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Table 2

Management Employees Required tor Out-ot-Region Entry

Relative to Current SBC/Ameritech Management Force

SSC/Ameritech SSC Only Ameritech Only

Recent Management 33,968 22,662 11,306
Employees - Telco

Out-of-Region Markets 30 37 43

Needed for Top 50 Coverage

Average Managers Required 95 95 95
Per Out-of-Region Area

Required Out-of-Region 2,850 3,515 4,085
Managers

Required Out-of-Region 8% 16% 36%
Managers as a Percentage of
Recent Management
Employees

Source: SSC
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stock of SSC and Ameritech managerial employees provides a rough measure of the

managerial requirements created by the national/local plan. SSC estimates that

deployment of facilities and services in an average out-of-region area will require 270

employees, including 95 managerial employees. Managerial employees are defined

to include those involved in engineering, sales and marketing, administration, and

customer service. Deployment of facilities in 30 areas would require roughly 2,850

managers. SSC and Ameritech together employ roughly 34,000 managers. Thus,

the out-of-region venture would require the equivalent of only about 8 percent of the

combined managerial work force of SSC and Ameritech.

34. In contrast, if SSC were to attempt to undertake the out-of-region project

in the absence of the Ameritech transaction, it would need to deploy facilities in 37

areas and would require roughly 3,500 managers. This total reflects 16 percent of

SSC's current managerial workforce. If Ameritech were to attempt such a strategy

alone, it would require roughly 4,100 managers, the equivalent of 36 percent of its

current managerial workforce.

35. While these figures are only illustrative because not all managers would

be drawn from current SSC and Ameritech employees, they reveal that the merger

significantly limits the scope of the management effort required for the 30-region plan

relative to the combined firms' current activities. This, in turn, facilitates the rapid

deployment of facilities and services.
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V. THERE ARE MANY POTENTIAL ENTRANTS INTO THE PROVISION
OF LOCAL EXCHANGE SERVICE ADOPTING A VARIETY OF
STRATEGIES

36. SSC's "national/local" strategy, encompassing the Ameritech merger and

3D-city plan, is only one of several recent responses to the changing industry

conditions described above. Each of these approaches, including SSC's, involve

significant risks and it is unclear which firms and strategies ultimately will succeed.

SSC's strategy appears to be distinguished as the only one premised on "following"

current customers to new locations and is one of few attempting to provide a "near-

national" footprint. Examples of various recent entrants and strategies (in alphabeti-

cal order) include:

• Allegiance Telecom: Allegiance plans to offer local exchange services
in 24 areas throughout the U.S. 27 It plans to offer local and long dis
tance services, including 800/888 and calling card service. 28 It intends
to offer services to "business, government and other institutional users
in major metropolitan areas across the United States.',29 Allegiance is
pursuing a "smart build" strategy in which it will "deploy digital switching
platforms with local and long distance capability and initially lease fiber
trunking capacity from the ILECs and other CLECs. 30 The CEO of
Allegiance is the former President of MFS.

• AT&TITCGITCI: At year end 1997, Teleport Communications Group
(TCG) operated local networks in 65 MSAs, including 19 of the 20
largest metropolitan areas. 31 AT&T announced its intention to acquire
Teleport in January 1998. TCG provides "basic local exchange tele
phone services, enhanced switched services, dedicated services, high
speed switched data services, Internet service, disaster avoidance

27. http://www.allegiancetele.com/htmllbody_aboutallegiancemap.html

28. http://www.allegiancetele.com/html/body_products_and_services.html

29. Allegiance Telecom Inc. Prospectus, 7/2/98, p. 5.

30. Allegiance Telecom Inc. Prospectus, 7/2/98, p. 5.

31. Teleport Communications Group Inc. 10-K, 12/31/97, p. 4.
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services and video channel transmission services.,,32 TCG describes its
customers as "principally telecommunications-intensive businesses,
healthcare and educational institutions, governmental agencies, long
distance carriers and resellers, Internet service providers, disaster
recovery service providers, wireless communications companies and
financial service companies".33 AT&T also announced its intention to
acquire TCI in June 1998. This transaction has been viewed as provid
ing AT&T with a means to enter into the provision of local service
through TCl's cable facilities. 34 TCI now offers cable television service
to 13.9 million households35 and passes more than 33 million house
holds.36

• Covad Communications: Covad "is a packet-based Competitive Local
Exchange Carrier which provides high-speed data communications
services using Digital Subscriber Line technology."37 Covad "depends
on leased copper lines and its own DSL central-office and customer
premise equipment to reach its customers. ,,38 The firm's target custom
ers are large businesses, government entities, educational institutions,
and ISPs. Covad currently offers DSL service in the San Francisco Bay
Area, and has "plans to launch its services in other regions, initially
including Boston, Los Angles, New York, Seattle and Washington DC.,,39
Covad's senior executives were formerly with Intel.

