
The merger with BT will establish a company with the resources to

capitalize on the expanding opportunities in this changing competitive

telecommunications marketplace, and will enhance MCl's ability to build its new

business. The merger also will bring together the distinct but complementary

experiences and skills ofMCI and BT. MCI brings to BT not merely its celebrated

product development and marketing prowess, but an outstanding management and

staff driven to capitalize on new markets and technology. BT brings to MCI its

technical and marketing experience in a competitive local telephone business,

which may be helpful as MCI continues to expand its local market entry efforts.

Similarly, MCI will benefit from BT's successful participation in the wireless

business through BT's interest in Cellnet, a UK cellular carrier, and through BT's

paging operations. With the merger, Mel will be able to take advantage ofBT's

broad experience to become a stronger new competitor in both local wireline and

wireless markets.

The merger of MCI and BT also will produce substantial cost savings

through economies of scale. In addition to the technical and product planning

functions described above, the companies plan to combine administrative functions,

including such matters as purchasing. Based on a joint preliminary study, the two

companies expect that there will be a pre-tax synergy benefit arising from a full

integration of the two businesses amounting to approximately $2.5 billion over five

years following the closing of the merger. These savings are expected to arise

primarily through economies of purchasing and procurement and through the

combination of the companies' operations, with no significant decrease in US
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employment. Indeed, because ofMCl's entry into local telephone markets,

employment of American workers is expected to increase. These efficiencies will

benefit shareholders and consumers by further enhancing MCl's financial standing

and making it an even stronger competitor, especially as it expands its local service

offerings.

In sum, the merger of BT and MCI is likely to generate substantial

benefits for consumers of local telecommunications services in the US. The

combination of financial resources and management and technological expertise

that will comprise Concert will make MCI better able to invest the capital required

to enter local markets, to deploy new technologies rapidly, and to produce the

advanced local services that residential and business consumers demand. As a

consequence of the merger, American consumers are likely to benefit from a wider

combination of innovative local telecommunications service options at lower prices.

B. The Merger Will Serve the Public Interest by Promoting the
Benefits of Competition for Consumers in the Global
Telecommunications Market

The proposed MCI-BT merger follows and supports the Commission's

objectives to promote effective competition in the global market for communications

services and to encourage foreign governments to open their communications

markets. 15/

15/ Foreign Carrier Entry Order, 11 FCC Rcd at 3877.
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The merger will promote effective competition and the opening of

foreign markets by demonstrating the benefits of efficiency and service innovation

that a full alliance of firms from the world's two most open markets can generate for

consumers in the US, the UK, and around the world. As demonstrated in detail

below, the UK fully meets the Commission's effective competitive opportunities

tests for the transfer of control of Section 214 authorizations and for indirect foreign

ownership or control of radio licenses under Section 310(b)(4). Indeed, no

telecommunications market and regulatory regime in the world is more liberalized

than the UK. The success of this merger and FCC recognition of the degree of UK

liberalization will set the standard for international competitive opportunities and

will encourage the opening of other countries' markets.

The merger of MCI and BT will also promote effective competition by

improving product development and marketing of global services. The Commission

has previously recognized the emergence of the important new market for the

provision of seamless, global services to multinational companies that want a single

carrier to supply integrated services across national boundaries. 16/ MCl's and

BT's experience with the Concert joint venture has demonstrated that consumer

demand for such "one-stop shopping" services is substantial and, further, that the

competitive benefits of the companies' common international strategy can be better

achieved through the full integration of their technical and market planning

16/ MCIIBT, 9 FCC Rcd at 3972 n.l03.
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capabilities. The merger will realize their common goal of forming a unified global

platform for the provision of a uniform set of services tailored to the needs of major

customers.

The combination of MCI and BT will also better position the merged

company to compete effectively as the Commission contemplates fostering more

competition in the provision of basic international services. 17/ Increased

competition from the end-to-end provision of international services, in the manner

allowed by regulation, will bring downward pressure to bear on the current levels of

accounting rates and on the system itself, a development that the Commission has

also recognized is of benefit to US consumers. 18/ On the US-UK route, where both

ends will be open to facilities-based competition, there is a significant opportunity

for testing the benefits of a relaxation of the international settlements policy and

other changes in regulations necessary to implement end-to-end services. 19/

Finally, the competitive market expertise and financial capability of

the combined MCI and BT will be strong, positive forces for liberalization world-

17/ See Policy Statement on International Accounting Rate Reform, 11 FCC Rcd
3146 (1996).

