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IL. INTRODUCTION AND OVERVIEW

A. TASK
6. We have been asked by Verizon Wireless and ALLTEL Holdings LLC

(“ALLTEL”) to address the likely impact of the pro;;osed merger of Verizon Wireless aﬁd
ALLTEL on competition. This declaration presents our preliminary assessment of this i$sue
based on our analysis to date. Our analysis is based on our familiarity with the developments in
the telecommunications industry, our review of publicly available data, information obta;ined
from the merging parties and discussions with executives at Verizon Wireless.

7. We will continue to review and analyze additional data and documents frgm the
parties and public sources thaf become available during the course of this proceeding. We expect
to use this information to respond to issues that arise during these proceedings and to supplement

the analyses presented below to the extent necessary and appropriate.
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B.  INTRODUCTION AND OVERVIEW

8. Verizon Wireless is a joint venture of Verizon Communications and Vodafone
and provides wireless voice and data services using CDMA technology to 67 million subscribers
in every state except Alaska. In addition to retail services, Verizon Wireless also provicies
services to other carriers including roaming services that enable customers of carriers which do
not have facilities in certain areas served by Verizon Wireless to make and receive calls;in those
areas. Verizon WireleSs hasaVariety of roaming agrééimerts with other carriers, most ()if which
provide for Verizon Wireless both obtaining and providing roaming service. Verizon Wireless
also providqs wholesale services to a variety of resellers and Mobile Virtual Network Operators
(MVNO:s).

9. ALLTEL provides wireless voice and data services using CMDA technology to
roughly 13 million subscribers in the United States in 34 states. Most of ALLTEL’s subscribers
are in the Southeast, Southwest and upper Midwest. Like Verizon Wireless, ALLTEL provides
roarming services to other carriers as well as services to resellers and MVNOs. ALLTEf, also
provides roaming services using GSM technology in certain geographic areas.

10.  Based on our analysis to date, we conclude that the proposed transaction 1s likely
to result in significant benefits to consumers. While we have not to date analyzed compgtition in
particular geographic areas, we conclude that the characteristics of the wireless industry asa
whole and compétitive factors that affect all geographic areas imply that the proposed tre;msaction
is unlikely to héve a significant adverse effect on competition. More specifically, we conclude:

o The proposed transaction will expand the availability of Verizon Wireleés’ high-
quality wireless voice and data services to customers in areas éurrently served by
ALLTEL but not Verizon Wireless. For example, the proposed transaction will

expand the geographic coverage of Verizon Wireless’ high bandwidth (EV-DO




Revision A) wireless data network, which permits data transfer speeds much
higher than those provided by ALLTEL.

The transaction will enable ALLTEL customers to obtain discounted rates for
purchasing bundles of wireless voice and data services. In addition, ALLTEL
customers will gain access to a wider variety of handsets and, due to Vetizon

Wireless’ Open Development Initiative, handsets (and related software)

déveloped by third parties that aié approved for Uise on the Verizon Wiréless

network.

The transaction will increase the number of in-network calls between wireless

subscribers of the combined firm. Current subscribers to both Verizon Wireless

and ALLTEL will benefit from the expansion of “free” calls to other in-network
subscribers because such calls do not count against minutes of use available
under subscribers’ plans.

By integrating the operations of Verizon Wireless and ALLTEL, the traﬂsaction

is expected to result in net cost savings with a present value of more than $9

billion. These cost reductions provide incentives for reducing rates and |
expanding output. For example:

o By expanding the geographic scope of the merged firm’s network, the
transaction will reduce the merged firm’s reliance on third parties for
roaming services. This reduces variable costs faced by the mergéd firm
and, all else equal, provides an incentive for the merged firm to réduce
price and increase output.

o The transaction will reduce equipment costs faced by the merged %ﬁrm by

enabling it to take advantage of increased volume discounts. Cost




éavings such as these reduce the cost of expanding and upgrading the
merged firm’s network and thus benefit consumers by increasing
incentives for the merged firm to increase output. |
The proposed transaction enablés Verizon Wireless to realize additional
efficiencies by expanding the geographic scope of its network. In recent years,

firms with more extensive geographic networks have grown more rapidly than

~regional firms.~At the same time, there has been a dramatic growth in the

number of wireless subscribers and a dramatic decline in the average prices paid
by wireless consumers.

Verizon Wireless has increasingly priced its services on a national basis and now
offers regional discounts and promotions on only a limited basis. This suggests
that the forces influencing price for wireless services today in any one
geographic area are broader than the factors in that one relatively small
geographic area that the FCC has focused on in the past.

Following the proposed merger, Verizon Wireless will continue to face .
competition from three other national carriers as well as a variety of regional
service providers. Available data also indicate that ALLTEL and Verizon
Wireless are not next best substitutes in the areas served by both networks.