• Cox Communications: Cox Communications is one of the nation's
largest cable television systems. Cox states that its "strategy ... is to
capitalize on the capabilities of its advanced broadband platform and the
strength of its current cable television business to provide its residential
and commercial customers with an integrated package of existing
mutlichannel video and new services, including digital video, high-speed

32. Teleport Communications Group Inc. 10-K, 12/31/97, p. 5.

33. Teleport Communications Group Inc. 10-K, 12/31/97, p. 4.

34. http://www.att.com/press/0698/980624.cha.html

35. TCI Communications Inc. 10-K, 12/31/97, p. 7.

36. http://www.att.com/press/0698/980624.cha.html

37. Covad Communications Group Inc. Prospectus, 4/27/98, p. 1.

38. http://www.c1ec.com/latestldatalclec/datastory1.cfm

39. Covad Communications Group Inc. Prospectus, 4/27198, p. 1.



- 25 -

Internet access and local and long distance telephone services. t14o In
1997, "Cox Digital Telephone" was "introduced to residential customers
in Orange County, California and Omaha, Nebraska. During 1998 Cox
will launch Cox Digital Telephone in additional markets."41 Cox addition
ally offers conventional fiber optic networks to businesses in four cities.

e.spire: e.spire (formerly American Communication Services) has local
networks in service in 32 areas, predominantly in southern states.42

e.spire offers dedicated access services, switched voice services (both
local and long distance), as well as Internet and data services.43 It "in
tends to continue to target businesses in the southern half of the United
States, ... and strives to be the first to market integrated communi
cations services in each of its markets."44 The firm targets large busi
nesses and national accounts, and its carrier sales group targets dedi
cated services to long distance carriers and ISPs. 45

• Electric Lightwave: Electric Lightwave provides services in five western
MSAs.46 The firm also constructed long-haul fiber optic networks con
necting their service areas. Electric Lightwave offers dedicated services
(special access and private lines), local dial tone, long distance and
enhanced services, such as frame relay and video conferencing.47

Electric Lightwave" offers services to retail customers, primarily large
and medium-sized communications-intensive businesses, and wholesale
customers."48 Citizens Utility Company owns 83 percent of Electric
Lightwave.

Focal Communications: Focal "is a rapidly growing competitive local
exchange carrier which is focused on providing local switched telecom
munications services to large corporations, Internet service providers

40. Cox Communications Inc. 10-K, 12/31/97, p. 3.

41. Cox Communications Inc. 10-K, 12/31/97, p. 8.

42. http://www2.empire.netlnetworks/netmap.cfm

43. American Communications Services Inc. 10-K, 12/31/97, p. 8-10.

44. American Communications Services Inc. 10-K. 12/31/97, p. 7.

45. American Communications Services Inc. 10-K, 12/31/97, p. 7

46. Electric Lightwave Inc. 10-K, 12/31/97, p. 1.

47. Electric Lightwave Inc. 10-K, 12/31/97, p. 1.

48. Electric Lightwave Inc. 10-K, 12/31/97, p. 1.
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and value-added resellers in Tier I Markets.,,49 Focal currently offers
services in Chicago and New York and intends to expand into eight
additional large metropolitan markets by the end of 1999.50 Focal is a
"switch-based" CLEC, having "chosen to pursue a network design
approach which involves purchasing and maintaining its own switches
while leasing fiber optic transmission facilities on an incremental basis
as demand dictates."51 Focal does not offer a bundle of telecommuni
cations services, instead offering a "focused set of value-added local
switched services to its customers, which management believes differ
entiates the Company from a majority of competitors who are seeking to
provide 'one-stop' telecommunications services.,,52 Former executives of
MFS head Focal's management team.

