petition st 23, 14 n.3]. Rather than deterring entry, such
em:ucqndwcum-qpuunyhypmwﬁhuaununo(nﬁduq-nhndlﬂuqlﬂnnnﬁu
competitive. See Carlton/Sider Decl. § 60. Moreover, the suggestion that entry is being deterred
nnmwc-nmtcununbllilﬁudhﬂuﬂuﬂﬂnl'ﬁﬂnnnnw-nyduuﬂnddnmnhuhu
characterized the industry in the Jast decade.

# See Rules and Policies on Foreign Participstion in the U.S. Telecommunications Market,
Report and Order and Order on Reconsideration, IB Docket No. 97-142, FCC 97-398 (rel. Nov. 26,

1997) (“Foreign Carrier Participation Order”™).
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that merger analysis should “sxamine not just the markets as they exist todsy, but as [the
Commission) expect]s) they will exist after s Bell Company receives suthorization 1o provide in-
rogion insesLATA servisss” — in addition 10 the out-of-region and specified in-region services they
uraﬂyp'wih." The Commission is well scquainted with the BOCs’ relentiess desire 1o offer
in-region imerexchange services.” The Wall Strees Journol recently repored that “{tjhe Bells plan
s jibed in long distance.™ In sddition, non-traditional competitors such as elect.ic power
companies and gas companies {some of whom are constructing and operating their own networks)
will also be able enter and exploit asry competitive opportunity left open by existing competitors.*’

The experience of MCl and WorldCom confirms the sbeence of significant entry barriers.
When MCI broke into the loag-distance business, it proved wrong the then-conventional wisdom
that high entry barriers and economies of scale preciuded competition. Five years ago, few had

% Bell Atiantic/NYNEX Order, supra note 3, st 4 7.

# BellSouth’s suggestion that the merger should somehow accelerate BOC entry into in-
region long-distance services is bizarre. Having failed 10 persuade the courts, Congress, or the
Commission 10 permit ‘hem 10 enter long distance markets while their local bottienecks remain
intact, the BOCs aow try 10 delay a merger that promises 10 accelerste the pace and scope of local
competition. Moreover, as the BOCs well know, they control the timing of their entry in the
interexchange marker: when the BOCs open up local markets 10 competition and local competition
takes root, they will be able 10 meet the requirements of Section 271. ICP/ACOM argues thas it is
anticompetitive for parties ks MCl znd WorldCom 10 wrge this Comenission and state commissions
to keep the BOCs out of long distance until they comply with the requirements of the 1996 Act
Petition t0 Dewy of lamer City Press/Community on the Move in CC Docket No. 97-211, &t 6 (filed
Jan. 5, 1998) (“ACP/Com Petition™). The spproprissensss of MCl's and WorldCom's advocacy
cannot seriously be questioned, especially since the Commission has agreed in the three applications
on which it has ruled that the BOCs have not satisfied the statutory requirements.

% Wall Sireet Jownal, Jan. 16, 1998, &t C2.
7 See Carton/Bider Decl. § 61.






































































































mw-uummuhmmnﬁmy substitutable
with capacity used for voics and other traffic. See Carlton/Sider Decl. 61. In panticular:

»  digial wanemission facilities can be used equally efficiently 1o camry voice and/or
! dats and/or Insernet traffic;

° all digieal tanemissions, whether voice or otherwise, are transisted imto bits and all
bits are menaged in the same manner in a transmission system, and

* the coss of bullding underlying transmission capacity for voice traffic and Intemet

traffic (or of leasing it from s facilities-based carrier) is the same; indeed the owner
of the facilities usually will not be aware of what type of traffic is being casried.