The merged firm also faces potential competition from firms planning td offer
services using new spectrum the FCC has made available for mobile
telecommunications services in recent years, including 700 MHz, AWS-1,

BRS/EBS and other spectrum bands.!

1. FCC, 12™ CMRS Competition Report, FCC 08-28, February 4, 2008, Table 8 (] 77).




-7

III. THE PROPOSED TRANSACTION IS EXPECTED TO RESULT IN
SIGNIFICANT BENEFITS TO CONSUMERS.

11.  The Verizon Wireless / ALLTEL transaction is likely to bring significant benefits
to consumers, including access to a wider variety of services and handsets, improved service

speeds, and lower prices.

A. THE PROPOSED TRANSACTION WILL EXPAND THE AVAILABILITY
OF VERIZON WIRELESS’ SERVICES TO AREAS IT DOES NOT
CURRENTLY SERVE.

12, Atdiscussed above, Verizon Wireless’ network is not fully national in séope,
covering roughly 90 percent of potential wireless subscribers nationwide.> ALLTEL’s rieh&ork
includes part or all of 54 CMAs where Verizon Wireless has no PCS or cellular licensesi. Many
of these potential subscribers are in smaller cities and rural areas. Following the merger,
ALLTEL’s network in these areas will be integrated with Verizon Wireless’ network, expanding
the geographic scope of the Verizon Wireless network and the range of available sewic§s offered

in areas not currently served by Verizon Wireless.

1. The transaction will accelerate deployment of high quality mobile broadband
services based on EV-DO Revision A technology.

13.  Both ALLTEL and Verizon Wireless provide wireless high speed data sefvices,
including wireless Internet access, using EV-DO technology. Verizon Wireless has upgfaded its
entire EV—D'O data network to EV-DO Revision A which now covers more than 240 million
people. This network provides “downstream speeds to 600 kbps-1.4 Mbps and si gniﬁcalimtly

293

improves average uplink speeds to 350-800 kbps.”” However, we understand that in most areas

2. Verizon Wireless Press Kit, May 30, 2008, p. 3 (Verizon Wireless’ network “reaches more
than 265 million Americans™); and U.S. Census Bureau, 2005 population estimate 0f296
million people (http://www.census.gov/popest/states/NS T-ann-est2005.html). ‘

3. FCC, 12" CMRS Competition Report, p. 8. See also 134 (“In June 2007, Verizon Wireless
announced that it had upgraded all of this EV-DO network footprint with EV-DO Rev. A
technology.”) Verizon Wireless Press Kit, May 30, 2008, p. 3 (“Network reaches more than
265 million Americans. ... As of June 2007, Rev. A technology was available throughout the
entire EV-DO network and at the end of the first quarter 2008, covered more than 240




ey

-8-

!
1

ALLTEL uses the older Revision 0 version of the EV-DO technology which has typical
downstream data transfer speeds of 400-800 kbps and, in some areas, ALLTEL continu?s to
provide 1xRTT, a wireless data technology which has even lower data transfer speeds than EV-
DO Revision 0. We understand that ALLTEL has deployed EV-DO Revision A in a lijmited
number of areas but does not yet offer commercial service based on this technology.

14.  The proposed transaction will enable Verizon Wireless to expand deployment of
its EV-DO Revision A mietwork to areas served by ALLTEL but not Verizon Wireless that do not
currenﬁy have access to EV-DO Revision A, and is likely to accelerate the ability of co@sumers

in these areas to gain access to advanced wireless broadband data services.

2. The proposed transaction will extend coverage of Verizon Wireless’ high quality
voice service. ‘ :

15.  Similarly, the proposed transaction and expansion of Verizon Wireless’ network
will benefit potential subscribers in areas served by ALLTEL (but not Verizon Wireless{) by
expanding Verizon Wireless’ voice network. Verizon Wireless has received numerous awards
for its service quality and customer loyalty. For example, Verizon Wireless has the lowest churn
rate among wireless carriers.’ In addition, Verizon Wireless has received awards for sewice
quality from Wireless Week magazine (which has named it “Carrier of the Year” for the last
three years), J.D. Power and Associates, Vocal Laboratories, POPAI, the National Retail

Federation Foundation, and the Customer Respeét Group.®

(...continued)
million people.”). ‘

4. FCC, 12" CMRS Competition Report, p. 8 (“During 2006 and 2007, wireless providers have
continued to deploy mobile broadband networks, such as CDMA EV-DO and ,
WCDMA/HSDPA, which allow typical downstream data transfer speeds of 400-800 kbps.”).
See also 9 136 (“At the end of 2006, ALLTEL had deployed EV-DO to 56 percent of its
POPs, or approximately 44 million people, and 1XxRTT to 94 percent of its POPs, or
approximately 74 million people.”).