• GST Telecommunications: GST Telecommunications operates in 11
western metropolitan areas.53 GST also operates long haul fiber optic
facilities in three western states. 54 GST offers switched and dedicated
local service, long distance, Internet services, and frame relay servic
es.55 GST's 10-K states that the company "focuses on small to medium
sized businesses that have significant telecommunications require
ments.,,56 Additionally GST "offers shared tenant services to large
apartment and residential communities in several western states that
bundle local, long distance, Internet access, cable television and home
alarm services.,,57 The 10-K further notes that the company's "network
strategy is to ... assemble, through a combination of owned and leased
facilities and joint ventures, an integrated regional network for the on-net
provision of CLEC services ... "58

49. Focal Communications Corp. 8-4, 4/3/98, p. 1.

50. Focal Communications Corp. S-4, 4/3/98, p. 1.

51. Focal Communications Corp. S-4, 4/3/98, p. 1.

52. Focal Communications Corp. 8-4, 4/3/98, p. 2.

53. http://www.gstcorp.com/location.html

54. GST Telecommunications Inc. 10-K, 12/31/97, p. 3.

55. GST Telecommunications Inc. 10-K, 12/31/97, p. 3-5.

56. GST Telecommunications Inc. 10-K, 12/31/97, p. 3.

57. GST Telecommunications Inc. 10-K, 12/31/97, p. 5.

58. GST Telecommunications Inc. 10-K, 12/31/97, p. 5.
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65. ICG Telecommunications Inc. 10-K, 12/31/97, p. 9.

66. Intermedia Communications Inc. 10-K, 12/31/97, p. 9.

59. Hyperion Telecommunications 10-K, 3/31/97, p. 13.

60. Hyperion Telecommunications 10-K, 3/31/97, p. 3.

61. Hyperion Telecommunications 10-K, 3/31/97, p. 8.

62. ICG Telecommunications Inc. 10-K, 12/31/97, p. 8.

63. ICG Telecommunications Inc. 10-K, 12/31/97, p. 11.
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Hyperion: Hyperion offers, or has plans to offer, local dial tone in 21
areas, principally in northeastern and south-central states. Hyperion
operates in smaller metropolitan areas, including, for example, Albany
NY, Louisville KY, and Little Rock AR. In many of these markets
Hyperion has established partnerships with other firms to construct and
operate the network.59 Hyperion offers dedicated access, switched
local service, long-distance and enhanced data services including frame
relay, Internet access and video conferencing.6o Hyperion states that it
"is a leading provider of integrated local telecommunications services to
small, medium and large businesses, government and educational end
users and resellers, including IXCs, in its markets."61 Adelphia Commu
nications Corporation, the nation's seventh largest cable company owns
88% of Hyperion.

ICG Communications: ICG operates in four regional "clusters": Califor
nia (Sacramento, San Diego, and portions of the Los Angles and San
Francisco areas); Colorado (Denver, Colorado Springs and Boulder);
Ohio (Akron, Cleveland, Columbus and Dayton) and the Southeast
(Birmingham, Charlotte, Louisville and Nashville). The company has
plans to build networks in Atlanta and Texas.62 ICG offers local, long
distance, special access service, voice mail, calling card, and debit card
services to its retail customers.63 Additionally, ICG provides local
switched services on a wholesale basis.64 ICG focuses on offering "bun
dled services to business end users" as well as resellers. 65

Intermedia Communications: Intermedia operates fiber optic networks in
10 southeastern cities. It also owns a 5,000 mile long-haul microwave
transmission network in the Northeast. Additionally, Intermedia intends
to deploy ATM SWitching nodes in 35 cities across the US by the end of
1998.66 Intermedia offers local service, long distance, frame relay
services, dedicated Internet access, network management, voicemail,
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ISDN, Centrex Service, PBX Trunks, CPE and private Iines.s7

Intermedia targets business customers including "small to medium sized
companies whose initial service offering is generally local and long
distance voice, '" medium sized companies with both voice and en
hanced data needs... [and] the largest multi-location companies whose
interests usually begin with Intermedia's enhanced data services."s8
Intermedia also "plans to introduce a new class of voice products which
utilize data protocols to deliver voice traffic over Intermedia's Packet/Cell
Switched Network."s9

• Level 3 Communications: Level 3 is constructing an Internet Protocol
network that will "encompass local facilities in approximately 40 North
American markets, leased backbone facilities in approximately 10
additional North American markets." In addition, Level 3 plans to estab
lish local facilities in approximately 10 European and 4 Asian markets. 70

Level 3 plans to offer "local, long distance and data transmission as well
as other enhanced services... ,,71 Level 3's 10-K states that it "intends to
optimize its international network to provide Internet based communica
tions services to businesses at low cost and high quality, and to design
its network to the extent possible, to more readily include future techno
logical upgrades than older, less flexible networks owned by competi
tors.72 The CEO of Level 3 is the former Chairman of MFS.