The critical fiact is that there is a significant and increasing amount of transmission capacity
availsble that can be weed o carry Internet traffic. As explained st pages 334-36 above, a significant
and growing number of carriers have constructed national networks, and other carriers have made
substantial investments in regional networks whose reach can readily be extended. Petitioners would
have the Commission look only at well-established IXCs, and ignore significant recent entrants such
as Qwest, IXC Communications, Williams and Leve] 3'" (as well as a host of regional carriers). At
year end 1996, a combined MCl WorldCom would have hed & share of asound 31.6 percent of towl
interexchange fiber miles, with ATAT having over 42.7 percent and Sprint over 15.9 percent.'™
Taken by itseif, a 31 .6-parcent share is not indicative of dominance on the part of MCI WorldCom.
But even more impostantly, no reasonable analysis can exclude major recent facilities-based entry

and the imminent prospect of even more. See supra pp. 34-36 . All of this new transmission

'Y As discussed st page 36 sbove, Leve! 3 is proposing to construct & acket-switched
network 10 casry Intermet traffic.

' FCC “Fiber Deployment Updete End of Year 1996." See supra note 46.
-7.









MMMMMMGWMWNMMSOMoEW
Internet “backbone™ masist are bassd on unvelisble data and an analysis that is fundamentally
flawed. quu.cwmmhmmmmmmw
inthejm’lmmdmm. CWA Comments st 7. Boardwatch Magazine s
mumuwamhm.unnmmummmm
universe of “backbone™ nstworks considersd in CWA's analysis is limited to the nine listed in the
referenced table. The list of backbone providers included in the analysis is therefore far from
complete because it excludes soms two dosen major providers. Ses aiso Cariton/Sider Decl. 1Y 65-
66.

Even if the list of providers wers complete, mevely adding up all the Internet connections to
obtain s total, and then calculeting percentages for each ISP, would yield misleading results. For
one thing, there would be significant double-counting because 1SPs are often connected to more than
one other ISP “backbone™ provider. Ses Cariton/Sider Decl. § 72. In addition, the number of
connections st any one point in time can change as ISPs can and do switch from one backbone
provider to another. In any evant, & number of comnections does not necessarily transiae ingo
amounts of revenue, and sovenus is & beteer indicator of a provider's relative position in this comsext.
The number of ISP connections doss not indicase whether the ISPs with whom those connections
are maintained are large, small, or medium-sized; for thi, resson, among others, it does not indicate
the ISP’s actual position within the Internet servics industry '

2! MCI and WorldCom balieve that revenus data provide the most accurase approximation
of the position of ISPs in the Intermet services secior. Indsed, most industry surveys of which the
applicants are awers (including thess by Insssaational Data Corporstion, Forrestar Ressarch Group,
Frost & Sullivan, Yankse Group and Maloff Group Internations!) use revenues as the messurement
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Tabie 1
' Gross Revenue by Type of Carrier
1008 1900
$ million Percent $ million Percent
CAPs and CLECs a23 0.6% 1,011 0.0%
LECs 102,820 99.4% 107,908 99.1%

Source. FCC, TRS Fund Workshest Data (Nov. 1097).














































































































































































Figure 1. index of Revenue per Minute, Relative to the
General Prics Level

39. Three factors ware responsible for the sharp decline in the price of long-distance service
relative to the general price level over the past decade: competition made possible by
divestiture, improvesnents in productivicy, and declining access charges paid to local
telephone companies.

E. The Role of Declining Access Charges in Lowering Long-
Distance Prices

40. Long-distance carrie's pay local telephone companies access charges for carrying long-
distance calls from the caller’s business or home to the point where the long-distance carrier
picks up the call. They pay a second access fee to a local telemhone company to deliver the
call to i ultimate destination. During the 1980s, the FCC imposed important changes on
the structure of access fess—early in the decade. most of the fec was imposed as a per-
minute chargs on long-distance calis, whereas by the end of the decade, part of the fee had
been shifted to a fixed monthly charge per telephone ine. These access fees have declined
substantially since 1904, but long-distance carriers stil pay about 40 percent of thei
revenues to local telephone companiss as access charges.’ The FCC has recentl; ordered
further reductions in access fess. '

! Tohmm Srvise - Lang Disawy. Miarrll Lynch & Co.. Global Research & Economics Group. 1988, Tabis 8.
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directly.
MCI and Worldoom/UUNET follow the CIDR guidelines for the benefit of the
worldwide lmernet community .