5. Merrill Lynch, “US Wireless Matrix 4Q07,” April 14, 2008, Table 8.

6. See http://aboutus.vzw.com/awards.html.




3. The transaction will lower the price to ALLTEL customers of obtaining data
services offered by Verizon Wireless.

16.  The economics of providing bundled services typically result in the consnmer
who buys the bundle receiving a savings compared to purchasing products or services separately.
All else equal, the merger will allow ALLTEL customers to benefit from bundled pricing offered

by Verizon Wireless. For example, Verizon Wireless offers discounts on certain of its data

services to customers who also purchase voice service.” We understand that these dlscounts

PN POV v -

would become available to existing ALLTEL customers following the firms’ merger, reducmg
the cost to current ALLTEL customers of purchasing Verizon Wireless’ wireless data seﬁices
using EV-DO Revision A technology. In addition, ALLTEL customers that wish to obtain
Verizon Wireless’ EV-DO Revision A-based data services will benefit from the convenience of
dealing with a single supplier. The FCC has previously recognized the value to consumers of
one-stop shopping.®

4, ALLTEL subscribers will gain access to a larger array of phones and “smaft”
phones.

17.  The Verizon Wireless / ALLTEL transaction will provide ALLTEL custdniers
with access to a larger array of phones and “smart” phones. For example, ALLTEL currently

offers 15 phones and 9 “smart” phones (whlch enable subscrlbers to obtaln both voice and data

services) while Verizon Wireless offers over 30 phones and 13 “smart” phones.9

7. See, for example,
http://b2b.vzw.com/productsservices/wirelessemail/voicedatacallingplans.html, offering a $5
per month discount when purchasing a corporate or personal e-mail account as an add-on to
an existing voice plan.

8. See, for example, FCC, AT&T Cingular Order, FCC 04-255, October 26, 2004, Section
V.A.4 (Public Interest Benefits); FCC, Verizon MCI Order, FCC 05-184, November 17,
2005, 1 203.

9. See www.ALLTEL.com and www.verizonwireless.com.
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18, Inaddition, the proposed transaction will expand the number of potential
subscribers that are able to utilize handsets and related application provided by third pafty
providers. Verizon Wireless has an “Open Development Initiative” which enables cust§1ners to
use any handset that meets basic technical standards established by Verizon Wireless and to
place any applications on those handsets that the customer wishes.' We understand that
ALLTEL has not participated in any similar type of effort to date. For example, ALLTEL is not
a member of the Open Handset-Alliance, a group of wireless service providers (including T-
Mobile and Sprint), equiplnént manufacturers and software providers committed to establishing
networks that enable subscribers to utilize handsets and software provided by third parties."!
Thus, the merger will increase the number of wireless subscribers that are able to utilize handsets

and related applications provided by third parties.

B. THE PROPOSED TRANSACTION WILL RESULT IN SYNERGIES
THAT BENEFIT CONSUMERS.

19.  Verizon Wireless has estimated that the proposed transaction will result in more
than $9 billion in net cost savings (on a net present value basis). These cost savings are likely to
bring significant benefits to consumers. In particular, the proposed transaction will enable

Verizon Wireless and ALLTEL to reduce significantly a variety of variable costs, which will

- provide an incentive for-the merged firm to lower price, as well-as fixed costs. - - -

1. The transaction will result in reduced roaming fees paid by Verizon Wireless.

20.  Due to the increased geographic scope of its network, the merged firm wiil face
reduced reliance on third party carriers for roaming services. We understand that Sprint Nextel
currently carries much of ALLTEL’s roaming traffic and US Cellular carries a large volume of

Verizon Wireless’ roaming traffic. After the merger, much of the ALLTEL-generated roaming

10. See www.verizonwireless.com/opendevelopment.
11. See http://www.openhandsetalliance.com/oha_members.html.
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traffic in Verizon Wireless® service area can be shifted to Verizon Wireless and much of the
Verizon Wireless roaming traffic in ALLTEL’s service areas not served by Verizon Wireless)
area can be shifted to ALLTEL. Verizon Wireless estimates that the transaction will result in
significant roaming cost savings.

21.  We understand that roaming services are typically priced on a usage (cents per
minute) basis at a price in excess of the incremental cost of providing such service. Thus, by
avoiding these charges, the transaction reduces the costs of providing additional minutes of
service and provides an incentive for the merged firm to reduce prices and increase output. The
FCC has recognized the significance of reduced roaming charges in previous transactions.'?

2. The transaction will result in other reductions in variable costs.

22.  The proposed transaction will also enable Verizon Wireless and ALLTEL to share
“best practices” in a variety of areas including customer service and information technology
utilization that we understand are directly related to the cost of serving additional subscribers.
For example, Verizon Wireless estimates that its call center employees can serve more
subscribers than ALLTEL’s. Overall, use of best practices will enable it to reduce employee-
related call center expenses by a signiﬁcapt amount. Verizon Wireless also estimates that related
IT expenses that are directly related to the number of customers served also will be reduced by a
significant amount as a result of expanding these best practices. Because these costs are directly
related to the number of subscribers served, the reduction in these costs create an incentive for

the merged firm to lower price.

