Centennial’s existing customers will benefit from the proposed transaction by gaining more -
timely access to the most recent advanced services.

22.  The proposed transaction will also allow Centennial to take advantage of AT&T’s
larger disaster recovery capabilities in its service areas. With dozens of decentralized call
centers, a fleet of mobile generators and towers, and two mobile command centers, AT&T is
better prepared to respond to a regional emergency and maintain cell phone connectivity, which
is vital to both first-responders and ordinary citizens in emergency situations. In contrast,
Centennial has only one call center for its domestic operations and one primary call center for its

Caribbean operations."*

E. Conclusion

23. The four categories of efficiencies described above, and the consumer benefits
that flow therefrom, are not mere speculation. Acquisitions recently consummated by AT&T
strongly corroborate our conclusions regarding the efficiencies to be realized in a timely manner

from the combination of AT&T’s and Centennial’s networks, operations, and workforces.”

14 See Moore Decl. ] 19 and Hunt Decl. | 16.

13 For example, AT&T executives anticipate that all legacy AT&T and Dobson customers living
in overlap areas from that transaction will have access to the improved integrated network by this
December.
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deliver.” Centennial has offered regional plans in the past, but has not offered a regional plan to

new customers in the U.S. for over a year. Centennial replaced its regional plans with national
plans in the mainland U.S. in response to competition with other wireless providers.'®

26.  For a; local deviation from the national rate plan to be implemented, AT&T
undergoes a lengthy process of review in advance of its approval. Any such “promotions™ are
not only rare, but typically short-term in nature. Such local pricing variations are not
implemented in areas as small as a CMA, and ére typically offered to customers throughout an
entire state or region. Moreover, according to AT&T executives, these promotions have
occurred only very infrequently. The relative infrequency, limited duration, and broad
geographic coveragé of AT&T’s promotions indicate that they a?e not a significant departure
from national pricing. - Moreover, these characteristics indicate that de minimis changes to
AT&T’s national subscriber or spectrum shares, such as would arise through the proposed deal,
are unlikely to have an impact on AT&T’s national pricing.'®

27.  'When competition is analyzed at a national level, it is clear that the proposed
merger of Centennial and AT&T would not harm competition. Centennial’s total number of
wireless customers represents only a small share of wireless customers nationwide — less than

one half of one percent.** Thus, the combined entity will only have a marginally larger share of

17 Given that Centennial increases the AT&T subscriber base by such a small amount, it is
unlikely that the proposed transaction would affect AT&T’s incentives to continue to set its
service prices on a nationwide basis.

18 See Hunt Decl.  17.

19 AT&T does provide its local managers with some flexibility in pricing its handsets, but
handsets represent a small share of the overall cost of wireless service.

20 See National Wireless Statistics available at
http://ctia.org/advocacy/research/index.cfm/AID/10323 (“Wireless Quick Facts”) (downloaded
on November 19, 2008) and Hunt Decl. ] 4.
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1V. Competition Analysis of Proposed AT&T-Centennial Merger ‘
A. Overview

24. ' For several reasons, the proposed transaction is unlikely to harm competition in
any particular CMA. First, as discussed below, even if competition were analyzed at the CMA
level, it would be seen ?hat sufficient rivélry will remain in every CMA, both in the U.S. and the
Caribbean, so that anticompetitive effects are unlikely. Moreover, the competitive forces that
characterize the wireless communications industry at the national level are an additional factor
that makes such localized anticompetitive effects unlikely. |

25.  Before considering competition at the local level, it is important to note that
AT&T and Centennial generally set U.S. prices for wireless service on a nationwide basis.
AT&T’s current rate plans in the continental U.S. are national in scope and their pricing is
determined almost entirely on a national basis.!"® We understand from AT&T executives that
uniform pricing results in significant efficiencies by allowing AT&T to employ common
platform‘s and information across its gntire system of call centers. Uniform pricing also allows
more cost-effective sales training on common products and services, particularly when working
with national retailers, such as Wal-Mart, RadioShack, and Best Buy. The very f:;wt that AT&T
today sets its service prices on a nationwide basis suggests that the added costs of setting prices

on a local basis exceed the incremental benefits such narrow geographical pricing might

