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Public Comment on behalf of
South Austin Community Coalition Council,

Walter Ryan Jr., Theodore Chabraja, Anita B. Hull and Robert Rifkin l

I. Introduction

A. Summary of Comment

There is no benefit for consumers from this proposed merger. (Merger of SBC

Communications, Inc. and Ameritech Corporation, Description of the Transaction, Public

Interest Showing and Related Demonstrations, Filed with the FCC, July 24, 1998, at 38-49)

(Hereinafter, Merger App.) The Applicant's section devoted to "benefits for consumers" focus

almost exclusively upon the "cost savings and enhanced revenues for the combined company"

only alluding to "new product development and marketing, purchasing discounts and the

elimination of duplication" as customer benefits. (Emphasis added, Merger App. at 38-39).

Thereafter, the Applicant's express that this merger enhances revenue increases, due to

"synergies." Id. Such benefits may increase the companies profits, but they do nothing for the

consumers who will be deprived of a choice between SBC and Ameritech.

The result of this proposed merger is only the elimination of actual and potential

competition. This Commission should reject, without acceptance of pro-competitive steps or

assurances, this merger application because it is in direct opposition to Congressional intent to

spur competition embodied in the Telecommunications Act of 1996 and in violation of the U.S.

IThe commenters have filed a class action lawsuit challenging the merger oftwo of the
Regional Bell Operating Companies ("RBOC") as anticompetitive under the federal antitrust
laws: entitled - South Austin Coalition Council, Walter Ryan Jr., Theodore Chabraja, Anita B.
Hull and Robert Rifkin v. SBC Communications, Inc. and Ameritech Corporation, 98 CH 3014,
In the United States District Court for the Northern District of Illinois, Eastern District.
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Antitrust Laws.

The merger will combine two competing RBOCs and stifle competition that had finally

actually begun between these two large competitors and eliminate any future competition

between them. (Merger App. at 59-60). By rejecting this merger application, the Commission

has the opportunity to halt consolidation in the name of competition and encourage outright

competition among RBOCs for local telephone service.

An analysis of the legislative history of telephony regulation demonstrates that Congress

intended for fierce competition to arise as a result ofthe passage of the Telecommunications Act

of 1996 and the creation the RBOCs in the wake of the MFJ. Instead, this merger permanently

eliminates competition between these two parties. The flaw here is that either of these two

companies are the only companies that could and would have attempted the competition in this

geographic market. They could have competed against each other or with other RBOCs up until

today, but have not. The promise to compete in the "National Local" plan is indefinite, and

subject to changing business conditions. However, it implies that the combined company might

compete in other markets, not in markets being merged into one. After the merger is complete,

the FCC could not force the new SBC to compete in these other markets, if the business climate

sours. These companies have hardly tried to compete, instead remaining cozy in their regional

existence. (Merger App. at 12,52, 70). The National Local strategy "puts the carriage before the

horse". It is a coy promise that instills hope for future competition that is not guaranteed. While

all the previous mergers of the former RBOCs has promised competition in the future, it simply

has not occurred, certainly not for local service, and the time for tolerating more empty promises

is done.
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This Commission's own experience with the approval in the NYNEX and Bell Atlantic

merger demonstrates that this merger application should not be compromised by mere assurances

that are not able to be relied on or enforced for real. This Commission should not be satisfied by

elusive promises to create pro-consumer competition as a substitute for competition or as a

condition necessary to create competition.

The Commission should reject this current merger application outright because the

consolidation of these two telephone service companies will result in direct lessening of

competition within their geographic service areas with resulting loss and damage to all customers

within each companies local service geographic area. Furthermore, the consolidated entity will

exercise monopoly power and lessen potential competition in the relevant markets from other

local telephone service providers.

B. The Parties

The Commenters. South Austin Community Coalition Council (SACCC) is an

Ameritech Corporation customer and its members include Ameritech Corporation customers.

Organized in 1976, SACC is a grassroots community organization. Their purpose is to improve

the quality of life in the Austin area (a Chicago, Illinois neighborhood) by community action.

They have been active in fighting crime, rehabilitating housing, increasing sanitary and safety

services, working to decrease unemployment, eliminating utility shutoffs, and reducing

"redlining" practices of insurance companies. The other commenters are individual customers of

Ameritech.

The Meq~ing Companies. SBC Communications Inc. (SBC), is a Texas corporation. It is

headquartered in San Antonio, Texas, and transacts business in Texas, other southern and
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western states, moving east in Iowa and Missouri right up to Ameritech's western local service

boundary in Illinois, and internationally (California, Nevada, Texas, Oklahoma, Nebraska,

Missouri, and Mississippi). Ameritech Corporation (Ameritech) is a Delaware corporation. It is

headquartered in Chicago, Illinois, and transacts business in Illinois and other Midwest states

(Illinois, Wisconsin, Michigan, Indiana, and Ohio).

II. Merger and consolidation are not competition, this trend is wrong -- not intended by
the Congress when it passed the Telecommunications Act of 1996 and in violation of
the Antitrust laws.

Of the seven original RBOCs created in the Modified Final Judgement (MFJ)

(Ameritech, Bell Atlantic, BellSouth, NYNEX, Pacific Telesis, SBC Communication, and u.s.

West) the two mergers of(1) Bell Atlantic with NYNEX into a single Bell Atlantic, and (2)

Pacific Telesis with SBC Communications into a single SBC Communications, leaves only five

remaining companies controlling all local telephone service nationwide. With this merger of

SBC and Ameritech, the reconsolidating of these three RBOCs (Pacific Telesis, SBC, and

Ameritech), annuls a substantial portion of the consent decree, and goes along way towards

reconsolidating an industry whose division into eight equals was the key reason for breaking up

Ma Bell in the first place..

The Telecommunications Act of 1996 enacted in the wake of the MFJ was intended to

enhance competition not enhance consolidation of competitors, a brief review of the Telephony

regulation puts this merger and its impact on competition in perspective.

A. Congress Intended for Fierce Competition Between the RBOCs thereby Protecting
Competition: a Short History of Telephony Regulation, the MFJ and the
Telecommunications Act of 1996.

In 1974, the Department of Justice changed telecommunications in the United States by
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bringing a Sherman Act suit against AT & T. SBC v. FCC2, 1998 WL 568362, at *1 (5th Cir.

Tex. Sept. 4,1998); (citin2, United States v. AT & T, 461 F.Supp. 1314 (D.D.C.1978)). Before

this groundbreaking suit, telecommunications was dominated in the United States by one

company, AT&T, for virtually all local and long distance service. Id., at *1. This suit launched

a "broad-based attack on the system"charging AT&T with using "state-granted local service

monopolies to also monopolize the markets in long distance service and telecommunications

equipment" in violation of the Sherman Act. Id. AT&T conceded this major point and the

settlement that occurred is known as the "AT&T Consent Decree or Modified Final Judgment

("MFJ")." Id.

The prominent feature of the MFJ was that AT&T "was required to divest itself of its

twenty-two local exchange subsidiaries, which became known as the Bell Operating Companies"

which were "grouped into seven "regional Operating Companies" or "RBOCs." Id.. These

companies were "barred from competing in the markets for long distance" and other activities.

Later Congress drafted regulations to replace and supplement the MFJ which became law

as the Telecommunications Act of 1996. Id., at *2. "[T]he core function of the Act is to provide

for a pro-competitive, deregulatory national policy framework ... by opening all

telecommunications markets to competition." Id. (quoting H.R. Conf. Rep. No. 104-458, at 1

(1996). "To effectuate this goal, the Act prohibits states and localities from sanctioning local

2 SBC v. FCC is the most recent challenge by SBC to the provisions of the
Telecommunications Act of 1996 claiming the procompetitive portions of the Act are illegal as a
Bill of Attainder. The 5th Circuit held that this was not so. In SBC v. FCC, the court provided a
concise history of antitrust and telecommunication regulation in the United States.
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service monopolies." ld.. It also places duties and restrictions on all local telephone service

providers ("Local Exchange Carriers," or "LECs") to prevent a recurrence of the uncompetitive

use of local service market power that occurred under the Bell System. 47 U.S.C. § 251-52.

SBC v. FCC. 1998 WL 568362, at *2.

The Telecommunications Act embodies Congress' action to ensure local competition.

The Act requires RBOCs to open up their networks to allow potential entrants access. To tempt

the RBOCs to do this, the act offers the carrot ofentry into the long distance market if they open

up their local service monopolies to competition. U[T]he 1996 Act restricts the Baby Bells from

offering long-distance services originating within their regions until they eliminate the barriers to

local competition. The Baby Bells must either provide one or more facilities-based competitors

with access to their networks or demonstrate that no such competitor has requested access.

Furthermore, the Baby Bells must have implemented the interconnection requirements set forth

in a fourteen-point 'competitive checklist. '" Thomas A. Piraino, Jr. A Proposed Antitrust

Analysis of Telecommunications Joint Ventures, 1997 Wis. L. Rev. 639,652.

Instead of chasing the carrot, SBC fought back with a stick. Rather than follow this

regulatory framework, SBC instead sued to have it declared an unconstitutional Bill of Attainder.