12. See, for example, FCC, ALLTEL / Western Wireless Order, FCC 05-138, July 19, 2005,
9 151. (“ALLTEL’s merger with WWC would reduce its roaming costs in geographic
markets where ALLTEL and WWC’s service areas do not overlap, and the elimination of
roaming agreements in these markets would directly benefit those of its customers who
would no longer be charged to roam in those areas.”)
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LR The transaction wm expand the scope of “free” in-network calling.

23.  Both firms offer “free” calls to other in-network subscribers.'® (That is, these
calls do not count against allowances of minutes under service plans.) The proposed transaction
expands the scope of in-network calling and thus benefits both Verizon Wireless and ALLTEL
subscribers by expanding their ability to take advantage of calls to other in-network subscribers

which do not count against minutes allotted in service plans.

4. Reductions in fixed costs resulting from the proposéd transaction also are likely to
benefit consumers.

24.  The proposed transaction will result in a variety of additional cost reductions that,
while not directly related to output, will benefit consumers by reducing the cost of upgrading the
network and offering new services. In total, the proposed transaction is expected to result in
significant net savings in capital expenditures. For example, Verizon Wireless estimates that the
transaction will reduce equipment acquisition costs by éﬁé_lal_iﬁ_g the merged company to take
advantage of larger volume discounts. This cost reduction provides the merged firm an incentive
to more quickly deploy new equipment and services.

25.  In a dynamic industry such as wireless telecommunications, reductions in fixed
costs become reductions in investment costs when new decisions are being made. Thus, these

reductions in fixed costscanbenefit consumers by loweringthecostto ﬁrms of expandiﬁg
output. In recent years, a variety of observers have stressed the importance to consumers of
reductions in fixed costs. For example, the Report and Recommendations of the Antitrust

Modernization Commission notes;

The [antitrust enforcement] agencies should account for the value of fixed-cost
efficiencies in assessing the likely competitive effects of a merger. ... Failure to
take account of and give proper weight to such fixed costs in evaluating a merger

13. See http://www.verizonwireless.com/b2¢/splash/innetwork.jsp and www.alltel.com.
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could deprive CONSUIIRS and the'U.5, cconomy of significant benefits from a pro-

competitive merger
26.  Similarly, in prior published work, Carlton has stressed that government agencies

should consider both reductions in fixed as well as variable costs in evaluating mergers:

[M]any high tech industries have high fixed costs and low marginal costs — and
although they develop new products rapidly, their new product cycle is often
more than [the window that antitrust authorities are commonly assumed to
consider in evaluating mergers]. Gains that lead to lower fixed costs today can
encourage research and development, new products and plants in the future.
However, by focusing only on efficiencies that influence price over a shorter
period, a government antitrust agency risks failing to credit the future efficiencies
that will benefit consumers in the long run. To put it another way, the ﬁxed-cost
savings of today are the variable cost savings in the future for new products.'

27.  Senior Department of Justice economists have also written about how consumers
can benefit from reductions in fixed costs. For example, Ken Heyer, currently the Actiﬁg
Assistant Attorney General for Economics in the Antitrust Division of the Justice Depafunent
notes: “[iJmportantly, however, unlike in the case of pure money transfers, fixed cost savings
have significant efficiency implications for the economy as a whole.” Dr. Heyer also notes that,
by freeing up resources for use elsewhere in the economy, fixed cost savings enhance an

economy’s total welfare:

These [fixed cost savings] would all be net benefits to the economy an increase
in total welfare. The fact that they do not involve a reduction in the merged
firm’s marginal cost — and thus do not result in any pass—through to the merged

T fimi’s’c consumers does not change the fact that the merger is welfare™ *
enhancing.'

14. Report and Recommendations of the Antitrust Modemization Commission, April 2007, p.
58.

15. Dennis W. Carlton, “Does Antitrust Need to be Modernized?” 21 Journal of Economic
Perspectives 155 (2007). Also see Separate Statement of Dennis W. Carlton, Report and
Recommendations of the Antitrust Modernization Commission, April 2007, p. 401.

16. Ken Heyer, “Welfare Standards and Merger Analysis: Why Not the Best?” Competition
Policy International, Autumn 2006, p. 40. "
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IV. THE TRANSACTION IS UNLIKELY 0 HARM COMPETITION IN THE
PROVISION OF WIRELESS VOICE AND DATA SERVICES.