’









Artachment G: Amendment No. 3 10 Form S-4 of WorldCom, Inc , dated Januany 22, 1998
(Aztached as separste bound document)
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AFFIDAVIT OF DENNIS W. CARLTON AND HAL 8. SIDER

Before the Florida Public Service Commission
Docket No. 971604-TP

February 27, 1998



1. We are the authors of the declarstion submitted to the Federal Communica-
tions Commission on January 25, 1987 on behalf of WorkdCom and MCI. That declaration
evaluates competitive conditions in the provision of local exchange service, long distance
service and Intemet services and assesses the lkkelihood that the proposed merger between
WorldCom and MCI| will advarsely affect competition in the provision of these services.
Based on our analysis, we conciuded (at 14): (i) that the proposed transaction creates
potentially large benefits to consumers; and (i) that it is highly unlikely that the proposed
transaction will adversely affect competition in light of the rapid entry, expansion and techno-
logical changes now taking piace in the telacommunications industry.

2. We have been asked by counsel for WorkdiCom and MCI 1o evaluate and to
respond to the Affidavit submitted by Robert G. Harris on behalf of GTE Corporstion on
February 10, 1997 to the Florida Public Service Commission. Prof. Harris claims that "the
merger is likely 10 harm both GTE and Florida consumers.” This declsration presents a
preliminary response to several of the major claims made by Prof. Harris. While it is not
possible to eveluste sl such claims in the brief time available for a reply, our review indicates
that Prof. Harris has misinte preted and mischaracterized several key characteristics of the
teilecommunications industry that reiate to the potential impact of the proposed transaction on
competition.

3. Our FCC deciaration addresses many of these issues in some detail. Other
claims made by Prof. Harris, particularly those relating to interexchange pricing, are ad-
dressed in the Declaration of Robert Hall filed before the FCC on behalf of WorkiCom and
MCI on January 25, 1997 and ame not addressed below. This affidavit, however, highlights
only a few of the major problems in Prof. Harris' analysis, including his clsims regarding: (i)
barriers to entry and expansion; (i) the competitive significance of new entrants; (i) the
provision of service in Florida by entrants; (iii) the significance of AT&T in the wholesale long
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distance industry; (v) competiion in interexchange sefvice, and (v) recent increases in the
stock prices of telecommunications firns. As we explsin below, even these few problems
show that Prof. Harris' analysis does not support his conclusions. We aiso prasent some
additional comments on other aspects of Prof. Harris' analysis.'

BARRIERS TO ENTRY AND EXPANSION

4 Prof. Hamis claims (0. 11) that "[tihe supply of intsrexchange servicas is
characterized by substantial barriers to entry. The first significant barrier to entry is the need
for substantial capital and human resources outlay to provide the services and features that
customers demand.”

5. This statement reflects a misunderstanding of the concept of entry bariers and
is contradicted by the massive entry and expansion in capacity now occurring throughout the
telecommunications industry. Barmriers to entry are usuaily defined as a cost that must be
incurred by a new antrant that incumbents do not (or have not had to) bear. This widely-
accepted definition, generally credited to George Stigler, means that barriers to entry do not
necessarily exist just becauses entry is costly.? The fact that entry into an industry is "expen-
sive” does ot imply that it is liwly thet the industry suffers from competitive problems and
above-competitive prices. Access to capital markets ensures that even high entry costs
cannot prevent the entry that precludes supracompetitive pricing.

6. The massive entry now occ'rring into the provision of various telecommunica-
tion services is documented in our FCC declaration. This inciudes the construction of
nationwide, high capacity fiber optic networks by Qwest, IXC, Williams Co., and Level 3 as

1. Our failure to address below other claims made by Prof. Hamris does not suggest that
we agres with Prof. Hamie' analysis or his interpretation of available data. Instead, it
merely refiects our desire to focus on a few of the main shortcomings of Prof. Harris’
analysis in the short time available to us o prepare a response.