18/ Foreign Carrier Entry Order, 11 FCC Rcd at 3880; Regulation of
International Accounting Rates, CC Docket No. 90-337, Phase II, Fourth Report
and Order, FCC 96-_ (adopted Nov. 26, 1996).

19/ It is noted that BT's UK-US current accounting rate of .15 SDR (effective
April 1996) is one of the lowest accounting rates with the US, reflecting a reduction
of approximately 58 percent (from .33 SDR to .15 SDR) over an 18-month period.
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wide. These strengths will be particularly important in Europe, where BT is in

joint venture partnerships with new operators seeking to enter and compete in the

national markets that are promised to open in 1998. The merged company will be

well equipped to push for market opening and competitive opportunities in Asia

Pacific and Latin America.

Thus reflecting the commitments of both the US and the UK to an

open and competitive global telecommunications marketplace, the proposed MCI-

BT merger is also fully consistent with and supportive of the articulated US

international trade goals in the World Trade Organization ("WTO") negotiations on

basic telecommunications services. 201 Further, the proposed merger is not

inconsistent with any other trade or foreign policy considerations, or with national

security or law enforcement concerns.

201 As Ambassador Jeffrey M. Lang, Deputy United States Trade
Representative, stated in recent Congressional testimony:

Our objective in this negotiation is to obtain similar levels of openness
to foreign investment and competition in the markets of other major
trading partners. . .. We have challenged all WTO members to open
their markets, together with the United States, through these
negotiations. Greater openness to competition in telecommunications
services will allow new investment to fulfill the tremendous amount of
unmet demand in most other markets around the world.

Testimony of Ambassador Jeffrey M. Lang before the House Subcommittee on
Commerce, Trade and Hazardous Materials, at 2 (May 9, 1996); see also, Reed E.
Hundt, To Build One World, Only Connect, Address Before the Asia Society (Oct.
11, 1996).
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C. The United Kingdom Satisfies Every Element of the Effective
Competitive Opportunities Standard for the Transfer of
Control of Section 214 Authorizations

With the consummation of the merger, BT and MCI will be "affiliates"

within the meaning of Section 63.18(h)(I)(i) of the Commission's Rules. Section

63. 18(h)(6) requires an applicant seeking authority to provide US international

facilities-based services to a country in which an affiliate operates to demonstrate

that such country offers effective competitive opportunities ("ECO") to US carriers

to participate in that country's international facilities-based market.

Section 63. 18(e)(5) of the Commission's rules governs applications for

authority to acquire facilities through the transfer of control of a common carrier

holding international Section 214 authorizations. Section 63. 18(e)(5) does not

specifically require an applicant to meet such an ECO test. However, the

Commission previously has applied an ECO analysis to its consideration of

proposals for investment by foreign telecommunications entities in US

international carriers. 21/ The Applicants demonstrate below that the UK offers

US carriers effective competitive opportunities to provide international facilities-

based services. 22/

21/ Sprint Corp., 11 FCC Rcd at 1857-64; see also MCIIBT, 9 FCC Red at 3965.

22/ The Commission should note that BT North America Inc. ("BTNA") has
separately requested Section 214 authority to provide facilities-based services to the
UK and a ruling that BTNA be treated as a non-dominant carrier on the US-UK
route because BT does not have the ability to discriminate against unaffiliated US
carriers in the UK. See Application for Authority Under Section 214 of the
Communications Act to Acquire and Operate Facilities between the United States

[Footnote continued]
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As set forth in the Foreign Carrier Entry Order. the Commission

considers four factors in applying the ECO test: the absence of de jure restrictions

on international facilities-based entry; the availability of interconnection on fair

and reasonable terms; the presence of an independent regulator, employing fair and

transparent regulatory procedures; and the existence of safeguards against

anticompetitive behavior. 23/ The Commission has stated that it "plac[es] a greater

emphasis on the first factor of the test: the legal ability to provide international

facilities-based service." 24/ This is intended to "provide a higher level of

predictability to foreign carriers seeking entry." "[T]he other factors necessary for

effective competition" are intended to "provid[e] foreign carriers with additional

clarity when considering whether to invest in, or establish directly, a U.S.

international facilities-based presence." 25/ The Applicants discuss each of these

factors in turn in this Section, demonstrating in each case that the Commission's

requirements are met.