A. BACKGROUND

28.  The competitive impact of the proposed transaction needs to be evaluated in the
context of the highly dynamic and rapidly evolving wireless telecommunications industry. Since
cellular networks were introduced roughly 20 years ago, there has been enormous and
continuous growth in the number of subscribers to wireless voice services and even more rapid
increase in their utilization. In addition, the industry has transitioned from anélog to digital
technology and has greatly expanded the range of wireless data services offered.

29.  To put this in perspective, the number of wireless voice subscribers grew from 16
i |

million in 1993 to more than 255 million at the end of 2007. This reflects an average annual

growth rate of 22 percent.
Figure 1 .
Wireless Voice Subscribers in U.S.
1993 - 2007
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Source; CTIA's Wireless Industry Indices, Year-End 2007 Results, May 2008, Table 11.
Data reflect year-end figures.
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30 The Average monﬂlly usage of wireless services by subscribers has also grown
dramatically over this period, increasing from 140 minutes per subscriber per month in 1993 to

769 minutes per subscriber per month in 2007, an annual increase of 13 percent. -

Figure 2 Monthly Wireless Minutes of Use per Subscriber in U.S.
1993-2007

900

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 20068 2007

Source; CTIA's Wireless Industry Indices, Year-End 2007 Results, May 2008, Table 86.
Data reflect year-end figures.

31.  Together, the increases in the number of wireless subscribers and usage resulted
in an increase in total minutes of wireless use from 11 billion to 1.1 trillion between 1993 and
2007. This is roughly a 10,000 percent increase, which reflects an average annual increase in

total minutes of wireless use of 39 percent over this period.
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Figure 3 Total Wireless Minutes of Use in U.S.
1993 - 2007
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Source; CTIA's Wireless Industry Indices, Year-End 2007 Results, May 2008, Table 86.
Data reflect totals for July-Dec. of relevant year.

32.  The growth in output has been driven in part by a dramatic decline in the price of
wireless services. As shown in Figure 4, the average rate per minute paid by wireless vioice
subscribers has fallen from $0.55 in 1993 to $0.04 in 2007. This reflects a decline (in ﬂominal
terms) of 92 percent over the past 14 years, or an average annual decline of roughly 17 percent.

The inflation-adjusted annual decline is roughly 19 percent over this period.
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Figure 4 Average Voice Revenue per Minute in U.S.
1993 - 2007
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Note: The Voice R are calculated as Service R minus Data R . The Data R are not
reported before 2000 and are assumed to be 0. The Average Voice Revenue per Minute is calculated as Total Voice
Revenués divided by Total MOUs. Data reflect average for July-Dec. of relevant year.

33.  Inrecent years, wireless data services have also started to attract a significant
number of subscribers. The FCC estimates that the number of subscribers to high-speed Internet
access services using mobile wireless technology increased from 3.1 million at the beginning of
2006 to 21.9 million at the end of 2007.!7 CTIA reports that wireless data revenues increased
from less than $1 billion per year in 2002 to over $23 billion in 2007."® These trends aré
expected to continue. For example, Jefferies & Company forecasts that “mobile data gréwth will
rapidly outpace voice in [the] next few years.”'’

34. The dramatic increases in output and reductions in price of the wireless |
telecommunications industry observed in recent years have been achieved as carriers merged and

expanded to developed nationwide networks from their origins as regional service providers.

Today, there are four carriers with (near) nationall‘footprints (Verizon Wireless, AT&T, Sprint

17. FCC, 12" CMRS Competition Report, FCC 08-28, February 4, 2008,  215.

18. CTIA’s Wireless Industry Indices, Year-End 2007 Results, May 2008, Chart 25.

19. Romeo A. Reyes, et al., “Special Situations: 700MHz Auctions — A Prime Area of ereless
Spectrum” Jefferies & Company, Inc., January 22, 2008, p. 7.
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and T-Mobile) and these firms have succeeded in attracting subscribers at a more rapid rate than
firms with regional footprints. For example, between 2000 and 2006, the number of wireless
subscribers in the U.S. grew at an average annual rate of 15 percent. The growth rate among
regional carriers was substantially lower. For example, the number of ALLTEL subscribers
grew at an average annual rate of 6 percent over this period; U.S. Cellular Igrew at an average
annual rate of 11 percent and Cincinnati Bell grew at an average annual rate of 8 percen}t.zo

35.  As these data indicate, firms with more extensive geographic networks have
achieved more rapid growth than regional firms, presumably a reflection of their ability to better
realize efficiencies and to provide higher qualify services. The proposed merger of ALLTEL and
Verizon Wireless reflects another step in the realization of the efficiencies and the ability to

provide higher quality services resulting from operating wireless networks on a national scale.