This case is soon before the United States Supreme Court. See, SBC v. FCC, 154 F.3d 226

(1998). The Commission should not approve this merger in any fashion, if this merger is even

approvable, prior to a Supreme Court decision. SBC and other RBOCs have also used the

merger of RBOCs to fight the pro-competitive framework. The RBOCs are now trying to

reconsolidate. Eventually, this will reconstitute the national company that was destroyed for

antitrust grounds by the MFJ. Two such mergers ofRBOCs were the SBC merger with
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PACTEL and the NYNEX merger with Bell Atlantic, both occurring after the passaged of the

Telecommunications Act of 1996.

B. The Merger Application should be rejected because it falls short and is in violation
of the Federal Antitrust Standard.

The Sherman Act, Section 18, provides,

No person engaged in commerce or in any activity
affecting commerce shall acquire, directly or
indirectly, the whole or any part ofthe stock or other
share capital and no person subject to the jurisdiction
of the Federal Trade Commission shall acquire the
whole or any part of the assets of another person
engaged also in commerce or in any activity affecting
commerce, where in any line of commerce or in any
activity affecting commerce in any section of the
country, the effect of such acquisition may be
substantially to lessen competition, or to tend to
create a monopoly. 15 U.S.C. § 18 (emphasis
added).

Telephony is not exempt, but within this standard. The repeal of the antitrust laws is not

to be lightly assumed." Ricci v. Chica~o Mercantile Exchange, 409 U.S. 289, 303 (1973); See,

U.S. v. Philadelphia Bank, 374 U.S. 321, 350 (1963). Telephony's former antitrust immunity

has been repealed by the Telecommunications Act of 1996. See, 47 U.S.C.§221(a)3.

"[N]othing in this act ... shall be construed to modify, impair or supersede the applicability of any

of the antitrust laws." See §601(b)(1). Although, the Communications Act of 1934 had allowed

"competing telephone companies to merge without facing antitrust scrutiny" Congress has

3 §221(a) of the Communications Act and the amendment of the last paragraph of the
Clayton Act to removed the FCC's authority to exempt telephone company mergers from federal
antitrust laws. Joseph Angland ed., Antitrust Law Developments (Fourth) Vol. II, 1160, ABA
Antitrust Law Section (1997).
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expressly revoked that immunity. Thomas A. Piraino, Jr. A Proposed Antitrust Analysis of

Telecommunications Joint Ventures, 1997 Wis. L. Rev. 639, 704 tn. 21 (1997).

In this merger, SBC and Ameritech have told the FCC that this merger is pro-consumer

because the company's size will enable it to compete for local service in other RBOC territories.

(Merger App. at 12). While there is no more assurance that this will happen in the future at all,

since it never arose in all of these parties consolidated markets, it makes it even less likely that it

will occur at all anywhere, at least while aggressive companies know they can merger rather than

compete. Congress has rejected this strategy in the Telecommunications Act of 1996, by

requiring competition to enter long distance markets, and tying sales in competing geographies to

opening up one's own local market, it did not consider the consolidation of the industry as an

option for enhancing competition. Indeed, this merger turns back the clock, eliminates

competition among the RBOCs for local service these companies are taking a step to recreate

super-regional, and approaching one dominating phone company providing local service. Even

on its face, SBC's argument that a single larger carrier would be "pro-consumer" is worthless

rhetoric. The antitrust laws protect competition not consumers. Thus a monopoly is still illegal

even if it operates more efficiently than the company would if it faced competition.

III. NYNEXlBell Atlantic merger experience provides this Commission an example of its
own making for rejecting this merger: mere pro-consumer assurances should not satisfy
this commission in approving this application because they are empty "campaign promises"
that are just not met.

The NYNEX I Bell Atlantic merger approval by the FCC illustrates why this merger

should not be approved. In that merger, the FCC stated the companies failed the antitrust review.
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But the FCC still approved it based on conditions trying to offset the antitrust problems.4 Even

4 The FCC ruled that merger failed to meet the standard needed for approval, but
approved it upon proposed commitments: "the merger on its terms alone and without any other
considerations, we believe that Applicants have failed to carry their burden of showing, under the
public interest standard, that entry would be sufficiently easy to mitigate the potential harms to
competition from merging the leading and no less than fifth most significant participant in the
market for providing telecommunications services to residential and small business customers.
Applicants also have not carried their burden of demonstrating, under the public interest
standard, that efficiencies generated by the merger will mitigate entirely the potential competitive
harms. On July 19, 1997, however, Bell Atlantic and NYNEX proffered a series of
commitments they would be willing to undertake as conditions of the approval of their merger."
12 F.C.C.R. 19985, Para 12.

The commitments made were that: "Bell Atlantic and NYNEX agree to provide detailed
performance monitoring reports to competing carriers, states and this Commission, regarding
network performance and the performance of their operating support systems ("aSS"). Bell
Atlantic and NYNEX further commit to negotiate performance standards and enforcement
mechanisms, including private or self-executing mechanisms, covering all five aspects of ass
(pre-ordering, ordering, provisioning, repair and maintenance, and billing) and network
performance. They also agree to develop and implement, within 15 months, uniform ass
interfaces covering the entire Bell AtlanticlNYNEX combined regions, and to develop uniform
interfaces within their current respective regions within 120 days. Bell Atlantic and NYNEX
will engage in carrier-to- carrier testing of ass systems with any carrier that requests such
testing, and will provide evidence to this Commission of Bell Atlantic's and NYNEX's ability to
handle reasonably expected demand for all ass functions with respect to resold services,
unbundled network elements and combinations of unbundled network elements. Bell Atlantic
and NYNEX also commit to offer interconnection, unbundled network elements and transport
and termination at rates based on forward looking economic cost. They further agree to provide
for purchase, in conjunction with unbundled switching, shared transport offered on a
minute-of-use basis, routed in the same manner as Bell Atlantic and NYNEX route their own
traffic, and without the imposition of access charges. Bell Atlantic and NYNEX further agree to
offer an optional plan that assesses non- recurring charges on a recurring basis, and an
installment payment plan for collocation and certain other large non-recurring charges. Bell
Atlantic and NYNEX also agree to offer, in interconnection negotiations and arbitrations,
payment mechanisms for common construction costs and interconnection-specific construction
and equipment costs related to collocation that apportion costs among the incumbent LEC and
collocating carriers consistent with the Commission's decision in its Second Physical Collocation
Order." 12 F.C.C.R. 19985, Para 13.
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with these changes imposed by the FCC upon those merging companies have not created the type

of fierce competition that SBC and Ameritech have promised will occur if they are allowed to

merger.

The FCC stated that these "conditions create pro-competitive benefits that at least in part

mitigate the potentially negative impacts of the proposed merger on competition" 12 F.C.C.R.

19985, Para 14. The FCC acknowledge that in the future similar applicants would not

necessarily be able to make these same kind of concessions to receive approval, in fact the FCC

was worried about the reduction in the number of LECs and its ability to effectively determine

the issues it faces, including the antitrust issues. 5

5 "Granting this application subject to conditions does not mean applicants will always be
able to propose pro-competitive public interest commitments that will offset potential harm to
competition. .... A merger that in the relevant markets, eliminated a competitor with even greater
assets and capabilities then Bell Atlantic would present even greater competitive concerns. For
some potential mergers, the harm to competition may be so significant that it cannot be offset
sufficiently by pro- competitive commitments or efficiencies. In such cases, we would not
anticipate the applicants could carry their burden to show the transaction, even with
commitments, is pro-competitive and therefore in the public interest. .... 16. We also note that
we are concerned about the impact of the declining number of large incumbent LECs, on this
Commission's ability to carry out properly its responsibilities to ensure just and reasonable rates,
to constrain market power in the absence of competition, and to ensure the fair development of
competition that can lead to deregulation. During the transition to competition it is critical that
the Commission be able effectively to establish and enforce its pro-competitive rules and
policies. As diversity among carriers declines, both this Commission and state commissions may
lose the ability to compare performance between similar carriers that have made different
management or strategic choices. We often rely, for example, on cross-carrier comparisons as
strong evidence as to technical feasibility or reasonableness. The Bell Companies, being of
similar size, history, and regional concentration have, to date, been useful benchmarks for
assessing each other's performance. Reducing the number of Bell Companies makes it easier to
coordinate actions among them, and increases the relative weight of each company's actions on
average performance. Because we approve this merger with conditions, thereby reducing the
number of independently controlled large incumbent LECs, future applicants bear an additional
burden in establishing that a proposed merger will, on balance, be pro-competitive and therefore
serve the public interest, convenience and necessity. 12 F.C.C.R. 19985, Para 15 and 16.
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We remind the FCC of their previous statements. Promises of future pro-consumer

concessions are not enough to approve this merger or to offset the competitive concerns. As long

as companies can combine, they do not have to compete, because the promises just do not come

true. What follows next are the serious competitive concerns this merger application creates.

IV. Adverse impact on consumers and violation ofthe Antitrust standard.

If approved, the resulting company will be the nation's largest local phone company.

Considering SBC's combination with previous competitors, the combination ofthese two

competitors will result in the consolidation of three of the original seven RBOCs (Ameritech,

Southwest Bell, and Pacific Telesis) into one company. The purpose of the consent decree

creating the seven RBOCs was to establish competition among them by breaking up the AT&T

telephone industry monopoly. Both SBC and Ameritech have monopolies of local phone service

within their respective local area markets. The new company created by the combination of

these two competitors will operate in 12 states. The new company created by this combination

of competitors will control 31% of the Telephone Access Line Market in the United States.