[Footnote continued]

and the United Kingdom, File No. ITC-96-439 (filed Aug. 2, 1996); Motion to Be
Reclassified as a Non-Dominant Carrier for US-UK Service, File No. ISP-96-007
ND (filed Aug. 2, 1996). Commission action on these requests should not be delayed
as a result of the filing of these Applications because, pending approval of the
proposed merger, BTNA continues to compete independently in the provision of
international services to customers with sites in the US.

23/ Foreign Carrier Entry Order, 11 FCC Red at 3889.

24/ Id. at 3890.

25/ Id.
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1. US Firms Have the Legal Ability to Provide UK
International Facilities-Based Service

As described in the Foreign Carrier Entry Order, the first element of

the test is met if a US carrier has the "legal right to obtain a controlling interest in

a facilities-based carrier and [is] able to originate and terminate" International

Message Telephone Service ("IMTS") traffic. 26/ US carriers soon will have the

legal ability to control international facilities-based carriers in the UK and provide

IMTS to and from the UK. Until now, the UK government has authorized only BT

and Mercury Communications Limited ("Mercury") (a subsidiary of Cable &

Wireless pIc) to own international cable network facilities or to use international

satellite facilities for voice services involving interconnection to a public switched

network at both ends. 27/ These restrictions are about to be eliminated. On June 6,

1996, the UK Department of Trade and Industry ("DTI") formally invited companies

to apply for Public Telecommunications Operator ("PTO") licenses to provide

26/ Id. at 3891.

27/ Facilities-based competition in the provision of most international satellite
services is already permitted. PanAmSat, for example, obtained a license in April
1993 to provide international satellite services connected to a public switched
network at one end for voice telephony and at both ends for data services.
International satellite services not interconnected to a public switched network at
either end are also already permitted under a class license, meaning that such
services can be provided by anyone complying with the terms of the license without
the need to seek explicit authority. Under the newly announced policy described in
this Section, operators wishing to provide the full range of international services by
satellite may now apply for, and may expect to receive, an individual license with
no such restrictions on interconnection.
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international network service in the UK on the same terms as BT and Mercury, i.e.,

using telecommunications facilities owned and controlled by the company providing

the service. 28/ No foreign ownership or affiliate restrictions apply to such licenses

and there is no ECO or other reciprocity test.

DTI received 46 applications for international facilities licenses by its

deadline for the first tranche, including applications submitted by AT&T and 21

other US companies. On November 18, 1996, DTI issued draft licenses to 45 of

these applicants. 29/ Mter a 28-day consultation period, these licenses are expected

to become final. The licenses will permit the operator to offer any international

service on any route, including IMTS, to and from the US. Thus, today there are no

de jure restrictions on the provision of facilities-based international service in the

UK.

International facilities license holders will be able to construct their

own backhaul infrastructure in order to link their UK networks to their own

international cable capacity. At least two license applicants are actively in the

process of building such alternative infrastructure and are expected to make

backhaul facilities available to other international operators. 30/

28/ UK To Open Up International Telecommunications Services: BT-Mercury
Duopoly Ended, DTI Press Notice (June 6, 1996).

29/ A sample draft license is contained in Volume Three, Section A. One
applicant asked for deferral of its application.

30/ BT will make ''hand-off' facilities available at the cable landing stations it
manages to allow providers of alternative backhaul to access their international

[Footnote continued]
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DTI has also announced changes to its policy regarding international

simple resale ("ISR"). Previously, DTI authorized the provision of ISR only to

countries that DTI found to be equivalent pursuant to an analysis similar to the

Commission's equivalent resale opportunities test. Now, DTI has eliminated the

requirement of equivalency, thereby allowing UK-licensed carriers, including US-

owned carriers, to provide ISR services on any route.

These substantial changes in UK international telecommunications

regulation -- greeted by Chairman Hundt as a "bold decision" 31/ -- are firm

evidence of the UK.'s commitment to maintaining a liberalized and competitive

market for international telecommunications services. In this environment, BT will

face even more intensive competitive pressure than it does today from an

increasingly wide array of service and facility providers.

[Footnote continued]

cable capacity. While it is not yet clear how many or to which cable landing
stations new operators will want to extend their networks, at this stage particular
interest is being shown in access to the landing stations of cables where there is
substantial unallocated capacity~ TAT 12/13 at Land's End and CANTAT 3 at
Redcar). BT notes that Mercury already has an extensive backhaul network in
place to link its UK network to its own transatlantic cable capacity as well as to the
cables serving the Netherlands, France, and Belgium. Mercury relies on BT's
backhaul capacity for four other cables, while BT relies on Mercury's backhaul
capacity for access to PTAT. Thus, a competitive provider ofbackhaul facilities, i.e.,
Mercury, is already in place for many cables.