B. PRICING OF WIRELESS VOICE SERVICES HAS BECOME
INCREASINGLY NATIONAL IN SCOPE.

36.  The growth in carriers with near national networks in recent years indicafes that
competition in the wireless industry has become increasing national in scope. While the FCC
has considered national trends in evaluating wireless mergers, it has focused its analysis of
mergers in the wireless industry on evaluating the impact of competition in highly localized
geographic markets. More specifically, the FCC has concluded that geographic markets for
wireless services are highly regional. In approving AT&T’s acquisition of Dobson

Communication in November 2007, the FCC concluded:

20. ALLTEL merged with Western Wireless, CenturyTel and Midwest Wireless during this
period. The calculated growth rate is based on data for the combined entities in both periods.
The growth rates are calculated using Table 4 from the FCC’s 7" CMRS Competition
Report, FCC 02-179, July 3, 2002; Table A-4 from the FCC’s 12" CMRS Competition
Report, FCC 08-28, February 4, 2008; and total national wireless subscriber estimates from
Table 11 of the CTIA’s Wireless Industry Indices, Year-End 2007 Results, May 2008.
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For this transaction, we continug 10 find that the most appropriate peographic

level for market analysis is comprised of CMAs and CEAs. For the proposed

transaction at issue here, we determine that the geographic market is the area

within which a consumer is most likely to shop for mobile telephony service. For

most individuals, this will be a local area, as opposed to a larger regional or

nationwide area. [...] Accordingly, we will use the same geographic market

definition in this analysis as the Commission has used in its recent wireless

merger orders discussed above. 2" %

37.  On-going changes in the wireless industry suggest that the economic forces
affecting price are likely to reflect factors beyond those in a geographic area that is limited to a
single CEA or EMA. We understand that Verizon Wireless (and other wireless carriers) has
increasingly priced wireless services on a national basis and has reduced the extent to which
discounts are offered on a local basis. More specifically, Verizon Wireless reports that roughly

90 percent of current Verizon Wireless subscribers have service plans based on national pricing

and that close to 100 percent of new subscribers are enrolled in national pricing plans. These

“plans offer customers in all areas the same rate and do not include roaming charges. In addition,

Verizon Wireless sets handset pricing and subsidies on a national basis. While there may be
minor regional differences in loyalty bonuses for renewing customers (e.g., awards of “free
minutes™) as well as occasional local handset promotions, we understand that such regiohal
differences.are rare and small in magnitude.

38. We understand that Verizon Wireless historically established separate priping
schedules by geographic area and region. Today, as mentioned above, thére is virtually ho
regional variation in the pricing of these plans. Verizon Wireless’ move to national pric1"ng is

motivated in part due to the simplicity in billing and customer service resulting from national

21. FCC, Memorandum Opinion and Order, AT&T / Dobson, FCC 07-196, November 19, 2007,
92s. :

22. CMAs (Cellular Market Areas) are the geographic areas in which cellular licenses were
initially issued; Component Economic Areas (CEAs) are areas defined based on commuting
and recreational travel patterns.
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pricing plans, as well as the reduction in consumer confusion resulting from regional ﬁricing
disparities and roaming fees.

39. As nofed above, we do not in this Declaration address competitive issues specific
to individual CMA or CEA areas. We do note, however, that in any such analysis it is'important
to consider the effect that vigorous competition at the national level has in constraining
the behavior of the merged firm in particular geographic areas. The remainder of this declaration
shows that the characteristics of the wirelesy industry and competitive factors that affect all
geographic areas imply that the proposed transaction is unlikely to have a significant adverse

affect on competition.

C. VERIZON WIRELESS WILL CONTINUE TO FACE SIGNIFICANT
COMPETITION FOLLOWING THE PROPOSED MERGER.

40.  Asnoted above, the transaction takes place in the context of a highly dynamic

industry that continues to experience rapid growth in output and declines in price. In its recent

annual report on competitive conditions in the wireless industry, the FCC concluded:

U.S. consumers continue to reap significant benefits — including low prices, new
technologies, improved service quality and choice among providers — from
competition in the Commercial Mobile Radio Services (“CMRS”) marketplace...
The metrics below indicate that there is effective competition in the CMRS
market and demonstrate the increasingly significant role that wireless services
play in the lives of American consumers.

41.  The proposed transaction combines the secon-d-and fifth largest wireless carriers
in the United States, in terms of total subscribers. Verizon Wireless and ALLTEL respéctively,
account for 25 and 5 percent of wireless voice subscribers in the U.S.** As discussed above,
while the number of ALLTEL subscribers has grown substantially over time, its share of

subscribers in the U.S. has fallen from 7 percent in 2000 to 5 percent in 2006.

23. FCC, 12" CMRS Competition Report, FCC 08-28, February 4, 2008, p 591.
24. Ibid., Table A-4; and total national wireless subscribers from Table 11 of the CTIA’s
Wireless Industry Indices, Year-End 2007 Results, May 2008 :
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42. The merged firm will continue to face competition from t};'ree other wlire‘;less
carriers with near natfonal network coverage including AT&T (26 percent of mobile voice
subscribers nationally in 2006), Sbrint (22 percent) and T-Mobile (11 percent).”> The merged
firm also will continue to face competition from ;1 variety of regional suppliers, includihg UsS
Cellular, Leap (Cricket), Clearwire and Metro PCS in various areas. In addition, as discussed in
more detail below, there are a wide range of large and sophisticated firms that have acquired
spectrum with broad coverage of the UsS. population that are in the process of deploying, or

planning to deploy, new wireless services throughout the U.S.