- 16 As for the continental U.S., it is our understanding that both AT&T and Centennial set prices
for Puerto Rico and the U.S. Virgin Islands on an island-wide basis. These prices may differ
from continental U.S. rate plans.
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wireless customers nationally than does AT&T alone today. In the Caribbean, the combined
firm will continue to face a very competitive marketplace. In Puerto Rico, direct competitors
include Claro (an affiliate of the wireline incumbent), T-Mobile (SunCom), Sprint, and
dpenMobile, all providing facilities-based service. In the U.S. Virgin Islands, competitors
include Sprint, Innovative/VITELCO, and T-Mobile.>! The combined entity will continue to
face significant competitive discipline in the U.S. and the Caribbean both from other major
national facilities-based cellular carriers, other wireless carriers that are expanding their
" networks, new entrants such as the recent New Clearwire joint venture, and Mobile Virtual
Network Operators (“MVNOs”j. Existing competitors, such as Leap and MetroPCS, are
expanding their service territories. Moreover, increasingly, the m_é.rged entity likely will face
competitive pressure from service providers employing non-cellular technologies such as
wireless Voice over Internet Protocol (“VOIP”).

28.  Nonetheless, even if we assume, for the sake of argument, that competition in the
mainland U.S. is more localized and confined to individual CMAs, within each of these CMAs a
proper assessment must account for ten faétors. Each of the;se factors may attenuate any
potential anticompetitive effects of the proposed merger”> The presence of any one of the
pertinent factors in a given CMA may constrain the combined entity’s ability to raise prices or

diminish quality.”® In the overlap CMAs, several of these factors typically operate in

21 T_Mobile does not currently sell service locally, but does own and operate an existing network
of facilities in the U.S. Virgin Islands.

22 It is important to emphasize that many of these factors are driven by competition at the
national level, rather than by CMA-level competition.

23 In a somewhat different, but similar context, the FCC recognized that a number of factors have
important influences on competition in a CMA. Specifically, the FCC wrote:
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combination to eliminate or mitigate substantially any competitive concerns. We consider each

of these ten factors below.2*

B. Unilateral Effects Analysis

29.  The first factor that must be considered for each CMA is the number of facilities-
baéed competitors.>’ In all of the overlap CMAs écross the continental U.S., there will still be a
significant number of facilities-based competitors post-merger. In most of the overlap CMAs,
Sprint, T-Mobile, and Verizon are all facilities-based competitors, and in nearly all of the other
overlap CMAs, at le;ast two of these national carriers are facilities-based competitors.

30.  In Puerto Rico, there would be five competitors (including AT&T) after the
transaction and all of them offer unlimited island-wide rate plans in all CMAs on the island,
except Sprint which is not present in CMA 725 (Ciales). ‘In the U.S. Virgin Islands, AT&T

would continue to face competition from two facilities-based carriers - Sprint and

Consistent with our reécent wireless transaction orders, further competitive review
of each of these CMAs would include, among other things, the determination of:
(1) the total spectrum available for mobile telephony use; (2) the particular
applicant’s portion of available spectrum; (3) licensees in the market and their
spectrum holdings; (4) licensees currently providing service in the market; (5)
whether current service providers, who may be capacity constrained in the near-
term, can access additional spectrum in the market either through auction or on
the secondary market; and (6) licensees currently holding spectrum that could
enter the market to provide service.

See Union Tel. Co., Cellco P’ship d/b/a Verizon Wireless Applications for 700 MHz Band
Licenses, Auction No. 73, File No. 0003371176, Memorandum Opinion and Order, FCC 08-257,
1[ 18 (rel. Nov. 13, 2008).

* These factors are not presented in order of importance.
25 For purposes of this declaration, Verizon and ALLTEL spectrum have been combined when
counting facilities-based competitors and spectrum ownership.
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Innovative/VITELCO - as well as T-Mobile, which owns and operates an existing network of
facilities.

31.  Although some carriers are closer substitutes for each other than others, the FCC
" has-recognized a high 'degree of substitutability among the services of all wireless providers.”®
Thus, given the nurﬁber of carriers in both the U.S. and the Caribbean that would remain in each
CMA post-merger, any attempt by the combined entity to elevate price, suppress output, or
degrade service quality would be unprofitable (because customers could easily switch to another
carrier), and therefore any such measure would be transitory or, far more likely, never attempted
in the first place.