31/ Chairman Hundt Hails the United Kingdom's Decision to End its Duopoly
Policy for the Provision of Facilities-based International Services, FCC News
Release (June 6, 1996).
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The impact of competition is readily apparent from changes in BT's

international telephone business over the last three years. Even under the old

facilities duopoly regime, US resale competitors took substantial UK traffic from

BT, indicating that there were no significant de facto barriers to competition. From

March 1993 to March 1995, BT's share of the overall revenues from IMTS outbound

international telephony dropped from 77.5 percent to 70 percent. 32/ In the

January-March 1996 period, BT's share of overall outbound IMTS revenues was

68.3 percent, while its share of outbound IMTS business revenues was 55.3 percent,

reflecting the priority given by BT's competitors, including ISR operators, to

attacking the business market. 33/ Moreover, resellers' collective share of

international direct dial service increased by over 80% from the second quarter of

1995 to the first quarter of 1996. 34/ The ability of BT's US-based competitors to

start using their own facilities during 1997 will give them an opportunity to reduce

their costs, giving them more flexibility to lower prices and further increase demand

for their services.

32/ The UK Telecommunications Industry: Market Information, Director General
of the Office of Telecommunications, at 8 (Nov. 1995) ("OFTEL Market Information
Document").

33/ Market Information Update, Director General of the Office of
Telecommunications, at 8, 16 (Oct. 1996) ("OFTEL October Market Information
Update").

34/ Resellers' share increased from 5.0 percent for the period April-June 1995 to
9.1 percent for the period January-March 1996. See OFTEL October Market
Information Update; Market Information Update, Director General of the Office of
Telecommunications (May 1996) ("OFTEL May Market Information Update").
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With the end of the duopoly policy, carriers will have infrastructure

alternatives to BT and Mercury and will not need to use the facilities of BT or

Mercury for international service. BT's resale competitors will be able to obtain

international capacity from a greater variety of sources. DTI's decision to end the

duopoly on international network facilities ensures that US-based firms will have

the legal right to control a UK facilities-based carrier and originate and terminate

IMTS traffic. Thus, US carriers will have the effective competitive opportunity to

grow their UK businesses, in support of the Commission's public policy objective.

2. The UK Provides Nondiscriminatory Interconnection to
US Carriers for Termination and Origination of
Telecommunications Services

The second factor the Commission examines as part of the effective

competitive opportunities test is "whether there exist reasonable and

nondiscriminatory charges, terms and conditions for interconnection to a foreign

carrier's domestic facilities for termination and origination of international

services." 35/ In addition to consideration of whether the terms of interconnection

are "publicly available on a nondiscriminatory basis and at reasonable prices," 36/

the FCC will also examine the "state of liberalization in the foreign carrier's

domestic market for local access and intercity services." 37/

35/ Foreign Carrier Entry Order, 11 FCC Red at 3892.

36/ Id.

37/ Id. at 3897.
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a. UK Interconnection Terms are Fair and Reasonable

Interconnection to UK domestic facilities for the termination and

origination of international service is available today on reasonable and

nondiscriminatory charges, terms, and conditions, as has been already recognized

by the FCC. 38/ First, the Commission recognized that BT is required by the terms

of its Licence to interconnect its network with those of other individually licensed

carriers (Condition 13) and to refrain from showing undue preference or undue

discrimination in relation to its obligations under its Licence (Condition 17). 39/ As

the Commission observed in ACC/Alanna, "these conditions make explicit the UK

regulatory authorities' commitment to ensure that BT's competitors are able to

interconnect their networks with BT's local exchange network." 40/ Second, BT is

required to offer standard interconnection services at standard prices and to

publish interconnection agreements or an adequate description of them. 41/ The

Commission recognized in ACC/Alanna (and confirmed recently in the Foreign

38/ ACC Global Corp.lAlanna Inc., 9 FCC Red 6240,6252 (1994) ("ACC/Alanna").
Also, BT has in place back-office systems that enable carriers to obtain
interconnection as they need it, and that address all provisioning, maintenance,
and billing issues.