McLeodUSA: McLeodUSA refers to itself as a "Super-Regional
CLEC".73 Its 1997 10-K states the company "is a provider of integrated
telecommunications services to small and medium-sized businesses"74
in 10 states in the midwest and upper tier. It also provides service to
residential customers in six states. McLeod has plans to deploy servic
es in five additional western and midwestern states. 75 McLeodUSA offers

67. http://www.intermedia.com/company/overview/overview_f.html

68. Intermedia Communications Inc. 10-K, 12/31/97, p. 8.

69. Intermedia Communications Inc. 10-K, 12/31/97, p. 3.

70. Level 3 Communications Inc. 10-K, 12/27/97, p. 10.

71. http://www.13.com/background.html

72. Level 3 Communications Inc. 10-K, 12/27/97, p. 10.

73. http://www.mcleod-usa.com/headline925.html

74. McLeodUSA Inc. 10-K, 12/31/97, p. 1.

75. McLeodUSA Inc. 10-K, 12/31/97, p. 2.
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local phone service, long distance phone service, paging, Internet
access and e-mail and voice mail. 76 McLeod "principally targets small
and mid-sized markets (cities and towns with a population between
8,000 and 350,000) in its service areas."n

• NEXTLINK Communications: NEXTLINK provides switched local
services in eight states, including a number of communities in California,
and plans to offer services in three additional states in 1998.
NEXTLINK offers local, long distance, voice messaging, dedicated lines,
and high capacity private lines (OS-0/1/3).78 NEXTLlNK'S 10-K identifies
its targeted customer base as "small and medium sized businesses,
generally those businesses with fewer than 50 access lines. ,,79 The
Company enters into larger markets on a stand alone basis and pursues
smaller markets where it can extend or cluster an existing network with
relatively little incremental capital."BO Craig McCaw, founder of cellular
provider McCaw Communications is the founder of NEXTLINK.

• Sprint: Sprint recently announced its Integrated On-Demand Network
(ION), which it claims "can provide homes and businesses with virtually
unlimited bandwidth over a single existing telephone line for simulta
neous voice, video calls and data services."Bl ION will allow Sprint to
offer "local and long-distance voice, IP, frame relay, and ATM ... [using]
high speed local data circuits leased from local providers and connected
to Sprint's nationwide data network ... ,,82 This network will rely on a
"hub" that "takes voice and data traffic and turns it into an ATM
stream."B3 Sprint will use "many different broadband services, such as
digital subscriber lines (xDSL), cable modems, and wireless technolo-

76. http://www.mcleod-usa.com/

77. McLeodUSA Inc. 10-K, 12/31/97, p. 4.

78. http://www.nextlink.netlxpage/xprod1.htm

79. NEXTLINK Communications Inc. 10-K, 12/31/97, p. 3.

80. NEXTLINK Communications Inc. 10-K, 12/31/97, p. 4.

81. http://www.sprintbiz.com/ion/press.html

82. PC Week, June 29, 1998

83. ISDN News, June 16, 1998
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gies ... for the last mile to the customer."84 Sprint states that "ION will
be available in 36 metropolitan markets this year and 60 in 1999.,,85

• Time Warner Telecom: Time Warner Telecom describes itself as "a
leading facilities-based competitive local exchange carrier in selected
metropolitan markets across the United States.,,86 Time Warner "plans to
provide switched services in all of its [19] current markets by the end of
1998.,,87 Time Warner Telecom "provides its customers with a wide
range of integrated telecommunications services, including dedicated
transmission, local switched, data, and video transmission services and
certain Internet services.,,88 The company markets its services "primarily
to medium- and large-sized business customers and other carriers. The
Company's customers are principally telecommunications-intensive
business end users, IXCs, ISPs, wireless communications companies
and governmental entities."89 Although Time Warner Telecom's majority
owner is Time Warner Inc., one of the nation's largest cable operators,
Time Warner Telecom has constructed conventional fiber optic net
works, although it does benefit from "TW Cable's access to rights-of
way, easements, poles, ducts and conduits."90