32.  The second factor, which is closely related to the first, is the combined AT&T-
Centennial subscriber share in the given CMA. The smaller the combined share, the weajtker the
incentives of the merged entity to raise prices due to the limited base of business on which to
enjoy any elevated prices and due to the presence of other carriers with sufficient incentive and.
ability to discipline any potential price elevation by the combined firms.?” If the combined entity
does not have a significant share of subscribers, the inquiry should end with regard to that
particular CMA. It is clear from the number of AT&T and Centennial subscribers in some areas
that the total combined share in those areas post-merger would be too small to engender aﬂy

possible competitive concern.

26 See In re Applications of AT&T Wireless Servs., Inc. and Cingular Wireless Corp. for Consent
to Transfer Control of Licenses and Authorizations, Memorandum Opinion and Order, 19 FCC
Red. 21522, 21575, 9 132 (2004) (“Cingular/AT&T Wireless Order™).

2T See, generally, Dep’t of Justice & Fed. Trade Comm’n, Commentary on the Horizontal
Merger Guidelines (Mar. 2006), § 2, available at
http://'www.usdoj.gov/atr/public/guidelines/215247 .htm.

18



33. The third factor to consider is that the wireless industry is dynamic — churn levels
are relatively high and historical trends reveal significant shifts in market share. According to
the FCC, most mobile telephone providers report churn rates ranging from 1.5 percent to 3.0
percent per month?®  This translaﬁes to losing about 18 pefcent to 36 percent of existing
customers every year. Given such high rates of customer turnover, churn is one of the most
important challenges to wireless providers. The extant churn rates, in patt, reflect the ease with
which customers can port their numbers from one carrier to another; in 2006, approximatelyv 10.3
million wireless subscribers took advantage of number portability.29 As a result, market share
calculations based upon new subscribers andﬂchumers, i.e., recent market share trends, may
indicate a greater level of competition than does a static snapshot of historical market shares. As
explained in the Horizontal Merger Guidelines: “Market concentration and market share_ data of
necessity 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.”™® The ability of a wireless carrier, even one with a

relatively modest market position today, to achieve rapid growth trajectories suggests that the

28 See In re Implementation of Section 6002(B) of the Omnibus Budget Reconciliation Act of

1993, Annual Report and Analysis of Competitive Mkt. Conditions with Respect to Commercial
Mobile Servs., Twelfth Report, 23 FCC Red. 2241, 2318, § 187 (2008) (“Twelfth Annual CMRS
Repor?”).

2 See Twelfth Annual CMRS Report at 2249.

30 Dep’t. of Justice & Fed. Trade Comm’n, Horizontal Merger Guidelines, § 1.521 (1992,
amended 1997), available at http://www.fic.gov/bc/docs/horizmer.htm (“Horizontal Merger
Guidelines”).
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markets are more competitive than may be indicated by a singular focus on existing market
shares. The FCC itself has recognized this fact in many of its market power analyses.’'

34.  The fourth factor is the degree of competition between AT&T and Centennial in
the CMA. We understand that AT&T’s business executives do not view Centennial as offering a
mix of features, services, and plans that closely matches AT&T offerings. These executives
indicated that, as a result, competition from Centennial in the U.S. does not factor into AT&T’s
decisions about pricing, promotions, or improvements in service quality. Indeed, AT&T
executives view other national carriers — such as Verizon — as having offerings that are more
similar to those of AT&T. Centennial does not appear to act as a significant competitive
constraint on AT&T’s pricing and other market conduct. Therefore, the proposed merger is
- unlikely to significantly harm competition.

35.  Inthe Caribbean, Centennial has a larger presence, as compared to its presence in
the United States. However, as noted above, the region has a significant number of competitors,
including major carriers on the continental U.S., as well as several other competitors, such as
Claro and OpenMobile. Given the degree of competition in the Caribbean, it does not appear
that this transaction would eliminate a significant constraint to AT&T’s pricing.