39/ A copy of the BT Licence, including the cited Conditions, is contained in
Volume Three, Section F of this filing.

40/ ACC/Alanna, 9 FCC Red at 6253.

41/ BT has provided interconnection services in this manner since 1995.
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Carrier Entry Order} that such an offering is an adequate alternative to the

Commission's regulatory approach of tariffed service offerings and rates. 42/

Changes to the interconnection regime since the adoption of

ACC/Alanna in 1994 provide further evidence of the UK's commitment to the

availability of interconnection on fair and reasonable terms. The Office of

Telecommunications ("OFrEL") has been engaged in an extensive review of the UK

interconnection regime since June 1993. Three significant changes to the UK

interconnection regime have been implemented as a result of this review.

First, in March 1995 BT agreed to certain Licence modifications that

concern interconnection. With the addition of Condition 16B and modifications to

Condition 13, OFTEL now establishes standard charges based on BT's costs for

interconnection services provided by BT to other operators. These charges must be

offered to all operators on a nondiscriminatory basis. and they must be reflected by

BT as internal transfer charges in BT's rates for its own retail services that employ

the same elements of the BT network. BT is thus prevented from discriminating

against its competitors, and in favor of its own operations, in the pricing of network

services. 43/ In addition, new Conditions 17B and 17C establish fairness

42/ ACC/Alanna, 9 FCC Red at 6254; Foreign Carrier Entry Order, 11 FCC Red
at 3892 n.48.

43/ As noted infra, OFrEL has proposed moving interconnection charges to their
long-run incremental cost plus a mark-up to cover common costs.
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requirements regarding quality of service. 44/ These conditions prohibit BT from

discriminating among other operators, or between itself and other operators, in the

quality of interconnection or private circuit services provided to other operators.

Second, access deficit charges ("ADCs") to interconnecting carriers

have been eliminated, and related changes have been made to the regulation of

BT's retail prices. The access deficit is the loss BT incurred in establishing and

maintaining lines to customers. 45/ In ACC/Alanna. the Commission expressed

concern about the impact of ADCs on the continued viability of the UK

telecommunications market for US carriers. 46/ OFTEL's abolition of ADCs

eliminates these concerns.

Finally, OFTEL recently proposed to introduce a new interconnection

regime in 1997, in parallel with new consumer price control arrangements. OFTEL

has proposed to draw back from annual determinations of interconnection charges

in view of increasing competition in the network services market and the

administrative burdens associated with the present arrangements. Instead,

OFTEL would establish BT's initial cost base and allowable revenues with respect

44/ These conditions, inter alia, require BT to publish information regarding the
actual performance of interconnection and private line services against targets.

45/ Historically, BT has incurred a loss on this business, because until recently
BT was prevented from raising line connection and rental charges to the point at
which such charges would cover BT's costs. ADCs were intended to compensate BT
for its loss.

46/ ACC/Alanna, 9 FCC Red at 6255.
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to those charges (based on long-run incremental costs plus a mark-up to cover

common costs), and would control interconnection prices thereafter through a

detailed set of network price caps. The requirements for BT to offer the same

charges to all operators and to use these charges as the basis for its internal

transfer charges would remain in force.

The reasonableness and pro-competitive nature of the UK

interconnection regime is readily apparent when UK rate levels are compared to

those of other countries. A recent study comparing UK interconnection prices with

those of other countries (including the US) found that BT's prices for

interconnection services in 1995 were the lowest of the six countries studied. 47/

The study revealed that BT's charges were 20 percent lower than the next best

operator and nearly 80 percent lower than the most expensive operator studied. In

light of these facts, the interconnection regime cannot be deemed a barrier to entry

in the UK.

b. The UK Local Services Market Is Fully Open to
American Carriers.

Competition in UK local markets today significantly exceeds the level

in the US or in any other country. This is a direct result of UK policy encouraging

47/ An International Comparison of Interconnect Prices - A Report to BT, Ovum
Ltd., Feb. 1996. Countries included in the study were Australia, Japan, New
Zealand, Sweden, the UK, and the US. US carriers included in the study were Bell
Atlantic, Ameritech, Nevada Bell, Cincinnati Bell, New York Telephone, and New
England Telephone.
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construction of competitive local facilities with participation by foreign firms.