2. See the discussion of entry bariers in Cariton's textbook (with J. Ferioff), Modem
Industrigl Oraanization, p. 110. Stigler discusses this general definition in his book
The Orpanization of indusiry (1968).
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well as more limited entry by others. These major entrants are all highly credible, are weil-fi-
nanced, and are managed by individuals with significant industry experience. These new
networks generally contain more fiber capacity and more sophisticated electronics than the
networks nowh piace. In addition, significant portions of the Qwest and IXC networks have
been soid to major telecommunications firms such as GTE and Frontier that will independent-
ly own, operate and market the car acity they own. Thus, the count of new networks
understates the increase in the nmber of new firms perticipating in the market.

7. News reports in the few weeks since our declaration has been filed provide
additional exampies of entry and expansion. ATAT, for exampie, recently announced that it
will use new technology from Lucent to double the capacity of its network by the end of 1998°
and to increase its capacity "by & factor of 10 over the next few years.” Whliams Co., which
previously announced an investment of $2.7 biilion for construction of a 32,000 route-mile
national fiber optic network, recently announced plans to accelerate the deployment of its
network.*

THE COMPETITIVE EFFECTIVENESS OF ENTRANTS AND SMALLER NETWORKS

8. Prof. Haris' claim that the merger of WorkdCom and MCI will adversely affect
competition in the provision of wholesale long distance services rests on his view that
"[clamriers with regional or limited networks cannot provide adequate competition to check the
anticompetitive effects of the proposed meraer.” (p. 10) To support this claim, Prof. Harris
cites data on the geographic coverage for entrants into long distance services and the fact
that they now have fewer points of presence (POPs) than the largest national networks,
AT&T, MC! and Sprint.

3 Wall St. Journal, January 27, 1988, p. BG.
4, New York Times, January 27, 1988, Section D, p. 1.
5. PR Newswire, Williams press release, February 11, 1868.
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0. Prof. Hamis' suggestion that networks smaller than AT&T, MCI and Sprint
"cannot provide adequate competition™ is at odds with his own analysis of the importance of
the competitive significance of WoridCom. Prof. Harris notes that even today WoridCom has
many fewer POPs than AT&T, MCI and Sprint, and that WorldCom served far fewer POPs as
recently as 1998. For example, Exhibit 2 to Prof. Hamis' affidavit shows that WorldCom has
162 POPs today, while Sprint has 398, MC| has 582 and ATAT has 715. Prof. Harris' Exhibit
17 shows that as recently as 1996, WoridCom had only about 110 POPs.

10.  Nonetheless, Prof. Harris emphasizes throughout his report that WorldCom has
played a significant role in promoting competition in the industry. For example, he claims
that, "a)cting as the industry ‘maverick,’ WorkiCom has heiped spur the growth of the
interexchange resale ssgment and its concomitant check on anticompetitive behavior by the
Big Three." (p. 7) Prof. Hamris cannot have it both ways. Cleary, networks like WorldCom's
that are smaller than those of AT&T, MCI|, and Sprint can significantly affect competition.
Thus, there is every reason to think that the large and sophisticated entrants now investing
biliions in deploying new networks also will be effective competitors.

11.  Prof. Hamrls also emphasizes GTE's reliance on WorkdCom in providing
wholesale services snd that other network providers cannot provide comparable service. He
states that "GTE must be able to maintain a strong relationship with a national facilities-
based interexchange carrier. WorldCom is exactly that carrier * (p. 22)

12.  Again, this claim is inconsistent with Prof. Harris' assertion that networks
without the geogrephic coverage of A1aT, MCI and Sprint cannot be effective competitors.
Moreover, this claim is not supported by the experience of other resellers. For example,
Excel, perhaps the nation's largest reseller, relies extensively on “second tier" providers of
wholasale service. Untit 1996, Excel purchased much of its transmission from Frontier. At
that time, Exce! entered into a contract with IXC, which now carries a substantial portion of
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Excel's traffic, and uses other carriers as well.® This suggests, contrary to Prof. Harris'
assertion, that resellers can be sophisticated buyers that can assembie the necessary
geographic coverage by relying on smalier networks.