(Graphic, And then there were four? Investors Business Daily, May 12, 1998, Attached as

Exhibit A; Reinhardt Krause, Will Phone Field Benefit From AT&T-Like SBC?, Investors

Business Daily, May 12, 1998, Attached as Exhibit B). SBC's and Ameritech's present

monopoly control over both of their local markets will continue and be expanded.

A. Other Competition For Local Telephone Service is Slight and the Existence of
Barriers to Entry Are Very High.

The Applicants rely upon the growth of "competitive local exchange carriers" CLECs to

justify the necessity of the "National Local" plan, but this competition is not a major threat to the
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RBOCs dominance. (Merger App. at 50). There are approximately one dozen CLECs in

competition for local telephone service with the existing RBOCs. (Stephanie N. Mehta, Bell

Mer~er Bedevils Local-Service Rivals, Wall Street Journal, May 12, 1998, Attached as Exhibit

C). CLECs provide local phone service as a competitor to a RBOC by providing a local

parallel function as MCI does in long distance service to AT&T.

Although, in theory, CLECs provide an alternative and competition to RBOCs for local

service, there is none in fact. There is very little actual competition generated by CLECs because

while they are growing, they still only control less than 1% of local telephone lines6and they

never reach a sufficient size to cause any fear. The four largest CLECs (USN Communications

Inc., McLeodUSA, Intermedia Communications Inc., and ICG Communications Inc.) together

control only approximately 838,000 local service lines of 178 million local service lines in the

United States. (Stephanie N. Mehta, Bell Mertler Bedevils Local-Service Rivals, Wall Street

Journal, May 12, 1998, Attached as Exhibit C). CLECs face tremendous barriers to entry into

new markets; including:

a) a belief by consumers that it is illegal to buy local service from another provider
besides a RBOC;
b) suspicion, wariness, and concern by consumers to buy or change local service based
upon the unrelated sharp business practice of "phone slamming";
c) difficulty, delay, and cost in switching customers from a RBOC service provider to a
competitor based upon real or perceived processing problems of the "Baby Bell" carriers.
(Stephanie N. Mehta, Bell Mer~er Bedevils Local-Service Rivals, Wall Street Journal,

6(Stephanie N. Mehta, Bell Mertler Bedevils Local-Service Rivals, Wall Street Journal,
May 12, 1998, Attached as Exhibit C; See, Before the FCC, In Re En Bane on State of Local
Competition,< http://www.fcc.gov/ enbanc/ 012998/trOI2998.txt> last visited 5/14/98 (A panel
hearing about the current state oflocal competition held in January, 1998); See, Trends in
Telephone Service, Industry Analysis Division Common Carrier Bureau, FCC February 1998,
<http://www.fcc.gov/ccb/stats [file name TrendI98.ZIP], last visited 5/14/98).
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May 12, 1998, Attached as Exhibit C).

B. Post Merger Concentration of the National Market

The most dramatic evidence this Commission should consider it the Post Merger

concentration ofthe National Market. An accepted index of market concentration and its

anticompetitive impact is the "Herfindahl-Hirschman Index" (HHI). HHI is an aid to the

interpretation of market data. Market concentration is a function of the number of firms in a

market and their respective market shares. HHI is calculated by summing the squares of the

individual market shares of all the participants. The Department of Justice and the FTC use this

index in its Merger Guidelines. The post merger HHI for local telephone service will be above

1800, thus considered highly concentrated. The merger will produce an HHI increase of more

than 400 points. (Graphic, Telephone Access Line Market Share, Investors Business Daily, May

12, 1998, Attached as Exhibit A).

Company Present Present Post Merger Post-Merger
Market Share HHI Market Share HHI

SBC 19% 361 31% 961

Ameritech 12% 144 N/A N/A

Bell Atlantic 23% 529 23% 529

US West 14% 196 14% 196

Bell South 13% 169 13% 169

GTE 12% 144 12% 144

Others 7% 49 7% 49

Total 100% 1592 100% 2048 (456 Increase)

Thus, the DOJ Guidelines clearly require the merger be rejected.
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C. Assurances of Competition are unenforceable, tenuous at best and these companies
admittedly do not have a record of success in breaking open new competition in new
markets

1. Unenforceable and Unaccountable

At the time of the announcement of this proposed merger, the applicants made self

serving public statements that this merger will give them the financial wherewithal to compete

against the other RBOCs for local telephone service. The RBOCs past actions show this to be

untrue. (See, John J. Keller, Pressure Mounts for Phone Company, Wall Street Journal, May 12,

1998, Attached as Exhibit D). The proposed merger shows an intention to combine with other

RBOCs rather than compete with them. Thus, recreating a monopolistic company. Mr.

Whiteacre, Chairman ofSBC, was quoted in the New York Times, "We're going to put an end to

this conversation that no competition is developing in the residential market. We're promising to

develop that competition." The New York Times reported, based upon Mr. Whiteacre's

comments, the new company would "aggressively seek to move into the markets of the other

RBOCs. SBC named New York City, now served by Bell Atlantic Corporation, as its prime

target." But, as the New York Times also reported, "When Bell Atlantic and Nynex were lobbing

for approval of their merger, they said the deal would give them the financial muscle to invade

the territories of other Bells. But Bell Atlantic has not done so to any significant degree, leading

to chagrin in some quarters of the FCC. Now SBC is making the same argument." (Seth

Schiesel, $62 Billion Deal To Shift Balance In Phone Industry. Third of Market At Stake. Deal

For Ameritech Continues Reversal of 1984 Breakup From 7 Baby Bells to 4, New York Times,

May 12, 1998, Attached as Exhibit F). This statements from the time of the merger

announcement are now the cornerstone and main feature of the Application. (Merger App. 11-
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59).

These large companies claim poverty, stating that only because of this merger will there

be "the critical mass necessary to" jump start extra-regional competition. (Merger App. 11). The

application asserts that "neither SBC nor Ameritech" has the "scale, scope, resources,

management and technical ability to implement the proposed national and global strategy on its

own." (Merger App. at 52). This is simply untrue, but lacks any support anyway. These are

huge companies, already among the largest in the world.

However, there is no guarantee that a positive business environment will continue or that

these companies will follow through with this business plan. An unwinding of this merger after

a poor showing or ceasing of this business plan is unimaginable, simply not on the table and

unpalatable. The FCC could not force the new SBC to enter these markets if they decide that

market conditions are not ripe for entry. Consumers are at the whim of the new SBC who would

be unaccountable after the merger if approved.

2. Admittedly unsuccessful and inexperienced in RBOC competition

SBC and Ameritech do not have experience in competin~ with other RBOCs. They only

few experiences have not been successful. They are admittedly unsuccessful and inexperienced

in creating competition in new markets. (Merger App. at 70, description ofSBC's

"disappointing" failed 1997 Rochester, New York experience). The application shows that these

companies have very little experience in direct competition with other RBOCs having preferred

to consolidate or remain isolated regional companies. (Merger App. at 57,58).

The applicants admit that they have not had experience in competition with other

RBOCs. They concede that Ameritech entry in St. Louis was "defensive" and similar to the
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unsuccessful venture in Rochester. (Merger App. at 72).

For these reasons this Commission should be unimpressed and unpersuaded that these

promises of increased competition are anything but an unenforceable panacea, leaving consumers

at the whim of an unaccountable new SBe.

D. Elimination of Potential Competition Between The Merging Companies

Prior to announcing this merger plan, Ameritech had announced plans to enter SBe's St.

Louis market to compete for local telephone service customers. (Merger App. 72).

Thus, this merger will also eliminate the possibility oftheir competing against each other

by establishing local service in the most likely new expansion areas (i.e. each other's neighboring

pre-merger markets).

The merger will also lessen competition nationally for local telephone service. The

merged company will lessen competition in that it decreases the substantial present likelihood of

the two companies to compete against each other. Prior to the negotiations of the relevant

merger herein, Ameritech had planned to compete with SBC by offering local telephone service

in the St. Louis market where SBC is dominant. Under the merger plan, that competition will be

eliminated. There will not be any competition in the St. Louis market. (Bryan Gruley, John

Simons and John R. Wilke, Alarm Bells: Is this Really What Congress Had in Mind with The

Telcom Act?, Wall Street Journal, May 12, 1998, Attached as Exhibit G). As a result of the

merger, there will also be areas of product overlap in Chicago, Illinois, and St. Louis, Missouri,

regarding the product of cellular phone service, thus eliminating the small portion of business in

which the defendants do actually compete. (Bryan Gruley, John Simons and John R. Wilke,

Alarm Bells: Is this Really What Congress Had in Mind with The Telcom Act?, Wall Street
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Journal, May 12, 1998, Attached as Exhibit G).

This merger is a violation of the Sherman Act because competition for customers will be

eliminated, and, at the very least, "the effect of such acquisition may be substantially to lessen

competition, or to tend to create a monopoly" and threatens injury to all consumers and others

similarly situated.

E. Competitive Concerns regarding ancillary products and a lack of competition

Finally, this proposed merger raises other competitive concerns. A combined company

also has a preferred position is sales of ancillary products that is not open to other competition.

These products include sale of equipment, maintenance, caller 1.0., Internet access and a host of

other services. This preferred position makes other outside competitors unlikely to compete.