36.  The fifth factor is the ability of existing facilities-based competitors to expand
their service offerings within the CMA. The ability of rivals to respond to a price increase by the .

merged entity depends critically on whether the rivals have sufficient available spectrum to

expand without incurring any unusually large incremental costs and without necessitating any

31 See, e.g., In re Motion for AT&T Corp. to be Reclassified as a Non-Dominant Carrier, Order,
11 FCC Red. 3271, 3303-05 9 59-62 (1995); In re Competition in the Interstate Interexchange
Marketplace, Report and Order, 6 FCC Red. 5880, 5890, § 51 (1991).
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teduction tn the quality of service. The FCC has previously noted that the availability of
spectrum to riyal carriers is a key factor in its competitive effects evaluation.”? Specifically, the
Commission has noted that “where a ﬁﬁn is already present in a market, has comparable service
coverage, and has excess capacity relative to its current subscriber base, it should be able to
adjust rates, plan features, handsets, advertising, etc., in the short run.”*?

37. In the areas where Centennial is licensed, there are only two geographic areas
where the combined company would meet or exceed spectrum screens used by the Commission
to flag possible further inquiry. In part of Jefferson County in CMA 500 (Mississippi 8 -
Claiborne), where the spectrum screen is 115 MHz, the combined company would hold 132
MHz of spectrum. About four percent of the population of that CMA resides in the a?ea where
the spectrum screen is exceeded. In the other CMA (Michigan 6 - Roscommon - CMA 477),
seventeen percent of the population lives in the one county where the 125 MHz spectrum screen
for that county is met, but not exceeded. In the aggregate, the populations in these two areas
amount to approximately 32,000 peoiale, or about one quarter of one percent of the 13 million
peoi)le in Centennial’s footprint. Given the.existing. spectrum available to current and potential
competitors, there is no real concern that the merged firm will have so much spectrum in any

given area that effective competition for next-generation services will not emerge.**

32 See Cingular/AT&T Wireless Order Y 134-137. Applications of AT&T Inc. and Dobson
Communications Corporation For Consent to Transfer Control of Licenses and Authorizations,
File No. 0003092368 et al, Memorandum Opinion and Order, FCC 07-196, | 27 (rel. Nov. 19,
2007).

33 See Cingular/AT&T Wireless Order § 134.

34 The FCC concluded in another proceeding that “in each of these markets there are at least two,
and as many as four, other providers that currently have sufficient market share and spectrum
throughout the CMA to compete in the provision of mobile telephony services” and that “several
additional firms currently hold sufficient spectrum that would enable them either to expand their
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38 In matty of the CMAs where AT&T and Centennial overlap, existing facilities-
based competitors, and especially national competitors, have substantial amounts of available
spectrum capacity. On average, in those CMAs, Sprint has 50.5 MHz, Verizon has 52.1 MHz,
and T-Mobile has 40.2 MHz> In CMAs where existing facilities-based competitors have large
spectrum holdings, it is unlikely that the combined entity will have the incentive or ability to
raise prices or diminish quality post-merger.

39. The competitive conditions in Puerto Rico and U.S. Vifgin Islands are similar. In
Puerto Rico, on average, Sprint has 46.75 MHz and T-Mobile has 45 MHz. In the Virgin
Islands, on average, Sprint has 44.25 MHz and T-Mobile has 47.5 MHz.

40.  The sixth factor is the pc;ssibility of entry into a particular CMA by licensed
wireless carriers that are not already providing facilities-based services in that CMA. In the
continental U.S., licensed wireless providers serving adjacent CMAs have a proven infrastructure
to serve nearby customers. They could, in a timely manner, extend that infrastructure to serve an

adjacent CMA, in response to a hypothetical price increase by the post-merger AT&T-

provision of services or to enter the market and begin providing services.” See In re Application
of Aloha In re Application of Aloha Spectrum Holdings Company LLC and AT&T Mobility II
LLC Seeking FCC Consent for Assignment of Licenses and Authorizations, Memorandum
Opinion and Order, 23 FCC Red. 2234, 2236, { 12 (2008).

