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DECLARATION OF STEPHEN E. SMITH
1.

I am Group Vice President, Business Development for Verizon’s Domestic

Telecom Group. In that position, I have responsibility for the evaluation, and subsequent
execution, of mergers, acquisitions, dispositions, and strategic alliances for the lines of business
within Verizon’s Domestic Telecom Group.
2.

The acquisition of MCI will produce substantial cost savings (both expense and

capital) and revenue improvements. Verizon’s Board of Directors has been advised that the
acquisition will yield a net present value of $7.0 billion in incremental revenues and operational
cost savings, after including the expenses and capital expenditures necessary to achieve these
benefits.
3.

As described in Verizon CFO Doreen Toben’s presentation to investment analysts

when the transaction was announced, the cost reductions will come from a variety of steps. (A
copy of the presentation is appended as Exhibit 1.) For example, the companies intend to lower
costs through headcount reductions of approximately 7000 by eliminating duplicative staff,
primarily in support functions such as the network engineering, IT, sales, and human resources
departments. The combined companies will be able to reduce information technology costs by
eliminating duplicative operating centers, modernizing outdated systems, and re-engineering
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other redundant information and operational systems and processes. The companies will achieve
savings of more than $100 million annually by more efficiently using existing network capacity
to migrate long distance business traffic, which Verizon today transports over third-party
networks, onto the network of the combined company. Further, the combined company will
avoid the costs that Verizon would have incurred to build out its own long distance and out-ofregion networks by using the new company’s extensive combined network to meet customer
demand. The new company will also be able to take advantage of Verizon’s existing vendor
relationships to reduce procurement costs and achieve greater economies of scale. Finally, the
new company will achieve savings by rationalizing the companies’ real estate assets.
4.

The revenue enhancements will come from improved customer retention, faster

customer growth, and opportunities to sell the broader product and service bundle of the new
company to existing customers. Because the new company will be a stronger and more credible
competitor in the enterprise space than either company is today on its own, the new company
will be able to attract new customers at a faster rate than either company could realize on a
standalone basis. Further, the new company will have an expanded bundle of products and
services to sell to all customers, including CPE, local, long distance, managed services, and
wireless. Thus, for example, the combined companies will be able to sell Verizon’s wireless
services to MCI’s enterprise customer base as the company expands its 3G network. The new
company’s fiber and Internet backbone assets will help the company grow its optical, Ethernet,
and IT service offerings. The company’s managed services capacity in voice, data, and IP will
allow it to compete more effectively in the high growth managed services segment. In addition,
the new company plans to bring its expanded service offerings to mid-sized business customers,
which traditionally have not been a target for these services.
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5.

The cost saving and revenue improvement figures were developed in detail by the

Verizon teams that not only performed the MCI diligence but will ultimately be responsible for
plan execution. Verizon has publicly announced a high degree of confidence in its ability to
achieve the cost savings and revenue improvements that I have described above. Accordingly,
officers responsible for particular lines of business within the company will be committing
themselves, and their compensation, to achieving these objectives.
6.

These financial efficiencies will allow the new company to improve service

quality and accelerate the development and offering of new services. The public interest
unquestionably will be advanced by the use of fewer economic resources to produce the same
services, as well as by the combination of complementary resources to produce improved or new
services.
7.

My confidence in the certainty of the projected efficiencies is strengthened and

validated by the substantial cost savings that Verizon previously achieved through Bell Atlantic’s
merger with NYNEX Mobile and then NYNEX, as well as its subsequent merger with GTE.
Following the merger with NYNEX Mobile, Bell Atlantic’s mobile business achieved actual
operating and capital expenditure savings that exceeded pre-merger estimates by 23% in 1995
and by more than 20% in 1996.1/ With respect to the Bell Atlantic/NYNEX merger, we
projected an increased expense savings of $450 million for 1998 and those savings were

1/

See Merrill Lynch Capital Markets, Industry Report No. 1705141 -- Telecom
Services/RBOCs & GTE at 16 (Feb. 23, 1996) (The “synergies the joint venture and much larger
footprint” provided were, in fact, “[g]reater than expected.”); see also Prudential Securities Inc.,
Report No. 1659180, Bell Atlantic -- Company Report at 3 (Oct. 31. 1995); Smith Barney, Report
No. 1740640, Bell Atlantic Corp. -- Company Report at 3 (May 17, 1996).
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achieved.2/ We similarly achieved the projected annual expense and capital savings for
subsequent years. With respect to the Bell Atlantic/GTE merger, we projected savings of $2.7
billion for the period 2000 to 2002. We actually realized savings even greater than projected.
After Verizon completed its “bottoms-up” assessment of savings and new revenue opportunities
for this transaction with MCI, it compared the total value opportunity against the total benefits
that Verizon had previously realized in the Bell Atlantic/NYNEX and Bell Atlantic/GTE
combinations. That size-based comparison also supports the conclusion that the expected
benefits associated with the MCI combination are achievable.

2/

See, e.g., Nationsbanc Montgomery, Bell Atlantic Corporation, July 23, 1998 (“Merger
cost synergies are on schedule to release $450 million in 1998 savings to Bell Atlantic that
management can use immediately . . . . We are confident that Bell Atlantic will have in excess
of $750 million in 1999 synergies.”).
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