The harm is that consumers do not face competition for service and again for add on services that

are ancillary. Thus, consumers are harmed twice for a lack ofcompetition.
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v. Conclusion and request for public hearing and opportunity to present testimony

The commenters ask this Commission provide a public hearing in which we may present

testimony to the Commission. And in conclsuion, we respectfully request this Commission to

reject the application of merger.

Respectfully submitted,

~J;:J~
Kenneth T. Goldstein on Behalfof South Austin Coalition
Council, Walter Ryan Jr., Theodore Chabraja,
Anita B. Hull and Robert Rifkin

Clinton A. Krislov
Robert J. Stein III
Kenneth T. Goldstein
KRISLOV & ASSOCIATES, LTD.
222 N. LaSalle, Suite 2120
Chicago, Illinois 60601-1086
312-606-0500
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Computers & Technology Will Phone Field Benefit From AT&T-Like SBC?
Reinhardt Krause

The proposed $57 billion merger of SBC Communications Inc. and
Ameritech Corp. could hinge on how far federal regulators will go in
letting the Baby Bells pool resources to fight their telecom battles.

The key issue for regulators: Will the proposed SBC-~~eritech

merger hinder competition? Regulators likely worry that it might,
but the two companies think otherwise.

"I liken this to Viagra for competition," said Ameritech Chief
Execut~ve Richard Notebaert. "It's what's really needed to stimulate
a fully competitive environment."

But SBC, which wants to buy its smaller Bell sibling, would gain
so much clout in local phone markets that regulators might well be
cautious, analysts say.

"My guess is the DOJ (Department of Justice) will give it a real
close look and may try to stop it," said Daniel Reingold, an analyst
at Merrill Lynch & Co. He believes the DOJ would fail to make an
antitrust case.

SBC-Ameritech would own about one-third of phone lines to
residential and business customers in the U.S. SBC is growing fast.
It bought Pacific Telesis Group for $16.7 billion last year and plans
to spend $4.4 billion to buy Southern New England Telecommunications
Corp.

Shareholders for both companies likely will view the deal as
giving SBC the size it needs to emerge as one of a handful of major
players in the telecom industry, analysts say.

Certainly SBC would pose a serious threat to the likes of AT&T
Corp., once the Bells are allowed to offer long-distance phone
services.
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EXHIBIT

J~



5/12/98 INVBUSD A8
(Publication page references are not available for this document.)

"This kind of horizontal integration is very positive for a Bell
company," Reingold said. "We'll probably see some more."

The SBC-Ameritech merger would leave just four Bells from the
seven that existed when Congress passed the Telecommunications Act of
'96. Besides SBC-PacTel, the Federal Communications Commission and
DOJ last year approved the merger of Bell Atlantic Corp. and Nynex
Corp.

San Antonio-based SBC even talked merger in '97 with AT&T, but
federal authorities reportedly squelched those talks on antitrust
concerns. That left SBC, which has been the most aggressive of the
Baby Bells, focusing on other Bells.

"They see their growth as geographic expansion," said Jeffrey
Kagan, president of Kagan Telecom Associates Inc., a consulting firm
in Atlanta. "They're growing their base of customers, growing their
influence."

But how much influence is SBC gaining? Regulators will take a
look.

"It'll get more scrutiny than the two previous (Bell) mergers,"
said George Dellinger, an analyst with researcher HSBC Washington
Analysis. "The odds of it getting blocked -because of increased
~oncentration - are probably below 50%, but it could take two years
:0 get done."

Some analysts say SBC is stitching back together much of the old
AT&T monopoly that the government broke up last decade. SBC
disagrees.

"This isn't like putting the Bell system back together," said
Edward Whitacre Jr., SBC's chairman and CEO, in a conference call
with reporters Monday. "That was a national monopoly. This merger
talks about 12 states, not 50, and there is no long-distance
(service) involved."

Chicago-based Ameritech is the dominant local carrier in Illinois,
Indiana, Michigan, Ohio and Wisconsin. SBC operates in seven Western
states, including California and Texas. Buying Southern New England
Telecom would give SBC a foothold on the East Coast.

Since the Teleco~munications Reform Act was passed, the Bells
haven't directly battled one another. Whitacre says this will change
if the Ameritech purchase is OK'd. He says SBC has identified 30
local markets where it plans to compete for local and business
customers.
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But SBC isn't looking at local competition as its main growth
path, says Gary Miller, president of Aragon Consulting Group in St.
Louis. He says SBC is laying the groundwork to compete in long
distance services and globally.

"If you're going to be a global player, you need scale and
customer bases at the local level," Miller said.

The merged company would operate in 19 countries. Ameritech has
expanded aggressively in Europe over the last year. SBC invested $1
billion overseas in '97.

By expanding through mergers, SBC is positioning itself to bundle
services such as long-distance, Internet access and cellular to its
local phone service customers, say analysts.

"SBC's strategy is that the local phone connection - the last mile
and the local phone customer - is where the value is," said Reingold
at Merrill Lynch.

Analysts expect two other Bells - US West Communications Group and
BellSouth Corp. - to explore mergers as well.

The proposed SBC-Ameritech deal is larger than WorldCom Inc. 's
pending $37 billion acquisition of MCI Communications Corp.

It also would surpass the $25.6 billion Bell Atlantic-Nynex
merger. After that deal, the FCC said it would take a harder stance
in reviewing any future Bell mergers.

Analysts say SBC might be asked to make concessions - as did Bell
Atlantic - to push the Ameritech deal through. But SBC has
aggressively fought the FCC in court.

In December, U.S. District Court Judge Joe Kendall in Texas ruled
in SBC's favor. His ruling, overturning a key part of the telecom
act, would open the door for SSC to offer long-distance service. The
Supreme Court is expected to review the case.

"The asteroid factor is whether the restrictions on the Bells in
the telecom act are unconstitutional," said Scott Cleland, an analyst
at Legg Mason Wood Walker Inc. in Washington. He thinks Judge
Kendall's ruling will be upheld.

Such a ruling, along with an SBC-Ameritech merger, would mean
trouble for the largest telecom company in the U.S.

"The individual who comes out of this with the biggest headache is
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(AT&T Chairman) Michael Armstrong," Kagan said. "They need to start
pooling their resources the way the Bells have."
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Telecommunications: Bell Merger Bedevils Local
Service Rivals

By Stephanie N. Mehta
Staff Reporter of The Wall Street Journal

One of the hardest sales jobs in the U.S. just got
harder.

The work entails pitching alternative local
telephone service for an upstart competitor of the
mighty Baby Bell monopolies. The new wrinkle is
the planned acquisition by SBC Communications
Inc. of Ameritech Corp., combining two Bells into a
new monolith.

Tom Von Der Linn knows all this first hand. Mr.
Von Der Linn, 42 years old, is a sales representative
for USN Communications Inc., a Chicago-based
company that operates in Ameritech and Bell
Atlantic Corp. territory. Often rebuffed as he drives
his Pathfinder around New York's Long Island
making cold calls on small businesses, he illustrates
the fact that regulatory action to free up markets and
promote new competition doesn't mean customers
are eager to sign up with a newcomer.

Since Congress deregulated the
telecommunications industry two years ago, USN
and more than a dozen "competitive local exchange
carriers" have emerged to grab customers, mostly
businesses, from the Baby Bells and GTE Corp.
These CLECs (called C-leks by industry insiders)
hope to succeed in much the same way that scrappy
MCI Communications Corp. took market share from
AT&T Corp. in the 1980s.

The upstarts have become the darlings of Wall
Street, raising more than $15 billion in two years.
One company, Teligent Inc., has achieved a market
capitalization of $1.55 billion -- without signing up a
single customer.

To hear some of the upstarts tell it, competing in a
land of ever-bigger telecom giants is nothing to fear.
USN is tiny, with fewer than 250,000 phone lines

that it leases from the local phone companies to
resell to clients. But it sees itself as one of the
fastest-growing competitive carriers with the
advantage of timing -- it is already in the market.
"Woe to those who enter late," says Ronald W.
Gavillet. an executive vice president at USN's
headquarters in Chicago, which is also the home
base of Ameritech.

Main Street has been less enamored. At the end of
last year, CLECs controlled less than 1% of the 178
million local telephone lines in the U.S. Many of the
new carriers are reporting triple-digit revenue
increases annually, but a good part of that growth
comes from sales of long-distance calling and
Internet access rather than local service. Almost
none of the newcomers are profitable.

Mr. Von Der Linn's experiences show why it is so
hard for new competitors to do any real damage to
the Bell monopolies. Calling on customers on Long
Island, the hard-working salesman puts in long hours
over long distances but spends lots of time trying to
address a range of simple concerns. Many small
business owners believe, erroneously, that it is
illegal to buy local service from another provider.
Some have been "slammed" by long-distance
carriers so frequently that they are suspicious of
anyone -- especially little-known carriers like USN
-- offering to switch their phone services.

Still others simply can't be bothered to listen to

Mr. Von Der Linn's pitch. "During the course of
the day you will see people who are very negative,
who can't hear you," says Mr. Von Der Linn, a
former deli owner and copier-supply salesman.
"Tough darts. They won't reap the benefits of the
Telecom Act. "

The Telecommunications Act of 1996 requires the
Bells to open their local networks to competitors
such as USN, which actually resells Bell service, in
order to win entry into the lucrative long-distance
market. So far, though, regulators and watchdog
groups maintain that local markets still are
substantially closed to competitors.