35 The cellular, PCS, and AWS spectrum data come from the Commission’s Universal Licensing
System database. The SMR and BRS spectrum data come from the Public Interest Statement
that Sprint and Clearwire filed in connection with the formation of New Clearwire, available at
https://wireless2.fcc.gov/UlsEntry/attachments/attachmentViewRD.jsp?appl Type=search&fileKe
y=1826989902&attachmentKey=18317507&attachmentInd=applAttach (downloaded on
November 20, 2008). The 700 MHz data assume the grant of all licenses to the winning bidders
in Auction No. 73 and come from the list of winning bidders on the Commission’s website,
available at http://hraunfoss.fcc.gov/edocs_public/attachmatch/DA-08-595A2.pdf (downloaded
on November 20, 2008). Licensees were attributed to carriers based on their Form 602
ownership reports. We calculate spectrum holdings for a CMA by taking a population-weighted
average of county-level spectrum holdings.
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Centennia), The relatively ow bariers 10 such Facilities-based entry, especially by Jicenced
carriers and carriers operating in adjacent areas, translate into an important competitive
constraint on the merged firm. All three competing national carriers (i.e., Verizon, Sprint, and T-
Mobile) are present in the majority of the overlap CMAs. In each overlap CMA, multiple
facilities-based competitors will compete with AT&T after the proposed AT&T-Centennial
merger.

41.  Given the possibilities for potential entrants into CMAs served by AT&T and
Centennial, there is strong reason to believe that another important constraint post-merger on
AT&T-Centennial prices is likely entry by other wireless carriers not currently offering facilities-
based service in those areas. Support for this includes the recently approved merger of Sprint
Xohm and Clearwire properties into the New Clearwire, a joint venture between Sprint,
Clearwire, three of the largest cable MSOs (Comcast, Time Warner Cable, and Bright House
Networks), as well as Intel and Google. These parties agreed collectively to invest $3.2 biliion
combining Sprint and Clearwire’s next-gene;ration wireless broadband businesses; the parties
have the ability to resell services (e.g., bundle cable modem services and wireless broadband).*
In addition, the New Clearwire will expedite the deployment of a nationwide WiMAX network

selling 4G wireless services through an MVNO structure with Sprint.*’ Cox Communications is

36 See Sprint News Release: Sprint and Clearwire to Combine WiMAX Businesses, Creating a
New Mobile Broadband Company (May 7, 2008) available at
http://newsreleases.sprint.com/phoenix.zhtml?c=127149&p=irol-
newsArticle_newsroom&ID=1141088 (downloaded on November 19, 2008).

37 See Sprint News Release: XOHM, Intel and WiMAX Partners Celebrate New 4G Broadband
Era in Baltimore (Oct. 8, 2008) available at
http://newsreleases.sprint.com/phoenix.zhtml?c=127149&p=irol-
newsArticle_newsroom&ID=1206942&highlight=clearwire (downloaded on November 19,
2008).
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also planning o compete directly with wireless providers by offering wireless services beginning
in 2009. Cox has spent more than $500 million acquiring spectrum. It will partner with Sprint
initially, but it has plans to build its own 3G network.”® While its initial network will be based
on CDMA technology, Cox will test LTE for possible future use.*

42.  The seventh factor that may constrain the pricing of AT&T-Centennial post-
merger is that the merged firm will face competition from MVNOs and other résellers. As a
result of their national advertising and consumer recognition, these sellers often provide
significant competition at a local level despite their lack of ownership of local facilities. The
number of subscribers receiving wireless services. from an MVNO or reseller has iﬂcreased
dramatically in recent years and, at the end of 2006, t'otaled an estimated 15.1 million.*® The
MVNOs and resellers includ<;, companies such as TracFone Wireless, Virgin Mobile, and Qwest,

41

which offer a variety of differentiated services.” Time Warner, Cox, and Comcast already are

offering such wireless services in selected areas.** In analyzing the potential competitive effects

3 In Lafayette, Louisiana, one of the overlap CMAs, Cox is the incumbent cable operator with
12 MHZ of 700 MHz. spectrum.

% Sinead Carew, Cox fo Offer Wireless in 09 Using Sprint Network, REUTERS, Oct. 27, 2008;
Stephen Lawson, Cox to Build Its Own Cellular Network, N.Y. TIMES, Oct. 27, 2008; Chloe

" Albanesius, Cox fo Bundle Sprint Wireless Service, PCMag.com, Oct. 27, 2008.