• Teligent: Teligent plans to offer services in 10 areas by the end of 1998
and 30 areas by the end of 1999 and ultimately 74 areas.91 Teligent
"plans to focus its primary marketing efforts of small and medium-sized
businesses with 5 to 350 telephone lines,,92 and offer "an integrated
package of services, including local and long distance telephone ser
vice, high speed data connectivity, Internet access and
videoconferencing."93 Teligent is deploying point to multipoint fixed

84. Communications Today, June 4, 1998

85. http://www.techweb.com/se/directlink.cgi?INW19980608S0019

86. Time Warner Telecom Inc. S-1, 4/6/98, p. 7.

87. Time Warner Telecom Inc. S-1, 4/6/98, p. 44.

88. Time Warner Telecom Inc. S-1, 4/6/98, p. 43.

89. Time Warner Telecom Inc. S-1, 4/6/98, p. 43

90. Time Warner Telecom Inc. S-1, 4/6/98, p. 44.

91. Teligent 10K, 12/31/97, p. 3.

92. Teligent 10K, 12/31/97, p. 5.

93. Teligent 10K, 12/31/97, p. 5.
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wireless facilities to provide "last mile connectivity" in its licensed market
areas. Teligent is led by Alex Mandl, former President and Chief
Operating Officer for AT&T. NIT recently made an equity investment in
Teligent.94

• WinStar: WinStar currently offers CLEC services in 21 MSAs95 and has
plans to offer service in an additional seven MSAs by end of 1998.96

WinStar offers "local dial tone, private branch exchange trunks, individu
al business lines, Centrex... long distance, data services such as Internet
access, Wide Area Network services utilizing frame relay, IP, and ATM
data transport ... private network services ... [and] Carrier Services".97
WinStar provides CLEC service by means of fixed wireless technology.
WinStar plans to target business customers. "Initially, WinStar targeted
small and medium sized business customers in buildings that have no
more than 100,000 square feet of commercial space and which, in most
instances, are not served by fiber facilities provided by CLECs."98
WinStar also plans to offer "its broadband Carrier Services to other
telecommunications providers."99 WinStar holds radio spectrum licens
es, which cover 125 MSAs, including the 50 largest MSAs. 100

• WorldCom/MCI/MFS/Brooks: WorldCom operates facilities in 105
MSAs. 101 Through its purchase of MFS, it provides local exchange
services in major metropolitan areas such as Chicago, New York, Los
Angles and Washington DC. 102 Through its purchase of Brooks, it
operates in smaller cities such as Tulsa OK, Little Rock AR, Lansing MI,
and Albuquerque NM.103 WorldCom "provides businesses with high
quality local, long distance, Internet, data and international communica-

94. Los Angeles Times, October 1, 1997.

95. WinStar Communications Inc. 10-K, 12/31/97, p. 2.

96. http://www.winstar.com/buisserv_display.html

97. WinStar Communications Inc. 10-K, 12/31/97, p. 2.

98. WinStar Communications Inc. 10-K, 12/31/97, p. 4.

99. WinStar Communications Inc. 10-K, 12/31/97, p. 4.

100. WinStar Communications Inc. 10-K, 12/31/97, p. 2.

101. http://www.wcom.com/products+services/voice_products/locals.html

102. http://www.mfsdatanet.com/mfs/corporate/index.html

103. http://www.brooks.netlsite_3/locations.html
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tions services over its global networks. 104 WorldCom also provides local
service on a wholesale basis. It recently announced that wholesale
service "will be available in all domestic locations where WorldCom
owns local facilities during 1999.,,105

37. As these examples suggest, there are a significant number of potential

entrants into the provision of local service. Several entrants have adopted regional

strategies; others are deploying facilities in "clusters"; some focus on large business

customers, others on smaller business and even certain categories of residential

customers such as multiple dwelling units. Some entrants exclusively provide retail

services; others are attempting to establish roles as wholesale suppliers of local

services. Many entrants are deploying "conventional" digital fiber optic technology;

others are using alternative technologies such as IP, fixed wireless or cable televi-

sion. With only two exceptions (Focal and Covad), all of the companies are offering

bundles of local, long distance and data services. In general, these entrants are

credible, well financed, and often led by experienced and highly successful manag-

ers.