Some upstarts agree. The newcomers say the Bells
process requests only slowly, frequently "misplace"
orders to switch customers to CLECs and charge
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outrageous fees to let the start-ups set up their
equipment in the Bells' offices. Meanwhile, many of
the new carriers are just starting to construct their
networks. lames Henry, an analyst at Bear Stearns
& Co., estimates that new competitors' networks
reach only about 5% of the businesses in the U.S.;
rival lines into homes are even rarer.

Meanwhile, telecom giants such as WorldCom Inc.
and AT&T are targeting the biggest corporate
customers with a package of local, long-distance and
data services. "It's a very difficult, door-to-door
business," says Mr. Henry of Bear Stearns. "You
have to fight tooth and nail to win every customer. "

USN's Mr. Von Der Linn knows that all too well.
On a recent morning, he tried to convince
entrepreneur Dominic Kelly that USN could cut Mr.
Kelly's monthly telephone bill by a third. But Mr.
Kelly was concerned about reliability. "I think we
get pretty good service with Bell Atlantic," he said,
pursing his lips in doubt.

Later in the morning, Scott Lobel, an insurance
agent, signed with USN, but not without misgivings.
"I won't tolerate my communications service being
down," he warned Mr. Von Der Linn.

may be a bit before their time in selling to small
business clients. "I'm not sure customers are fully
prepared yet to embrace these new entrants to the
degree that was initially expected," says Blake Bath,
an analyst with Lehman Brothers. He predicts that
competitors may steal a moderate 5% of the Bells'
share of business customers in the next 18 months.

However, a big merger such as the one SBC is
pursuing with Ameritech could distract the major
carriers and create an opportunity for small rivals to
lure away their best business customers.

Meantime, wooing Bell customers "is every bit as
hard as we thought it would be," says lames
Voelker, president of Nextlink Communications
Inc., a Bellevue, Wash., start-up carrier that
operates about 72,000 access lines. "But it is
doable. "

USN's Mr. Von Der Linn agrees. And even after a
day of cold-calling in the field ends with only two
new customers who have a dozen telephone lines
between them, he isn't discouraged. "If you're an
aggressive salesman," he says, "you bang on the
door. "
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Ameritech to offer long-distance
Deal with Denver's Qwest will likely draw fireBy Jon Van

T'''''"Nt: SIMI' WHITt:"

tuneritpch Corp. will he~in

lI1arkelin~ Iliscount long·/lis
lance sprvice to its cllstomprs in
a Ileal with Denver·haselt Qwpst
Communications 11ll' that will
be amlOuu,'pll Thursllay.

Thp allialU'p Is similar 10 one
3nnolllu'p!l Ins! week hetween
'-Jwest nlHl lJ S WI's!. Ihe Denver·
bnspli lIahy 111'11. which AT&T
Corp., M('( Communications
Corp. allli olher long·dlstance

carriers are suing to slop.
An Industry source close 10

negotialions said thaI Amer·
Iterh's residenl ial customers
will be otTerI'd a nat rate of 7
cpnls a minllte 10 call anywhere
in the counlry arter 7 p.m. and
on weekends, with a 15·cent nat
rate for weekday calls.

Business customers will he
offered a fiat rate of 9.5 cents a

minute for daytime calls.
Long fruslraled at failing to

get goverllmenl approval to
olfer its customers 10ng·lllstance
directly, Ameritech execlltives
have elected to team 1111 with till'
small hul aggressive QWf'st to
provide "one·slop shopping" for
phone services that many cus·
tomeI's say they want.

People can call Ameritech to

onler Ihe long·dislance deal,
which will he packaged with
Iheir local service and included
in a single bill. nerause ArneI"
itech will get no revenue frum
Ihp long·,listance business, its
lawyers helleve the marketing
partncrship is legal.

A similar deal helwel'n Qwest
anti U S West met a flrestorlll of
criticism from AT&T, Mel and

four 01111'1' 10ng·llislance firllls
who conterul II Isn'l legal. They
took Ihpir case !o federal Ilis·
trict COUl'l in Seatlle Wellnes·
day, chaq~inll Ihe aliiallce vio·
lates the Telecommunications
Act's reslrictioll agaillsl a local
telephone compally pro\'illin~

10llg·dislallce service until ils
local market is deemed ad,"
quately open 10 competitloll.

The sllil also says QWl'sl and
U S West are violating federal

SEE AMERITECII, P AGf; ~

4 Section 3 Chicago Tribune, Thursday, May 14,1998

T.u&IU
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Ameritech
l'IlNTINlIHI mOM PAGE t

regulations prohibiting a Belt
cOlllpany frolll .tiscrilllinallll~ in
lavor of one long distance carrier
ovpr another

.Joining AT&T and MCI are the
Associat ion for Local Teleeol1lmu~

nicalions Services, McLeol!USA
Telecommunications, let; Com·
municatlons and GST Telecom.

Officlals at Qwest and U S West
denied the charges. "Our new pro·
gram meels bolh the spirit and

the letler of the Telecommunica
tions Act," said Solomon Trujlllo,
president and CEO of U S West
Comlllunications.

JetTrey Kagan, an Atlanta-based
tplp.:omllllllliealions consultant,
said Ihat Ihe issues raised ill the
suit are far from clear cut.

"II's really a gray area," he said.
"Both shies sincerely think thai
they are right, and whoever wins
really comes down to which judge
rules on it alHt how that judge
interprets the law."

Amerltech's decision to go
ahead with the Qwest deal only a

few days after agreeing to be
merged Inlo snc Communications
Inc. based In San Antonio under
scores the firm's determinatiun to
continue business as an aggres·
slve competilor durin!! Ihe ypar or
more It will take for regulatory
review of the merger.

While the Qwesl deal won't
directly adlt to Amerltech's bol
tom line, some analysis see It as a
smart marketing move because II
helps the company lock up cus
tomers while it has virtually 100
percent of the market, so Ihey will
be more dUllcull for AT&T, MCI

and others 10 steal awa~' later, if
and when the competitors win
entry into local markels.

"This Is a great way for Amer·
itech to huihl relationshills wilh
its cllstomers," saill Alllll"l!w
Lllbetkin. a leleconuullnicaliuns
consultant hased in Wlnuelka. "It
will give Ihem markeling data
Ihey don't have now that will help
them target customers for more
service thai wlll builtt revenuc.

". think this Is a first step, and
as they sign up long·distance cus
tomers, they'll look for alterna
tives that will generale revenlle."
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Pressure Mounts for Phone Companies to Find a
Partner

By John J. Keller
Staff Reporter of The Wall Street Journal

GTE Corp., Sprint Corp. and other phone giants
might argue that they can go it alone in this
acquisition-crazy telecom age, but sooner or later
each may have to become a part of something much
bigger.

Phone monopolies are marrying other monopolies,
mutating into bigger and bigger telecommunications
monoliths. There simply is no way a smaller carrier,
however profitable, could withstand the marketing
and service pounding from a company the likes of
which is being formed by SBC Communications Inc.
Chairman Edward E. Whitacre Jr.

The field of potential partners keeps getting
smaller. The seven original Bells will be four if SBC
pulls off its deal to acquire Ameritech Corp. AT&T
Corp. is starting to make its multibillion-dollar
acquisitions. WorldCom Inc. is about to gulp down
bigger MCI Communications Corp. Smaller fry are
also marrying.

Privately, executives at these companies were
stunned by SBC' s audacious move yesterday to
extend its control of local phone lines all the way
from the West Coast to the Midwest. Just the year
before, SBC took control of Pacific Telesis Group's
lines in California and Nevada. And SBC's move
concided with Bell Atlantic Corp. 's purchase of
Nynex Corp., which gave Bell Atlantic command of
the northeastern and mid-Atlantic U.S.

"When you look at SBC and what Bell Atlantic has
put together, if there was even a tacit understanding
between these two big Bells to cooperate or layoff
one another, it could seriously hamper our ability to
compete in their territories," said Sprint Chairman
William T. Esrey. The Bells have countered that
their combinations have enhanced their abilities to
fund forays into new markets.

If Mr. Whitacre manages to take over Ameritech,
his San Antonio-based SBC would have much of the
local-phone properties of GTE, U S West
Communications Inc. and Sprint surrounded. Then,
with its brand-name clout and tremendous cash flow,
generated by more than a third of all the phone lines
in America, SBC could selectively pick off its
targets' most profitable markets.

Such is the power of scale in the current war to
capture control over one of the world's valuable
resources: the local phone line.

Mr. Whitacre and his bankers know full well the
value of these deceptively simple-looking little wires
attached to homes and businesses. While there may
be hundreds of millions of phone lines in the world,
each is extremely expensive to duplicate. SBC's
rivals haven't captured more than 2 % of its local
market -- some after being in the business for more
than a decade. One of Mr. Whitacre's key strategies
is to buy as many of these "access lines" as SBC can
get before AT&T and others can buy or reproduce
them. With these lines he will do a lot more than
carry calls on Mothers Day. He will sell a package
of services, including local, long-distance and high
volume Internet-access to his customers.

In fact, this may have been Mr. Whitacre's
primary strategy all along. Long distance is a
profitable niche, and SBC executives have said the
company plans to do well there, possibly capturing a
third of the $22 billion market in the Bell's regions
after an Ameritech merger. But it can ensure greater
success by nailing down local connections to
customers, which would make it harder for SBC
rivals to attack its local businesss.