0 See Twelfth Annual CMRS Report, ] 21.

M See Twelfth Annual CMRS Report, § 22. TracFone is the largest prepaid cell phone provider in
the U.S. See http://www.tracfone.com/about.jsp?nextPage=about.jsp&task=about (downloaded
on November 19, 2008). Virgin Mobile offers prepaid and pay-as-you-go services targeted
primarily at the youth market. See Virgin Mobile, Investor Relations,
http://investorrelations.virginmobileusa.com/ (downloaded on November 19, 2008). Qwest
bundles its wireline voice and high-speed Internet services with resold wireless services. See
Qwest Wireless, Products and Services, http://www.qwest.com/residential/wireless/
bundleslanding/ (downloaded on November 19, 2008). '

2 See, e.g., “Comcast Turns on Cell Phone Service,” November 30, 2006, available at
http://www.tmcnet.com/usubmit/2006/11/30/2122743.htm (downloaded on November 19, 2008);
“Cox Customers in Arizona and San Diego Are First to Experience Integration of Mobility of
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of the proposed transaction, the competitive constraints of such non-facilities-based providers

must be considered.

43.  The eighth factor is the ability of competitors in neighboring CMAs to serve
subscribers through roaming arrangements. In many cases in the continental U.S., carriers
serving adjacent CMAs could exert competitive pressure on the combined AT&T-Centennial
even without entering the CMA in which a price increase by AT&T-éentennial is hypothesized.
Consumers need not limit their wireless service options to providers selling facilities-based
service in the areas in which they live. If the combined firm were to attempt to raise prices in a
particular geographic area, many customers could easily acquire services from adjacent areas,
especially where these are geographic regions to which they ordinarily travel for work. Thus,
even if the wireless providers do not have facilities-based sel;vices in a particular area, their
customers can still obtain service through roaming agreements.l

44. In the case of AT&T and Centennial, the competitive constraint provided by
carriers serving adjacent CMAs, particularly in areas where customers might work, is significant.

For example:

¢ CMA 458 (Louisiana 5 - Beauregard) is close to three metropolitan areas,
- Baton Rouge, Lafayette, and Lake Charles;
e CMA 460 (Louisiana 7 - West Feliciana) is near two metropolitan areas,
Baton Rouge and New Otleans;
CMA 501 (Mississippi 9 - Copiah) is adjacent to Jackson, Mississippi;
CMA 101 (Beaumont - Port Arthur, Texas) is just east of the Houston
metropolitan area;

-Cox  Services,”  February 13, 2007, available  at  hitp://phx.corporate-
ir.net/phoenix.zhtml?c=76341&p=irol-newsarticle&t=regular&id=962949  (downloaded on
November 19, 2008).
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o (MAs 408 (Indlana 6 - Randolph), 405 (Indiana 3 - Huntington), 217
(Anderson, Indiana), 236 (Muncie, Indiana) and 271 (Kokomo, Indiana) all

surround the Indianapolis metropolitan area; .
e CMA 480 (Michigan 9 - Cass) is west of two metropolitan areas, Detroit and
Toledo: and
e CMA 403 (Indiana 1-Newton) is east of the Chicago metropolitan area.*’

45.  The same advertised handsets and rate plans are available to any of the
subscribers in these smaller CMAs as they travel between these suburban and urban areas (e.g.,
to work, shop, etc).

46.  The ninth factor is the role of spillovers from advertising by carriers in adjacent
areas. Consumers receive advertising — including pricing information — through direct mail and
via the Internet. Many rural and suburban areas also receive TV and radio programming
broadcast from larger population centers, as well as newspapers published in urban areas. These
media outlets provide extensive information about wireless pricing and service options.
Similarly, nationwide carriers generally conduct nationwide advertising that results in
dissemination of their brand and rate plan information in areas where they do not actually
provide service. As a result, customers are.well aware of competitive options available in
adjacent (or national) areas, which can constrain to some degrée any ability of the combined
AT&T-Centennial to raise prices or reduce service quality in'any particular CMA.