D. AVAILABLE EVIDENCE INDICATES THAT ALLTEL AND VERIZON
WIRELESS ARE NOT NEXT BEST SUBSTITUTES IN THE PROVISION
OF WIRELESS SERVICES.

43.  Available local number portability data from Verizon Wireless suggest that
‘Verizon Wireless and ALLTEL are not next best substitutes in the provision of Wirelesséservices
in the areas in which both firms provide service. For 2008 (through April) in 33 areas sérved by
both ALLTEL and Verizon Wireless for which share data are available, less than 20 percent of
new Verizon Wireless subscribers are drawn from ALLTEL and less than 20 percent of |
subscribers leaving Verizon Wireless go to ALLTEL. If flows into and from Verizon Wireless
occurred prorata based on market shares alone in these overlap areas, roughly 22 percen% of such
churn would involve ALLTEL. 26 These data indicate that new customers moving to or from
Verizon Wireless from ALLTEL do so less often than would be suggested based on ALLTEL’S

overall share of subscribers.

25. Ibid.

26. The results reported in Table 1 are based on a broad measure of customer inflows and
outflows which include “winbacks” (of customers lost to other carriers) and “rollbacks” (of
customers gained from other carriers in measured flows. Results based on a more narrow
measure of customer flows yield qualitatively similar results.
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Table 1

Wireless Subscribers Switching Between ALLTEL
and Verizon Wireless In Overlap Areas [1]
Jan-Apr 2008

Category ALLTEL Share

Inflows to Verizon Wireless? 17.9%
Outflows from Verizon Wireless® 19.0%

_____

Expected Based on Relative Subscriber Share S 22.4%

Based on 33 overlap areas for which Nielsen / Telephia data are available.

Inflows reflect "port ins" and "winbacks" from ALLTEL to Verizon Wireless.
Outflows reflect "port outs" and "rollbacks" to ALLTEL from Verizon Wireless.
Reflects weighted average of subscriber shares of ALLTEL (excluding Verizon
Wireless) based on Nielsen / Telephia data. ‘
Source: Verizon Wireless Local Number Portability data; Nielsen / Telephia share data. -

Pl S

E. THE HIGHLY DYNAMIC NATURE OF THE WIRELESS INDUSTRY
REDUCES CONCERNS ABOUT THE ADVERSE AFFECT OF THE
PROPOSED TRANSACTION ON COMPETITION.

44.  Analysis of the competitive impact of the proposed transaction requires
consideration of future as well as current competitive conditions in the wireless industry. As the

Merger Guidelines recognize:

Market concentration and market share data of necess1ty are based on historical -
evidence. However, recent or ongoing changes in the market may indicate that
the current market share of a particular firm either understates or overstates the
firm’s future competitive significance.”’

45.  In prior reviews of wireless mergers, the FCC has focused on service providers
utilizing the cellular, PCS and Enhanced Specialized Mobile Radio (ESMR) spectrum, which

together account for roughly 200 MHz of spectrum. In its recent decision approving AT&T’s

27. Department of Justice and Federal Trade Commission, Horizontal Merger Guidelines,
Section 1.521.
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acquisition of Dobson Communications, the FCC also included the “700 MHz spectrum” band,

which includes 80 MHz of spectrum that can be used for mobile telephony. As the FCC noted:

We conclude that the commercial spectrum in the 700 MHz band is suitable for
the provision of mobile telephony service [...] and should be considered a

- component of the input market for spectrum when evaluating this transaction.
The 700 MHz spectrum not only is technically capable of supporting mobile
services, but also is in many respects ideally suited for the provision of these
services.”®

46. Whlle the FCC did not include other spectrum as components of the 1nput market,

s
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recent events indicate that a wide variety of firms have acquired spectrum that prov1des access to
a large share of the U.S. population. For example, SpectrumCo — a consortium of cablei
companies — recently acquired AWS spectrum that covers approximate 275 million people.
Similarly, Qualcomm assembled spectrum licenses in the 700 MHz band that provides them a
near national footprint. Other carriers, including Leap, MetroPCS, and Cincinnati Bell écquired
licenses that expanded their regional footprint. Overall, there are now 12 different companies
that hold terrestrial wireless licenses that cover more than 1 million square miles of the ﬁnited
States and can be used to provide CMRS.%

" 47.  Based on these auction results, the FCC concluded that access to spectrum does

not reflect a barrier to entry into the provision of mobile telecommunications services in the