The long-distance carriers such as AT&T are
vulnerable without local connections and are paying
handsomely to get them. AT&T agreed recently to
pay $11.4 billion for Teleport Communications
Group Inc., a local competitive carrier that has little
more than a half billion dollars in revenue.
Similarly, long-distance player WorldCom paid
$12.4 billion for MFS Communications Corp.,
which was similar in size to Teleport. And neither
of these competitive local companies has more than
a couple of hundred thousand lines, compared with
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way of combining with Cable & Wireless PLC or
British Telecommunications PLC to fmd a better
gateway into Europe. Anyone who thinks Mr.
Armstrong won't act decisively should take a look at
IBM Europe, which he built before moving on to
Hughes Electronics Inc., a unit of General Motors
Corp. and challenging the cable-television industry
with the DirecTV satellite service.

There could be several other combinations. GTE
could combine with Sprint to form a local/long
distance/data giant. GTE argues that its value isn't
only in the 22 million access lines it has in well
heeled suburban and rural markets. It recently
purchased BBN Corp., giving it "one of the biggest
concentrations of Internet Protocol engineers in the
world," a spokesman noted. Having such Internet
expertise would seem to be a tremendous asset in a
telecom world that is quickly being overtaken by
data services.

Or Sprint could go with a Bell. So far SBC has
shown little or no interest in the Westwood, Kan.,
long-distance and local player, according to people
familiar with Sprint's discussions with other
carriers. But that could be because Mr. Whitacre is
frying bigger fish right now. Sprint won't comment
on its talks with potential partners.

Bell Atlantic might be interested in Sprint once it
gets clearance to enter the long-distance business.
But any potential buyer of Sprint had better be ready
to pony up a major-league premium. Mr. Esrey,
Sprint's CEO, has said that his stock is grossly
undervalued based on just the performance of its
core long-distance and local phone businesses.

the 175 million in the U. S.

Mr. Whitacre may try to move quickly to connect
the lines he hopes to get from Ameritech by buying
long-distance and data assets. He will need
permission to enter the long-distance business first,
but if he gets it he could turn around and try to rope
AT&T or some other long-distance player that
catches his fancy.

Maybe it won't be AT&T. Maybe Sprint would fit
the bill better. Based in Kansas City, Sprint would
fit hand-in-glove with Ameritech, and Sprint has
powerful local assets that would fill out SBC' s
midwestern and western territory, give it Florida
assets with which to attack BellSouth and a major
local-phone and wireless presence in booming Las
Vegas.

Or perhaps Mr. Whitacre will invest fmally in the
industry's true competitors, such as Qwest
Communications International Inc., IXC
Communnications Corp., Level 3 Communications
or smaller local carriers. Each is building high
capacity fiber-optic networks to challenge incumbent
carriers.

So how to get bigger before SBC gets there first?
It is a sure bet AT&T Chairman C. Michael
Armstrong isn't going to sit still while Mr. Whitacre
sews up much of the U.S. Look for AT&T's chief
to expand his local, Internet and international assets
before the end of the summer. He could expand in
local by combining with GTE or BellSouth or
investing in a slew of smaller players and
franchising some of these companies to carry AT&T
traffic to homes and businesses, thus bypassing the
Bells. Internationally, Mr. Armstrong could fmd a

Big Deal Co~te~ders

REVENUE
COMPANY (in billions)
AT&T $51.32

ASSETS: Holds telecom's most powerful brand name, biggest
long-distance and wireless carrier and has agreed to b~y sizable local
player Telepor~ Co~munications Group Inc. But it needs more in data,
local and international services
Bell Atlantic* 30.19

ASSETS: Local phone network stretching from Maine to Virginia. Huge
wireless business. Sizable player in EJrope. Needs long-distance and a
larger international play.
GTE 23.26

ASSETS: Loca~ phone business with 22 million access lines, giant
wireless network, startup long-distance service and a powerful data
business after acquiring BBN Corp. Needs larger long-distance,
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Inte~~e~ play. Could a:so s~~ike an international deal soon.
Bel:Sou~h 20.56

ASSETS: "Largest local phone company in the Southeast in markets such
as A~lanta and Miami, gateway to the Caribbean and Latin America. Also
sizable wi~eless and inte~national businesses" Needs to get bigger
against enc~oaching Bell Atlantic from the Nor~h and SBC to its west.
Also seeks a long-distance play so that it can package services to
customers.
Sprint 14.87

ASSETS: Pacesetter, pushed telecom industry in~o the fiber-optics
revolution. No. 3 long-distance carrie~, large local phone business
with 7.4 million lines, and it is building a nationwide wireless
network that so fa~ is hurting profits. Determined to go alone but may
become part of something bigger, but merge~ pa~tne~ would have to pay a
huge premium.
U S West 10.32

ASSETS: Nationwide wireless netwo~K that so far is hurting profi~s.

De~ermined to go alone but may become part of some~hing bigger, bu~

merger pa~tne~ would have to pay a huge premium.
Note: All revenue and net income figures are for full-year 199~.

*Bell A~lantic too~ over Nynex Corp. in a $25.6 billion deal in 1997.
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$62 BILLION DEAL
TO SHIFT BALANCE
IN PHONE INDUSTRY

THIRD OF MARKET AT STAKE

Deal for Ameritech Continues
Reversal of 1984 Breakup

From 7 Baby Bells to 4

By SETH SCIIIESEL

Th!' ~nnollncemcnt that SBC Com
mUlllc;:ltions Inc. would ;:Icqulre the
Ameritech Corpor;:ltion for ahout $62
billion Significantly shifls the bal
ance of power in the United States
telecommunicallons industry. The
de;:ll ~nnounced yesterday would cre
ate the n~tion's largest local phone
company and threaten the remaining
regional Bells with the specter of
hnving to compete eventually With a
weallhy, aggressive leviathan that
will cant rol ahout a third of the na
tl;)n's local phone lines.

Forged hy an executive deter
mined to create a phone empire with
a breadth unmatched since the Fed
eral Government broke lip the AT& T
Corporation in 1984, the new SBC
would dommale local phone markets
in a swath Ihrough the middle of the
nation from DetrOit to EI Paso, as
well as in California and Connecticut.
With more tl13n $40 hillion in sales, it
would he the nation's No.2 carrier,
behind the AT& T Corpor;:ltion.

Most analysts predicted that yes
terd<lY's announcement, driven by
the search for savings and finnncial
power. would add fuel to the already
scre;:lming cngine of mergers in the
communications industry.

Such rapid concentration of Ihe
industry through mergers and ;:IcqUl
sit ions has lefl some regulators and
consumer advocatcs uneasy ;:Ibout
the potcntial for new monopolies.
[PageCll

If the deal wins approval from
state and Federal regulators, AT&T
and the nation's other large phone
companies will find themselves de
fending their turf from a company
that cant rols almost 55 million local
phone lincs ;:Ind has demonstrated an
enormous appetite for growth and
acqulslt ion.

SBC's chairman, Edwnrd E. Whit
acre Jr., said yesterday that the new
company would aggressively seek to
move into the markets of other Bells.
SBC named New York City, now
served by the Bell Allantic Corpora
tton, as ils prime target, and said
that Alh;:lny was also on the list.

While the Telecommunications
Act of 1996 was enacted to encourage
Just such moves, consolidation has

Coorlnued 00 Page CIO
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TELEPHONE GIANT: Putting Back the Bell System

THE DEAL

2d-Biggest Company in the Phone Industry
lion :lnd Worldcom Inc. (which hnve
ngreed to merge). BUI the Bells
cr:lve the ch:lncc to enlt'r the $1l0
billion long-dist:lnce m:lrket Ihem·
selves :l11(1 eViscerate AT&T's cus
tomer bOIse. While no 01'11 has yet
won :lpproval frnm Federal regul;'l.
tors to sell long-distance serVice, few
people helieve the local phone com·
panies WIll be kept out of the long·
distnnce :lrena forever.

But it h:ls not heen Just the Bells
who have propelled the IldOlI WOlVe of
consolidation in the lelecommunica·
tions industry. Constantly seeklOg to
hulk up finnncially nnd bidding to
offer every sort of comll1unicntiollS
serVice in one 1IllegrateL! package,
telecornmunic:ltions c~rriers of all
description hnve heen calling on W"II
Street bankers to serve as match·
mnkers.

A T& T, 10 fact, pursued Its own
merger negotiations With SOC last
summer, before the talks fell apart
;'lmid public sniping, disputes over
who would run the new comp:lny and
thullderous denunciations from regu
lators.

"ThiS demonstr:ltes the failure of
deregulatory telecommunications
policy and weak or lax antitrust
oversight." said Gene Kimmelnl;ln,
co·director of the Washington office
of Consumers Union, :l consumer ad·
vocacy group, referring 10 the rapid
pace of recent de:ll makll1g. "I see
three or four companies coming out
of this ns being dominant for hoth
local and long distnnce in their re
gions.

"We've got a pattern here of local
monopolies cnmbining with other lo
cal monopolies adjacent to them. giv.
ing them built-in networks for one
stop shopping that will nllow them to
function in the same W:lV fort ress
huhs work in the airline- industry.
with tremendous advantages over
any potential competitor."