38. It is clear that these strategies represent many and varied responses to

changes in technology and customer demands. Notice that, other than SSC, none

are based on the concept of "following" existing customers and few attempt to

establish a "near-national" footprint. All encompass significant risks due in part to the

rapid changes in demand and supply conditions in the industry. Although it is difficult

to predict the outcome now, some of these strategies undoubtedly will succeed while

104. WorldCom Inc. 10-K 12/31/97 p. 6.

105. http://www.wcom.com/about_worldcom/press_releases/archive1
1998/980515.2.shtml
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others will not. Successful strategies may differ significantly from each other. These

are precisely the circumstances in which regulators must be most cautious about

interfering with firms' attempts to develop and implement new entry strategies. The

more firms that make actual investments in providing new services and facilities, the

greater the likelihood that consumers will benefit from increased competition in the

provision of local service.

39. These examples also suggest that large established telecommunications

companies have no special advantage in entering into the provision of competitive

local exchange services. In particular, incumbency may have certain drawbacks

during times of rapidly changing technology and smaller firms may be able to respond

to these changes more qUickly than established ones. As a consequence, new firms

have often been the first to implement new technologies and have succeeded in

attracting capital to support these ventures. SSC's out-of-region plan appears to

reflect its recognition that established firms must rapidly respond to these changes in

order to remain competitive.

40. Many firms and competing strategies will remain after the transaction.

The proposed transaction does not interfere with the ability of other firms to pursue

alternative strategies and deploy services. While it is likely that there will be no

substantial reduction in potential competition reSUlting from the proposed transaction,

implementation of the national/local plan will establish a significant competitor in the

provision of local exchange services. 106

106. The accompanying affidavit by R. Schmalensee and W. Taylor shows that the
merger of SSC and Ameritech will not substantially reduce potential competi
tion.
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41. The FCC recognizes in the Bell Atlantic/NYNEX decision that evaluation

of the competitive effects of mergers requires balancing the benefits and potential

harms to consumers. 107 In this case, the evaluation is easy. The transaction creates

an actual competitor in the provision of local exchange services in 30 new metropoli

tan areas without significantly reducing the number of firms that are potential competi

tors. The benefits to consumers of an increase in actual competition must weigh

heavily in this balance.

VI. CONCLUSIONS

42. The successful implementation of SBC/Ameritech's "national/local"

strategy will result in significant consumer benefits by creating a large and significant

new competitor in the provision of local exchange services in 30 metropolitan areas.

The transaction will create an actual competitor providing nationwide services to

business customers as well as services to small business and residential customers

in 30 metropolitan areas, and in SBC's and Ameritech's home territories.

43. My review indicates that neither SBC nor Ameritech would have pursued

the national/local plan in the absence of this or a similar transaction. Even in the

unlikely event that either firm were to pursue the national/local strategy in the

absence of this or a similar transaction, deployment of new facilities and services

would be significantly slower than would be expected with the transaction. The

transaction reduces the number of areas that must be entered to gain a national/local

107. FCC, Memorandum Opinion and Order in Bell Atlantic/NYNEX, 11157.
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footprint and increases the number of large businesses with headquarters in

SBC/Ameritech's home region that can be "followed."

44. Moreover, the Ameritech merger and out-of-region plan together

increase the combined firms' ability to provide broad geographic coverage relative to

that which would be expected if two firms were to follow individual entry strategies.

This enables facilities and services to be deployed more effectively and quickly than

otherwise would be possible.

45. While the transaction creates an actual competitor in 30 metropolitan

areas, there will not be a significant reduction in the number of potential competitors

in the provision of CLEC services. There are now a variety of firms using of variety

of strategies attempting to enter into the provision of local exchange services. No

opportunities for these alternative suppliers are foreclosed by the proposed transac

tion.

46. In sum, implementation of the national/local strategy creates a signifi-

cant competitor in the provision of local services and leaves unchanged many other

new entrants and strategies. Public policy should encourage entry under these

circumstances and the transaction should be approved.
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