47. The tenth factor is the inability to target price increases. In light‘of the
characteristics of the wireless industry and the absence of rigid geographic boundaries to

markets, it is also likely that the post-merger firm would not be able to identify customers in

more concentrated areas with sufficient precision to make differential pricing across markets

3 See Hunt Decl. 5.
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pr ofitable. In p@IﬁCU)HI', it would be necessary for the post-merger firm to be wrong only in a
relatively small number of cases to render it unprofitable to charge higher prices t.o customers in
a few areas with fewer competitors.**

48.  Let us suppose that, post-merger, AT&T-Centennial attempted to charge five
percent more to consumers in what it thought was a less competitive area. If it cannot precisely
identify these areas (because, for example, consumers could shop in an adjacent CMA or
purchase a cell phone over the Internet and use their work address rather than their home address
for billing), some percentage of the people targeted' for this price increase in the “less
competitive” area would, in fact, have another competitive wireless provider as an option — and a
segment of these customers would be inclined to switch to the alternative provider in response to

1.45

the price increase by AT&T-Centennial.”> The inability of AT&T to target precisely any attempt

44 See, e.g., Jerry A. Hausman, Gregory L. Leonard & Christopher A. Vellturo, Market
Definition Under Price Discrimination, 64 ANTITRUST L. J. 367, (1996).

% To analyze the profitability of the price increase, AT&T would compare its profit before and
after the price increase. The profit earned before the price increase would be equal to (P - C) *
N, where P is the price, C is the marginal cost of producing the service, and N is the number of
consumers in the targeted area. The profit after the price increase would be (1.05P — C) * XN,
where X is the percentage of customers who do not switch to the competitive option (so that 7 - X'
is the percentage of targeted customers who do switch to the competitive wireless provider). The
breakeven value for X is equal to:

L
C

1.05 P_ 1
C
That is, the percentage of people who do not switch needs to be greater than this ratio for the
price discrimination attempt to be profitable. For example, if the ratio of price to marginal cost
were about 1.67, only 11 percent of the subscribers targeted with the price increase would have
to switch away from AT&T-Centennial in order for it to be unprofitable to attempt to price
discriminate against customers in rural areas. If this ratio were 2, only nine percent of the
subscribers targeted with the price increase would have to switch away to defeat a price increase,
and if the ratio were 1.5, only 13 percent of customers would need to switch away.
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to implement a price discrimination strategy, and the concomitant costs of using a “blunt
instrument,” together constitute yet another reason why the proposed merger is unlikely to result

in an anticompetitive increase in prices or a diminution of service quality.

C. Coordinated Effects Analysis

49.  Many of the same factors discussed above also make it unlikely that coordinated
effects would occur in any subset of the CMAs in which AT&T and Centennial operate. The
evidence clearly indicates that the industry is not conducive to tacit coordination now, and will
not be so after the transaction. For example, the FCC has found that the wireless sector is subject
to “intense competitive pressure, rather than coordinated interaction.”® Because of this
competitive pressure, the FCC has stated that carriers “use information obtained about their
rivals to improve their own ability to compete in attracting and retaining customers,” rather than
coordinate their actions.*’

50.  In order for there to be any valid concerns that the proposed merger of AT&T and
Centennial would give rise to coordinated interactions, it must be shown that the proposed
'merger would make coordination profitable to the firms involved and that post-merger there
would be an “ability to detect and punish deviations that would undermine the coordinated
interaction.”*®

51.  The available evidence suggests that the competitors in each CMA at issue will

still compete vigorously on a variety of dimensions including price, network coverage, handset

6 See Cingular/AT&T Wireless Order § 155.
47

Id. §154.
8 See Horizontal Merger Guidelines § 2.1.
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promotions, plan features, service quality, customer service, aﬂd the introduction of new
services. Therefore, the proposed trzinsaction would not change the competitive dynamics
enough to mgke coordination profitable for the firms involved. Moreover, competition along a
variety of different dimensions — from promotions on handsets to service quality — makes it more
difficult for rival firms to reach terms of coordination* We are not aware of any reason to
believe that the proposed transaction would alter this fact.

52. Compétitors that possess available capacity could readily increase their provision
of wireless services if demand were to bresent itself (as would happen if providers were tacitly
colluding to elevate prices). Therefore, each competitor would have strong incentives to deviate
from puta’;ive coordination — the profits from cheating on the cartel would simply be too great for
the cartel to be sustained.

53.  The substantial profits available from cheating are due in part to the fact that
cheating would be easy to accomplish and difficult to detect — and therefore hard to punish. For
example, facilities-based competitors could cheat on a collusive pricing or market division-type
agreement by selling cheaply to a reseller, or by signing roaming-agreements. Such behavior
would be difficult to monitor and punish, which makes the possibility of coordinated behavior
unlikely as a result of the proposed merger.