13.  Finally, Prof. Harris mischaracterizes the scope and coverage of new networks
and the spesd with which they can expand. He claims, for example, that Qwest and IXC
"have reiatively foew points-of-presence” and that "Qwest's own network reaches from San
Francisco to Columbus, OH." (p. 7) The data he reports, however, indicate that Qwest
aiready has more than 100 POPs and that IXC has in excess of 75. (As noted above, Prof.
Harmis' data indicate that WorldCom today has 162 and as recently as 1996 had only 110 or
80.) Moreover, construction of the Qwest and IXC networks is not compiste. Deployment of
Qwest's nationwide network is expected to be compieted in the second guarter of 1889 and

depioyment of IXC's nationwide network is axpecied to be completed by the end of next year.

Thus, Prof. Harris' data suggest that these entrants akeady have a significant competitive
presence and that their competitive significance will increase in the near future.

PROVISION OF SERVICE IN FLORIDA BY ENTRANTS

14.  Prof Harris cisims that new entrants, particularty Qwest and IXC, will not soon
"provide adequate competitio.r” for Florida consumers. (p. 89) For example, Prof. Harris
claims that the Qwest and IXC networks "are quite far from being lly built” (p. 9) and that
‘these new networks . . . are designed to provide bulk transport between large metropolitan
areas, with only limited capacity to serve other areas of the country.” (p. 8) He aliso clsims
that "the intarexchange carriers’ coverage of Fiorida is simply a more extreme form of the

national pattemn.” (p. 10)

6. Excel Communications, Form 10-K for December 31, 1988; IXC 10-K, December 31,
1606.

7. Prof. Harris’ summary of interexchange carriers’ POPs in Florida in Exhibit 7 to his
sffidavil identifies three IXC POPs and no Qwest POPs.

R
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15.  Prof. Hamis, however, fails to adequately describe the entry now occurring
Florida. For example, both Qwest and IXC have announced that they will begin providing
service throughout Florida during 1988. Qwest has announced that service will begin on
Saptember 14, 1998 in Jacksonville, Daytona Beach, Melbourne, West Paim Beach, Fort
Lauderdale and Miami. Service in Orlando and Tampa is scheduled to begin in November
1998.° Similarly, IXC is scheduled to begin sarvice in Miami, Orlando, Tallahassee and
Tampa in the fourth quarter of <998.°

18.  Prof. Hamis' review of the competition among network providers in Floride also
fails to mention Iinterstate FiberNet, which owns and operates fiber optic sssets and manages
and markets fiber optic assets owned by utility companies, including Fiorida Power and Light.
interstate Fibemet operates in Florida and other southeastermn states, providing a variety of
wholesale telecommunication services to other camiers.” The company cumently provides
service in Miami, Ft. Lauderdale, West Paim Beach, Ft. Myers, Jacksonville, Sarasota,
Tampa, Oriando, Ocala, Gainesvilie and Tallahassee. Interstate Fibemet has announced that
between now and September it will be deploying service in Daytona, Homestead, Hollywood,
Vero Beach, Metbourne, Cocoa Beach, Port Chariotte, and St. Augustine.''

17, Iin sum, these exampies indicate that, contrary to Praf. Hamis' suggestion,
large scale entry s now occurring in both major and secondary Flonda cities.