Unlike the US, there has been competition in the UK local services market since

1986, when Mercury began to operate domestic and international switched services

with direct connections to customers as well as access to BT's local network for

origination and termination of calls at prices determined by OFTEL. Beginning in

1991, cable television companies were permitted to provide telephone service in

their own right (previously, service had to be provided in conjunction with BT or

Mercury), and virtually all of them do so today. More recently, extensive local fiber

optic networks and fixed wireless systems are providing an additional means of

local competition. While BT's share of local telephone service remains over 90

percent, 48/ approximately one third of residential subscribers can subscribe to

competitive telephone service. 49/ In addition, BT market studies show that

competing carriers targeting large business customers have achieved a share of 25%

of lines, and 40% of the total expenditure on telephone service, for such

customers. 50/ Furthermore, while BT controls the largest percentage of local

48/ For fourth quarter 1995/96, OFTEL estimates that BT's share of all local call
revenues is 91.0 percent (88.7 percent for business calls), while its share of all
exchange line revenues is approximately 94 percent (over 95 percent for the
business market). OFTEL October Market Information Update, supra note 33, at 8,
16.

49/ See Mass Media, Communications Daily, Nov. 27, 1996 at 8 (7.8 million
homes passed by broadband cable).

50/ "Large customer" is defined as a customer site with 20 or more access lines.
Total expenditure is the sum of the charges for access lines plus local, national and
international calls.
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exchange lines, all such facilities can be used to obtain local access and other

services from BT's competitors via indirect access. 51/ The availability of such

alternatives is having a substantial impact, as BT's share of new fixed lines is now

less than the share of the cable companies. BT reportedly services less than half of

the business customers in central urban areas. 52/

UK cable television operators as of October 1, 1996 pass 32.5 percent

of homes, and the buildout requirements of their licenses ensure that they will

reach 70 percent of the population by 2002 with both cable television and telephone

services. 53/ It is expected that the cable operators will pass an additional 2.6

million homes and businesses in 1996, 54/ and that 10 million homes out of a total

of 24 million homes in the UK will be able to receive cable telephone service by the

end of 1997. 55/ In calendar year 1995, the number of cable telephone lines

installed grew by almost 100 percent (from 717,586 to 1,419,819). As of July 1996,

109 cable television franchises offered telephone service in the UK. The UK's Cable

51/ See infra note 110 (defining "indirect access").

52/ London on the Line, Washington Post at HI, H6, Nov. 10, 1996.

53/ See Mass Media, Communications Daily, Nov. 27, 1996 at 8.

54/ 1995 Annual Report, Director General of the Office of Telecommunications,
at 27 (March 1996) ("OFTEL 1995 Annual Report").

55/ Cable Industry Claims to be Overtaking BSkyB, Financial Times, July 1,
1996. Projected penetration rates for the year 2001 are 38 percent (residential) and
20 percent (business). Telephony Cable TV Telecom Yearbook (1995).
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Television Association has stated that telephone revenues now constitute over 50

percent of total cable operator revenues. 56/ Approximately 60,000 residential

customers per month are switching from BT to the cable companies, 57/ resulting in

BT's negative growth for residential local exchange lines over the year to March

1996. 58/

US-based cable companies are among those enjoying this rapid

growth. For example, Nynex CableComms pIc, the second largest cable operator in

the UK, reported that its share of residential service in its franchise areas rose 25.9

percent in the first quarter of 1996. 59/ NYNEX and other cable television

operators have proposed to merge with Mercury, with its national and international

facilities-based networks, in order to further accelerate growth in the cable

operators' share of the telephone market. 60/

57/ OFTEL 1995 Annual Report. In contrast, the provision of telephony over
cable systems in the US is largely in the experimental stages today, with "virtually
all cable systems ... [requiring] significant network upgrades in order to provide
telephony service, including additional deployment of fiber optic cable, additional
electronics, and back-up power systems." Implementation of the Local Competition
Provisions in the Telecommunications Act of 1996, FCC 96-182, at n.16 (reI. April
19, 1996) (Notice of Proposed Rulemaking).

58/ OFTEL April Market Information Update at 14.

59/ Nynex CableComms GP. 1st Quarter Results, Reuters, May 8, 1996.