An acquisition of Ameritech by
SBC would be the largest merger in
telecommunications history. out
stripping Worldcom's pending $37
billion acquisition of MCI.

It would :llso dwarf Daimler·
Benz's proposed $39 hillion takeover
of the Chrysler Corpor:l!lon. which'
w~s :lnnollnced last week. In corpo
r:lte merger history, it wuuld be sec
ond in size only to the $70 billion uenl
announced in M<lrch between Cill'
corp :lllli Trnvelers Group

Despite all the fears of consoliuOl
tion - or more likely bn-ause of
them - the top executives of Ameri
tech and SBC held out their deal
yesterday ns a hoon for competition.
Mr. Whitacre. the architect of SBC's
aggressive strntegy. said the com·
bined compnny would in\'~L!e the ter
ritory of other big 10c:l1 phone com
panies. SBC snid it hnd its Sights on
30 major markets where It would
build new local phone networks. No. I

5.1

•. 16

. $6,4 billion

3.1

1.4

Chicago

Richard C Notebaerl

74,359

$23 billion

$46, up $212

208 million

the communic:ltions industry - the
Bells h:1Ye been trYing to resiore and
strengthen their family honds.

In addition to the 01'11 At!:lntic
Nynex de:ll, SBC acqUired the P:l'
Clfic Telesis Group for $16.7 billion
Inst year After an SBC-Ameritech
merger. the seven Bells would be
four

Such a situation would give :ldded
urgency to the question that hns
haunted telecommunications policy
m akers for two years: Is the act
working?

"The '96 :lct was :lbou! competi·
tion and deregulation." Willi:lm E.
Kennnrd. the Federal Communica
tions Commission's chairman. snid
in an interview. "It was not about
consolidation and deregulation."

Predictably, the strongest corpo
rate comments denouncing the deal
yesterday cnme from AT& T.

The merger "delivers no consum
er henefits," AT& T said in a state·
ment. "Stnte public service commis
sions, the FCC and the Department
of Justice shouldn't even think about
allOWing this latest deal to go
through until. at the very least, SBe
and Ameritech have proven thn! con
sumers in their states have a real
choice in local service."

The other three Oells issued tepid
statements yesterdny saYlOg that
they remained focused on their own
business.

Each time Bells merge. the com
petitive threat to /\T& T grows.
/\T&rs main competitors today are
other long-dist:lnce companies like
the MCI Communications Corpora·

o·DHC!
V
San Anlonlo

Edward E WhJlacre Jr

118340

$1 5 billion

$38 8 I, down $3 56

34 million

LOCIIL SEfl,,":ES 512.6 blllton

NFlwr_,nK ,\(CESS _ 5.8

UHIG UISIMII.t .2.1

OTlIE'l .4.3

TOT~\L lift;1

At a Glance

ri-'AIf".IArJ

EMPLOYEES

1'1')7 rJEI :rlCcl,IE

He'e IS a look al :he

comptlnies :nvClv'?d

1/1 the latest pl:Jllned
telecommunications
merger
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q'rnH't! a higher pJlorny Ihan com·
petition

If Ihe SBC-AIl1!'rltC'ch <lral got's
Ihroltgh, Bell I\llnllllc, winch :lC
lI"ired the Nynex Corl'0r:llion ror
$256 hlliinn l:lst yp:lr, will rinu itself
in seconu pi :lce :l mong 10c:l1 phone
carners. wilh :llxJIII 41 million lines.

Some an:lly.,ts conlenu th:ll con
soliualion is necessary for ,urvival
ill tallav's telecommunic<Jtlons in·
dustry.•

"It's going 10 fnrce everyone 10
recnnslder. ;'lgain. wh:lt they ronsiu·
Neu the pl:lying fielu," Frank loll'
vern:lli. hem] teleClll1lllll1nlcations
annlyst for Creuit Suisse First Bos·
lon, s<J1l1 of Ihe SBC-,\meritech ueal.
Local phone COmpallleS, he sniu,
"tliat have the view thnt they can he
independent or Just focus on their
region:ll :lrea don't gC't it. '.

"You have to be able to cnmpete
nalionnllv," Mr. Govel'llnli said

The m~," wav for AT&T. Oell ..'It
1:lOlic nnd the other big phone com·
panies to respond tn the threat quick·
Iy would be to pursue huge deals of
their own.

In 19R'I. AT&T W:lS split intI) eight
parts' the long-dist:mce carrier that
ret aliiI'd the companv's name nnd
the seven local telephone comp:lnies
Ihnt qllirkly becnme known as the
D;'lhy Bells. Out ,inc", p"ssnge or the
1996 ;'lct - an ;'lttempt nt a complete
overh;'lul of the telecommunications
laws thM Cungress hoped would un·
leash competitIOn in every sector of

\



on the list was New York City: No. 30
was the Albany area.

For the last few years many large
busmesses have had a choIce of 10c:Jl
telephone comp:JOIes. New carners
find it profit:lhle to di~ up streets and
build new networks when the prtze IS

a bIg office hUlldmg wllh hundreds or
thousands uf phone lines.

But most resldentl:J1 consumers
h:Jve had onlv one choice· the same
local phone company they had before
the telecommul1lcatlons act was
passed.

"We're gomg to put an end to this
conversation that no competition IS

developing in the resIdential mar·
ket," Mr. Whitacre said in an inter
vIew yesterday. "We're promising to
develop that competition."

Mr. Whitacre would not, however,
say just how much his company was
prepared to spend to compete in oth
er Bells' markets.

All thiS cuuld leave regulators in a
bind.

Reed E. Hundt, who resigned from
the chairman's job at the F.C.C. last
fall, said that Mr. Whitacre "is ask
ing the Government the following
question: How many telephone com
panies is the smallest number you
can accept?"

But Mr. Whit:lcre m:Jv also be
asking a different question. Do you
believe me?

When Bell AtlantiC and Nynex
were lobbying for approval of their
merger, they said the deal would
give them the financial muscle to
invade the territories of other Bells.
But Bell Atl:JlltlC has not done so to
any significant degree, leading to
chagrin in some qU:Jrters of the

FC.C. Now SBC IS making the same
argument.

Mr. Kimmelman or Consumers
Union remains unconvinced.

"They keep s:Jying what they will
do somewhere else," he said. "We're
at a point now where that becomes
totally unrealistic to rely on, hec:Juse
they want you to focus on the other
part3 of the country where they don't
exist but not on the areas where they
become superdominant."

The FC.C., however, approved the
mergers or Bell Atlantic and Nynex
and of SBC and Pacific Telesis. The
commission's chairman then was
Mr. Hundt, who was not known as a

A debate whether
consolidation on

such a scale is in fact
necessary to survive.

friend of the Bells.
The Justice Department also de

clined to challenge those deals, in
part because it could not see an
antitrust problem in the merger of
two companies that never substan
tially competed with each other in
the first place.

On its face, a merger of SBC and
Ameritech does not seem much dif
ferent in its regulatory implications
from the previous two Bell mergers.

Mr. Kennard said yesterday that

"

- ---_._ .........-.. ..- . ,



5/12/98 WSJ Al
5/12/98 Wall St. J. Al
1998 WL-WSJ 3493627

(Publication page references are not available for this document.)

Page 11

The Wall Street Journal
Copyright (c) 1998, Dow Jones & Company, Inc.

Tuesday, May 12, 1998

Alarm Bells: Is This Really What Congress Had in
Mind With the Telecom Act?

SBC-Ameritech Deal Sparks Debate Over Big
Mergers Fostered by Deregulation

'Nobody's Got a Clear Vision'
By Wall Street Journal staff reporters Bryan

Gruley, John Simons and John R.
Wilke

WASHINGTON -- What price competition? With
a slew of mergers in the telecommunications
industry, fmding an answer is suddenly urgent.

Two years ago, the federal government enacted a
law designed to crack local telephone monopolies
and bring consumers the benefits of competition. By
sweeping away decades of regulation, Washington

'- thought it was paving the way for a free-for-all
among the Baby Bells, long-distance carriers, cable
operators and other telecommunications providers.

Instead, the urge to merge has overwhelmed the
compulsion to compete. Most people are still
waiting for lower phone rates and better service,
while the nation's telephone giants seem intent on
vying to see which one can become the biggest the
fastest. Lawmakers and regulators have largely
stood by and watched the procession of megadeals,
hoping that the emergent landscape would eventually
give rise to competition.

Bur with yesterday's news of SBC
Communications Inc.'s $56.18 billion bid to buy
Ameritech Corp., frustrated lawmakers and
regulators are debating where to draw the line.

In a statement yesterday, William Kennard,
chairman of the Federal Communications
Commission, issued a challenge to the two
companies: "The bottom-line question is: Is this
merger going to create competition, or will it be a
nonaggression pact? The Telecom Act was all about
opening markets for competition. SBC and

Ameritech must show us that this merger will serve
the public interest and enhance competition. "

The merger must be reviewed by state regulators,
antitrust enforcers at the Justice Department and the
five politically appointed members of the FCC. The
entire process probably will take a year or longer.
Both federal agencies will be influenced by the
views of Congress, where many authors of the
Telecommunications Act of 1996 still reside, and by
the White House, where Vice President Al Gore was
a key supporter of the law.