ATAT'S ROLE IN THE PROVISION OF WHOLESALE SERVICE

18. Prof. Harris claims that "the proposed merger wouid have a disproportionate
effect on the resale segment of the interexchange market. Importantly, AT&T does not

8. Qwest, Planned POP Network, routs map distributed at [cite industry trade show)
dated February 2, 1098.

9. Conversation with D. Weymouth of IXC Communications.
10.  hitp:/vwwww.itcdeltacom.comAin.html, hitp.//www.itcdeltacom.com/decd.html.
11. Interstate FiberNet Fiber Optic Network route map, February 1, 1998.
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compete {0 a grest extent in resale segments, which reduces effective supply for reseliers
from three carriers to two.” (p. 19) Prof. Haris' claim (which he supports with Exhibits 27
and 28 to his affidavit) is basad on data from a February 1996 study from Atlantic-ACM, a
firm that publishes ressarch on the telecommunications industry.

18.  First, the 1096 data cited by Prof. Harris report AT&T had a 12 percent share
of services sold to reseliers that do not own switches. This figure was based on a survey of
various resellers and was constructed using unweighted averages of the purchasing shares
of the surveyad reseliers that do not own switches. The more appropriate revenue-weighted
share for ATAT was 37 paroent.'” indeed, Atlantic-ACM noted in the report cited by Prof.
Harris that 8 revenue-weighted figure, not an unweighted figure like that used by Prof. Haris,
"more accurately depicts the whoiessie usage . . .” Thus, the 1998 survey cited by Prof.
Harris indicates that ATAT played a significant role in serving this group of customers.

20.  Afiantic-ACM presented more recent estimates of AT&T's role in the wholesaks
marketplace in a 1987 report.” This survey reports AT&T's revenue-weighed share for (i)
private line (9.g., transport-only) sefvices; (i) switched services (in which ATAT and others
provide both transport and switching).’* These more recent Atiantic-ACM data indicate that
ATAT accounted for 38 percent of private line sales, indicating that, contrary to Prof. Harris’

12.  Consider a simpie exampie in which Resetlier 1 purchases all its wholesale capacity
from ATA&T, while the remaining 89 reseliers each purchase all their capacity from
MCI. Prof. Harris wouid caiculate ATAT s share as the unweighted average of 1
percent (=100/100). Such an unweighted average will not accurately reflect AT&T's
importance ¥ all reseliers are not equal in size. For example, suppose that Reseller 1
has $1 billion in sales while Resellers 2 through 100 sell virtuslly nothing. In such a
case, ATAT's share shouid bs based on the revenue-weighted aversge and would
approach 100 percent.

13.  Atiantic-ACM 1807-08 Interexchange Services Market Sizing and Shere Analysis, July
1867.

14.  These categories do not comespond precisely to those used in Atiantic-ACM's 1906
report. We understand that much of private line services are purchesed by facilities-
based resefiers (that provide, at least in part, their own switching); switched wholesale
services are purchased by reseliers that do not perform any of their own switching
and by facilities-based carmiers for areas in which they do not have switches.



-8-
claim, AT&T piays a significant role in providing this type of wholesale capacity. With respect
to the provision of swilched services, the Atlantic-ACM deata indicate that AT&T is among a
{arge number of wholesals suppliers. These figures indicate that firms other than ATAT,
Sprint, MC! and WoridCom account for nearly 40 percent of such sales. Again, Prof. Hamis'
claim that the proposed transaction "reduces effective supply for resellers from three camiers
to two" is not supported by the data.

21.  More fundamentalt , however, Prof. Harris’' claim that AT&T is not a significant
participant in reseling wholesale capacity is inexplicabie given the fact that MCI, Sprint, and
WorldCom each grew up reselling ATAT capacity. ironically, Prof. Harris emphasizes this
precise history in another section of his affidavit, where he states that "{wlhen MCI and Sprint
first entered, they supplemented their own facilities with resold AT&T service in order to offer
national coverage. Similarly, WorldCom was first a reseller ..." (p. 12)

COMPETITION IN INTEREXCHANGE SERVICES

22. Prof. Harris claims that “the interexchange industry exhibits classic characteris-
tics of oligopolistic competition.” While he summarizes various erguments that have been
presented to support this proposition, he fails to address the extensive and detailed respons-
es to these arguments that have been presentad. These issuss have most recently been
presented in the BOCs’ applications to provide long distance service under Section 271 of the
Telecommunications Act of 1986 and the responses to the applications filed by others.