60/ See, ~, BT Beware! - Mercury Grows Larger, Reuters, Oct. 30, 1996;
Mercury's $5 BN Merger With Cable Firms Heralds Huge Telecoms Industry
Shake-Up, Reuters, Oct. 23, 1996.
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City of London Telecommunications Ltd. ("COLT'), which is indirectly

majority owned by the US company FMR Corp., 61/ operates a digital fiber optic

telecommunications network in London that, as of September 30, 1996, covered 125

route kilometers (78 route miles) and served customers in 536 buildings. 62/

Through two switching centers in the London metropolitan area, COLT offers local,

national, and international switched telecommunications services. 63/ It also offers

a full range of non-switched services such as private line, LAN interconnection, and

video services. 64/ COLT focuses upon serving telecommunications-intensive

customers such as large financial, media, corporate, and government end-users and

other telecommunications carriers that compete against BT. 65/ Although COLT's

initial 1993 PTO license was restricted to central London, in 1995 the company was

granted a new license covering all of the UK. 66/ COLT is poised to expand services

61/ COLT Telecom Group pIc, SEC Form F-1 Registration Statement, filed Nov.
8, 1996, Preliminary Prospectus at 63. Fidelity Investors Limited Partnership and
Fidelity International Limited hold the remaining indirect investment interests.

62/ Id. at 26. As of September 30, 1996, applications were pending for direct
COLT connections to 132 additional buildings. Id. at 39. COLT also serves
approximately 750 customers through indirect access via the BT network. Id.

63/ Id. at 26.

64/ Id. at 26-27.

65/ Id. at 39. COLTs London customers include Reuters, the London Stock
Exchange, Bankers Trust, Midland Bank, the Baltic Exchange, the Financial
Times, CCTA, and the House of Commons, as well as carriers such as AT&T,
Esprit, Energis, and Sprint (Global One). Id.

66/ Id. at 39.
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to other UK metropolitan centers such as Birmingham and Manchester and along

the M4 corridor. 67/

In March 1995, MFS Communications Ltd., a wholly owned subsidiary

of the US firm MFS Communications Company, Inc., launched service on its

London fiber network, which then covered the City and Docklands and was being

built out to Southwark and Westminster with plans underway to extend the

network to the Thames Valley, which would put MFS within reach of 35 percent of

the UK's largest telecommunications users. 68/ Having a PTO license for the entire

country, MFS is actively looking to expand into other UK metropolitan areas. 69/

MFS provides a full range of voice, data, and video services to business customers

over its greater London metropolitan area network which is interconnected to MFS'

European and US integrated International Network Platform. 70/ In 1996, the

67/ Survey of Telecommunications in Business: Drive for Residential Customers,
Financial Times, June 15, 1995, at III. COLT has a preferred supplier agreement
with Energis, a new long distance competitor to BT. Id. Under COLT's 1995
interconnection agreement with Scottish Telecom, the two companies will jointly
provide services between London and Scotland. Confidence Abounds, UK
Telecommunications Market Survey Supplement, Financial Times, at VI, March 21,
1996 ("Confidence Abounds").

68/ Survey of Telecommunications in Business: Drive for Residential Customers,
Financial Times, June 15, 1995, at III.

69/ Confidence Abounds, at VI.

70/ MFS Communications Company, Inc., Prospectus Supplement, filed at SEC
Jan. 22, 1996, at S-33 to 34.
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parent MFS company announced its intention to acquire leading Internet access

provider UUNet 71/ and to merge with WorldCom, Inc. 72/

Affiliates of UK electric utilities, such as Norweb Communications,

Scottish Telecom, and the Torch Telecom joint venture of Yorkshire Electricity and

Kingston Communications, are also providing ever-expanding telecommunications

services in their metropolitan regions. 73/

BT is also beginning to experience local competition from fixed

wireless services. Using fixed radio access ("FRA") technology, Ionica pIc is the

most prominent but not the only fixed wireless competitor facing off against BT,

Mercury, the cable companies, and other wire-based providers of local telephone

lines and service. Radio technology allows an operator to roll out a local network

quickly and with a much smaller investment than that required for wireline

providers, making it possible to undercut higher cost competitors' prices. 74/ Once a

71/ See MFS Communications Company, Inc., SEC Form S-4 Registration
Statement, filed July 12, 1996.

72/ See Agreement and Plan of Merger by and among WorldCom, Inc., HIJ Corp.,
and MFS Communications Company, Inc., dated as of August 25, 1996, in MFS'
SEC Form 8-K, filed Aug. 24, 1996.

73/ Confidence Abounds, at VI. Torch Telecom, which launched service in 1995,
has switches in Leeds and Sheffield and remote switching centers in Bradford and
Wakefield, and has linked SDH rings around those cities. Telecomeuropa's New
Network Operator Newsletter, Sept. 25, 1995. Norweb operates a digital fiber and
microwave network between Manchester, Carlisle, and other northwestern
communities. Id., Nov. 27, 1995.