The political reaction is crucial, and not just to
SBC and Ameritech. If the merger is flatly rejected,
it sends the message that the Baby Bells' forays into
other businesses -- especially the lucrative long
distance market -- won't be tolerated until and
unless they open their local markets to competition.
If this merger is approved without significant
conditions, it not only would give a green light to
other telecom companies contemplating mergers; it
would force them to slam their foot on the
accelerator lest they be left in the dust.

"How many big phone companies does the
government want in America?" asks Reed Hundt,
the former FCC chairman who last year helped end
SBC's plan to acquire AT&T Corp. by calling such
a combination "unthinkable." Now, he says,
"industry's going to ask this question of government
until it gets an answer. And if you don't give an
answer, you basically force merger mania, because
what do you expect other CEOs to do, sit on their
hands?"

In Washington, cntlcs are focusing on what they
see as the frightful prospect that consolidation will
reassemble the Ma Bell monopoly splintered by the
Justice Department 14 years ago. "This is an
inexorable backslide, resulting from excessive
deregulation and weak antitrust oversight," says
Gene Kimmelman, co-director of the Washington
office of Consumers Union.

John McCain, the Arizona Republican who chairs
the Senate Commerce Committee, says the merger
is more evidence that the 1996 law has failed. Mr.
McCain voted against the law because he considered
it too regulatory. "Companies consolidate when they
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can't compete, and consolidation without
competition can hun consumers," he says. He
repeated his call for an overhaul of the law, but few
people think Congress can act quickly enough to
affect the SBC-Ameritech deal.

SBC and Ameritech say they expect the merger to
win regulatory approval because it would increase
competition for local, long-distance, Internet and
high-speed data services across the combined
companies' vast geographic market. "This merger is
critical because it transforms us into a company that
has the size, scope and incentive to make the
promise of the act a reality," Richard Notebaen,
chairman and chief executive of Chicago-based
Ameritech, said yesterday. Edward Whitacre Jr.,
chairman and chief executive of San Antonio-based
SBC, said regulators should fmd the merger
"welcome" if they are "looking for a truly potent
way to jump-stan competition."

In reviewing mergers, the Justice Depanment must
consider whether the combination would
significantly reduce competition. That is nearly
impossible to show in local phone markets, where
there has been no competition to speak of for
decades. But enforcers could try to argue that SBC
and Ameritech would compete in each others'
markets if they remained independent. For instance,
Ameritech had planned to launch phone service in
St. Louis this year, where it would have vied head
to-head with SBC. The merger would eliminate that
rivalry.

Such "potential competition" arguments rarely
prevail in coun, though, because they are highly
speculative. Joel Klein, the Justice Department's
lead antitrust enforcer, decided he couldn't make a
similar case last year against Bell Atlantic Corp. 's
$23 billion acquisition of Nynex Corp., despite plans
by both companies to compete in New York City.
Mr. Klein's failure to bring a case against the
merger incited some critics in Congress who delayed
his confirmation as assistant attorney general for
antitrust.

To make a "potential competition" argument stick
against SBC and Ameritech, Mr. Klein's
investigators would seek internal company
documents showing that the two firms had planned
to compete. Even those documents might not
persuade a coun to stop the merger if the companies

could show that the combination would bring
efficiencies that would lead to lower prices for
consumers.

The companies yesterday acknowledged that they
may have to sell off some overlapping businesses.
One key candidate is SBC's lucrative cellular-phone
business in Chicago, which competes with
Ameritech. Ameritech is in the same position
against SBC in St. Louis.

The FCC has more leeway to block the merger
because it is charged with determining whether the
deal meets the "public interest." The agency has
never blocked a deal nearly this big, but under Mr.
Hundt, it did impose conditions designed to force the
merged Bell Atlantic-Nynex to open its local
markets to competitors. Some experts think those
conditions might not prove acceptable to SBC
Ameritech.

"The burden is on them," FCC Chairman Kennard
says. "Any company that comes to us has to be able
to show that it will create competition. "

The distinct character of the two companies also
could influence Washington's review. Ameritech is
widely seen as the most cooperative Baby Bell in
trying to comply with the law's requirements that
local phone companies allow rivals into their
markets. But the combined company would be run
by managers from SBC, which is viewed by many
in Washington as too vigilant a protector of its
markets. The company last year sued to overturn
key portions of the '96 law, arguing that they are
unconstitutional.

"SBC has been aggressive in slowing the
implementation of the Act," says Heather Gold,
president of the Association for Local Telecom
Service, a lobbying group for companies that offer
competitive local phone service, chiefly to business
customers.

State public-utility commISSIOns also will want a
piece of this deal and could delay approval beyond
the federal antitrust and FCC reviews. They are
likely to press for their own conditions, just as they
did with Bell Atlantic's buyout of Nynex, in which
states demanded greater opening of their local
markets to competition. Yesterday, state antitrust
regulators said they are eager to review the deal.
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The law has spurred some competition. Business
customers in major cities have more choices for
local phone service. Price wars for wireless phone
service and equipment have erupted in many places.
A spirited barrIe for delivering high- speed Internet
access is shaping up between cable-television and
phone companies. Ameritech has made an
aggressive push into cable TV, forcing prices down
and boosting services in a handful of markets.

But the landscape looks nothing like the one
envisioned when President Clinton signed the
telecom bill into law on Feb. 8, 1996. Most
residential customers still have but one choice of
local phone provider. The Baby Bells have yet to
enter the long-distance business. Cable-TV
companies quickly lost interest in entering the phone
business, preferring to invest in upgrading their
networks so they could begin offering high-speed
Internet access.

The move to deregulate gained momentum in the
early 1990s as the seven Baby Bells pushed
Congress to allow them to enter the long-distance
business. The Bells had been barred from the
business since the breakup of AT&T. But after years
of intense lobbying, lawmakers struck a
compromise: The Bells would be allowed to offer
long-distance service, but only after opening their
local markets to competition. Congress gave the
FCC the job of judging whether the Bells had
sufficiently opened their markets.

Congress also left it to the FCC to settle thousands
of tiny but vital questions that had huge implications
for the incumbent Bells and their rivals. For
example, how much of a discount should a Bell give
a rival to use the Bell's network? Soon after the
FCC tried to answer many of those questions in a
700-page order released in August 1996, several
Baby Bells -- including SBC and Ameritech -- sued
to have the order nullified. The lower courts sided
with the Bells, and the Supreme Court is expected to
hear the case this fall, with a decision likely in early
1999.

Since then, dozens of state and federal lawsuits
have been filed by all manner of phone providers,
tangling the companies in litigious knots that, at the
very least, slow their competitive efforts. The Bells
in particular have been criticized for the litigation,
but the companies say they are obliged to protect

their decades-old investments in the phone network.

Without clear rules for plugging into those local
markets, competitors balked. That was a mixed
blessing for the Bells, because they needed to show
the FCC evidence of local competition to gain
permission to enter the long- distance business. The
commission has rejected applications by Ameritech
to offer long-distance service in Michigan, by SBC
in Oklahoma, and by BellSouth Corp. in South
Carolina and Louisiana. Soon after the SBC rebuff,
the company sued to overtUrn the long-distance
provision of the 1996 law. A federal judge in
Wichita Falls, Texas, agreed that the provision is
unconstitutional, but the ruling is on appeal.

Some lawmakers now fault the FCC for not
fmding faster ways to foster competition. "What's
happening [with mergers] is in lieu of long-distance
competition," says Rep. Billy Tauzin, the Louisiana
Republican who chairs a House telecom panel. If the
FCC "had settled the business and the terms under
which local and long-distance competition would
occur, I think they'd be less interested in merging
and getting on with competition. That's what
Congress intended, and as soon as that happens,
we'll see consumer benefits."

The FCC's Mr. Kennard calls Mr. Tauzin's
observation "interesting but wrong. In the long
distance marketplace, we have far more competition
than in the local marketplace. "

As the lawsuits piled up. and as law firms
expanded their telecom practices and lobbyists
crowded the FCC's corridors, phone companies
started joining up in some of the biggest deals in
history. SBC led the pack with its $16.5 billion
acquisition of Pacific Telesis Group, the California
Bell, and later with its $4.4 billion purchase of
Southern New England Telecommunications Corp.,
a deal that still requires state and federal regulatory
approval.

The consolidation was no big surprise; many
experts had expected that a regulated industry, once
unfettered, would naturally seek to cut
inefficiencies. "Mergers are almost inevitable based
on global competition, the changes in technology,
and the Telecom Act," says Rep. Mike Oxley, an
Ohio Republican who helped write the 1996 law.
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It is unclear when competition will become
widespread. And no one knows for sure that the
average consumer will enjoy it anyway. Thousands
of consumers have complained to the FCC about
long-distance carriers signing them up without
permission -- a direct result of competition. And few
consumers like the confusing monthly bills and
dinnertime calls from telemarketers that competition
has wrought.

"Nobody's had a clear vision of what they meant
by competition," says FCC Commissioner Michael
Powell, a Republican. "How many competitors do
you mean? How big are they? We talk about one
stop shopping, but what do those companies look
like? That's not 'Joe's phone company.' Companies
are beginning to make their judgments about these
questions -- and stake the flag and go for it. "

For now, the flag is staked in Washington, where
rivals already are taking shots at the SBC-Ameritech
deal. One is AT&T, which says the 1996 law is
"about opening local markets to competition, not
expanding local monopolies." That's the same
AT&T that last year attempted its own $50 billion
merger with SBC.
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