23.  More generally, however, simpie analyses of market structure and performance
in an industry fail to address the relevant question in merger analysis, which is: “Will the
proposed transaction adversely affect competition?” None of the evidence presented by Prof.
Hamis directly addresses this question. While Prof. Harris acknowledges (p. 4) that he does
"not believe that there is an automatic link from industry structure to firm conduct, and in tum
from conduct to outcomes,” he does not present the results of any economic study that
suggests that the changes in concentration associated with this transaction will adversely
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affect competition. Prof. Harris’' use of HHIs is at best only a first step in any such analysis.
An analysis of the effect of a merger on competition nesds to address forward-looking
considerations, including entry conditions and the growth of industry capacity. As described
above, Prof. Harris hae mischaracterized the extensive entry and expansion in capacity now
occurring in the industry nationwide and in Florida. |

STOCK MARKET PERFORMANCE

24.  Prof. Hamis notes (p. 24) that "[tlhe stock market vaiuations of both the
merging parties and their faciiities-based competitors have rocketed between the time of *he
announcement and the presant date . . . suggesting that [the merger] is highly
anticompetitive.” Such & conclusion cannot be based on the stock market evidence present-
ed by Prof. Hamris. It is simply impossible to attribute stock market performance over a
period of several months to one event. here, the alleged anticompetitive effects of this
transaction. A large number of factors contribute to stock market performance over such an
extended period. Indeed, i is standard practice in the finance iterature to iook at much
shorter time horizons (st most a few days) to isolate the effect of some event. (Such studies
are called "event” studies.)

25.  Our anslysis of the history of stock price changes for AT&T on a daily basis
over recent monthe lustrates the falliblity of Prof. Harris’ analysis.'” Using standard
methods of analysis for event studies, our analysis shows that AT&T's stock price fell relative
to the market on October 1-2, the two days following the announcement of the proposed
WorldCom/MCI| merger. This result is inconsistent with Prof. Harris' claim. Instead, other
factors appear to account for the increase in AT&T's stock price over the last few months.
For sxample, AT&T's stock price increased (on a net-of-market basis) by roughly 13 percent
in the days summounding its announcement of a new Chief Executive Officer on October 20.

15.  AT&T's market capitalization exceeds the sum of that for all other firms considered by
Prof. Harmis.



-10-

Similarly, AT&T's stock price rose 8 percent foliowing reports on November 18 that a cost-

cutting pian would be implemented. In sum, a closer examination of the stock market

performance of industry leader ATAT fails to support Prof. Harris' claim that the alleged

anticompetitive effects of the proposed transaction caused AT&T's share price to rise over

this period.

FINAL COMMENTS

28.

Three brief final points regarding Prof. Harris’ analysis are worthy of note:

Prof. Hamris acknowledges that a merger between interexchange providers and
entrants into local service can generate significant economies of scope. (p.
11) As emphasized in our prior declaration, these are precisaly the type of
efficiencies that are likely to be realized as the result of the combination of
MCl's interexchange service with WorldCom's local services.

Prof. Harmis dose not cisim that the proposed transaction will adversely affect
competition in the provision of local services.

While Prof. Harris stresses GTE's role as a resalier (and its reliance on
WorldCom as a supplier of wholesale capacity), he fails to discuss in any detail
GTE's entry as & network operator through acquisition of a substantial portion
of capacity throughout the Qwest Network. As noted in our earller declaration,
curment GTE advertisements herald its new role as a national supplier of

network sarvices.
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Attachment
GTE announcement of Qwest network acquisition





















vital sieps 00 bringing competitive choice in local phose service (0 residential and dusiness
Customers.
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