74/ Telephones Take to the Air, UK Telecommunications Market Survey
Supplement, Financial Times, March 21, 1996, at V ("Telephones Take to the Air").
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base station is in place, an operator need only connect its customers by radio link

rather than incur the time and expense of having to dig up the streets and lay

cable. 75/ Fixed radio-based technology is emerging as a competitively priced

alternative to BT for small and medium-sized businesses and residential

customers. 76/

lonica's PTO license requires it to provide fixed wireless local

telephony coverage to 75 percent of the UK population by the year 2000. 77/ lonica

launched commercial telephony services in the eastern region of England on May

14, 1996 and began actively targeting and connecting customers in June 1996. 78/

lonica's system connects existing customer premises equipment to area base

stations by fixed radio antennae and links those base stations by radio to lonica

switches; the regional networks formed at each lonica switch are then

interconnected to the networks of BT and other carriers. 79/ The company plans to

75/ ld.

76/ Id.

77/ lonica pIc, SEC Form F-4 Registration Statement, filed November 5, 1996
(lonica Form F-4), at 30. lonica has licensed ScottishPower pIc to use the FRA
technology in Scotland. ld. at 78-79. As a consequence, lonica expects DTI will
modify lonica's coverage requirement to exclude Scotland and to require it to cover
75 percent of the UK population excluding Scotland's population by 2000. Id. at 30.
Ionica plans to cover over 80 percent of the UK population, excluding Scotland, by
2002. ld. at 47.

78/ Id. at 46.

79/ Id. at 57.
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have 181 base stations by March 31, 1997 and 1,800 by March 31,2000. 801

lonica's current outgoing call charges are 15 percent below BT's standard tariffs; its

line rental charges are also well below BT's standard tariffs (20 percent below for

the first line and 40 percent below for a second line). 81/ Based on extensive

market and demographic research and the availability of number portability as of

October 1996, lonica is aiming to achieve an average market penetration of 4.9

percent at the end ofFY 2000/01 and 7.7 percent by end of 2002/03. 821 lonica is

targeting the residential and small business sectors which it believes make up 90

percent of the 26 million telephone lines in the UK, excluding Scotland. 831

ScottishPower Telecommunications Limited ("Scottish Telecom"), a

subsidiary of ScottishPower pIc, will be offering the lonica FRA technology in

Scotland by 1997. 841 Additionally, Atlantic Telecommunication, which is owned by

cable TV operator Caledonian Media Communications, began providing FRA service

in Scotland on October 30, 1996, and is targeting residential and small to medium-

sized business customers beginning in 1997. 851 Although Scottish Telecom and

801 Id. at 48.

81/ Id. at 48-49.

821 Id. at 47,62.

831 Id. at 61.

841 Id. at 6,78-79; ScottishPower pIc, Annual Review 1995-96, at several pages
(unnumbered).

851 lonica Form F-4 at 28; Telephones Take to the Air, at V.
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Atlantic are limiting their activity to Scotland, Liberty Communications Limited, a

subsidiary of Millicom Inc., is licensed to provide local telephony services using FRA

technology throughout the UK and has announced its intention to target UK small

business users and homeworkers who may also require specialized value added

services. 86/

Over a dozen entities provide alternative local loop infrastructure in

addition to BT and Mercury. 87/ These alternatives to BT's local exchange line

service are available to many customers at rates equal to, or in some cases below,

those charged by BT. 88/ Moreover, these rates are not even the lowest available.

While BT is barred from the simultaneous broadcast TV market until at least 2001,

the UK cable TV companies today are able to package TV and telephone service at a

discount, allowing them to offer rates for the exchange line component as low as 50

percent below the rates charged by BT. 89/

86/ Ionica Form F-4 at 28, 72.

87/ See The Octagon Guide to Telecommunications Tariffs (1995) ("Octagon
Guide").

88/ For example, Energis' local exchange line charge for analog business service
is £23.75 per quarter, which is substantially lower than BT's analog business
service charge of £34.17, and even approaches BT's analog residential service
charge of £21.09. See id.

89/ Nynex CableComms' residential and business quarterly local exchange line
charges of£18.15 and £29.85, respectively, typify the low rates of UK cable TV
operators. See id.
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