U.Ss.:

The demonstrated ability of new entrants to acquire nationwide or near-
nationwide spectrum footprints in these auctions, as well as the ability of
incumbent regional service providers to expand their spectrum footprints,
undermines claims that the Commission’s auction design enables the leading
nationwide carriers to prevent entry of another nationwide player. More
generally, these auction outcomes support the notion that spectrum allocation and
assignment policies do not create an effective barrier to entry into the U.S. moblle
telecommunications market.*

28. FCC, WT Docket no. 07-153, Memorandum Opinion and Order, November 19, 2007 q31. ;
29. FCC, 12" CMRS Competltlon Report, FCC 08-28, February 4, 2008, p. 9, Tables 6 and 7. !
30. FCC, 12™ CMRS Competition Report, FCC 08-28, February 4, 2008, 9 76.
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48.  As thesé developments suggest, the wireless industry is highly dynamic with
ﬁrm.s competing to develop and offer new types of services. For example, Clearwire, together f
with Sprint, Google, Comcast, Time Warner Cable and Brighthouse Networks, have rec;ently |
launched a joint venture to offer next generation wireless broadband services throughout the U.S.
The service makes use of BRS spectrum to create a new mobile broadband company. The
combined company expects to add coverage of 60-80 million subscribers by the end of 2009 and
120-140 million by the end of 2010.>! In addition, Cablevision intends to Build its own
broadband wireless network over the next two years,* as does DISH network, which aﬂalysts
expect to deploy a mobile TV product.®
49. Overall, these developments indicate that the wireless telecommunications
includes a broad range of firms competing to develop new technologies and services. Tl;ese

firms already own key inputs such as spectrum and include a variety of highly sophisticated

technology companies. Under these circumstances, it is highly unlikely that the proposed merger
of Verizon Wireless and ALLTEL will adversely affect the competition and the development of

new wireless technologies and services.

31. Clayton Moran, et al., “Wireless/Tower Industry Outlook,” Stanford Institutional Research,
May 27,2008, p. 9. See also Ben Stretch, “US Wireless Towers: WiMAX set to move in,”
Macquarie Research Equities (USA), May 8, 2008, p. 1 (“In our view, the announcement and ,
the scale of the coordinated effort on the part of these seven companies is truly significant, 5
with the JV targeting a network deployment covering between 120-140m people in the '
United States by the end 0f 2010.”).

32. Anthony Klarman II, et al., “High Yield Telecom, Cable & Satellite Weekly,” Deutsche
Bank, May 16, 2008, p. 14

33. Tom Watts, et al., “Telecom, Cable, and Satellite TV,” Cowen and Company, April 16, 2008,

p- 8.
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E.  AVARIETY OF OTHER INDUSTRY CHARACTERISTICS REDUCE

COMPETITIVE CONCERNS ARISING FROM THE PROPOSED
TRANSACTION.

50.  There are a variety of other dimensions to competition in the wireless
telecommunications industry that further reduce concerns that the proposed transactioﬂ will
adversely affect competition. The multidimensional nature of competition in the industry
reduces the risk of coordinated interaction in the industry.

51.  For example, wireless carriers compete along a variety of dimensions in‘; addition
to price. Firms vary with respect to the fange and quality of services offered. For exaﬁlple, as
mentioned above, Verizon Wireless offers high bandwidth wireless data services based on EV-
DO Rev. A technology while ALLTEL and other carriers do not. Similarly, carriers compete
with respect to service quality, with Verizon Wireless offering what is generally recogﬂized as
high quality services.

52.  Similarly, wireless carriers compete with respect to the type of equipment offered
to subscribers. For example, carriers often offer handsets on a subsidized basis to new
subscribers and compete by providing differentiated equipment. For exalﬁple, AT&T has been
the only carrier that has offered Apple’s iPhone. Analysts expect that Verizon Wi;eless; own

initiative to open its network to third party devices and applications will significantly increase

Verizon Wireless’ sales.>*

34. See, for example, Timothy Horan, et al., “Communications Services,” Oppenheimer, April 7,
2008, pp. 1-2 (“Management plans to take advantage of this by opening its network to other
device and application developers (ODI initiative), which presumably through increased
innovation will expand the overall market much more than the company can do on its own.

Open Development Initiative (ODI) — tens of billion [revenue] opportunity for industry
(v1deo and advertising), will coexist with VZ Retail.”).




-26 -

CONCLUSION

53.  The proposed merger reflects an attempt to further realize efficiencies résulting
from operating wireless networks on a national instead of regional scale. While we ha\j/e not
analyzed the impact of the transaction in specific geographic areas, we conclude that tHe
characteristics of the wireless industry as a whole and competitive factors that affect all

geographic areas imply that the proposed transaction is unlikely to have a significant adverse

effect on competition.
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