54.  Another factor that makes coordinated ihteractions in the wireless industry more

difficult is the uncertainty of future demand. In the wireless industry, in which there is rapid

technological change and roll-out of new services, there is likely to be uncertainty about future

* The FCC recognizes many of these factors as the benefits from “effective competition” in
CMRS, including low prices, new technologies, improved service quality, and new entry. See
Twelfth Annual CMRS Report at § 194.
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levels of demand. According to the Horizontal Merger Guidelines, coordination may be more
difficult in a market with relatively frequent demand or cost fluctuations aﬁong firms.>
Coordination may be more difficult in these types of markets because the market driven
fluctuations may be difficult for firms to distinguish from cheating on a coordinated agreement.
Thus, the fluctuations make it less likely. that the coordinated interactions will occur in the first
place. Similarly, uncertainty about future demand creates difficulties for a putative cartel to
sustain its collusive state — it would 'find it problematic to distinguish between low demand due

to deviations from the cartel arrangement and low demand due to lack of public interest in a new

product or service relative to anticipated levels.

V.  Wireline Competition

55.  Another aspect of the competitive effects analysis of the proposed merger
between AT&T and Centennial involves wireline competition in Puerto Rico.

56.  Centennial is one of several facilities-based wireline competitors in Puerto Rico
that compete with the ILEC, TELPRI, to offer services such as the provision of voice, data, and
Internet solutions.”’ Other facilities-based competitors include WorldNet*? and Prepa.net, which
is an affiliate of the local electric power company. AT&T does not own wireline facilities on the

island and does not actively market to residential and small to medium-sized businesses (and

50 See Horizontal Merger Guidelines § 2.12.

31 See Hunt Decl. § 21.

52 WorldNet deploys a soft switch and owns data switches for carrying IP traffic. See Hunt Decl.
9 21.
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absent the merger has no plans to do so). The merger, therefore, does not implicate compétition
for such customers.

57. AT&T .is a global telecommunications provider that serves multinational
enterprises with operations in Puerto Rico, as well .as large enterprises headquartered in Puerto
Rico that require suites of services such as international connectivity and enterprise level
telecommunications services. AT&T competes mainly against Verizon and BT as the global
enterprise provider for multinational clients.® By contrast, Centenhial has wireline facilities
only in Puerto Rico, so it is not a significant competitor for providing these same services to the
multinational enterprises targeted by AT&T. To the extent Centénnial serves enterprise
customers, its focus is providing local connectivity on its fiber network. Thus, there is no basis
for concern that the proposed merger would have a significant adverse effect on competition for
such customers. In fact, if anything, the proposed merger will enhance such competition as
AT&T gains ownership of local facilities to manage directly the service to its enterprise
customers in Puerto Rico and takes advantage of its significant knowledge and resources in
making Centennial’s facilities more competitive against the ILEC and other networks.

58.  The proposed merger has two other potential important benefits: (i) it should
provide greater reliability and reduce confusion about responsibility over network outages; and
(ii) it will eliminate double marginalization. Moreover, the combined entity will not be able to
harm competition because TELPRI, WorldNet, and Prepa.net remain as alternative providers of

local connectivity for the significant number of competing international service providers,™

33 See Moore Decl. § 35.
>* Centennial and AT&T provide certain services using various submarine cable assets. Neither
company markets submarine cable capacity, but has made submarine capacity available to other
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including Verizon, Sprint, TLD, and Global Crossing, and barriers to entry into the long distance

business are low.>

VI. Conclusion

59.  The nature of competition in the wireless sector, in particular its dynamism and
the significant degree of extant rivalry, leads us to conclude that a merger of AT&T and
Centennial would not result in higher prices and lower output through either coordinated
behavior among the participants in the wireless sector or unilateral behavior by the merged firm.
Based on our analysis of the available infoﬁnation, we conclude that the proposed merger will
deliver substantial consumer benefits while not engendering significant competitive harm in any
relevant market. In allddition, the available evidence shows that the proposed merger will not
harm wireline competition in Puerto Rico. As such, the proposed corf_lbination is in the public

interest.

carriers on a case-by-case basis. See, e.g., Hunt Decl. J 23. According to both AT&T and
Centennial executives, however, there are many existing competitors providing long distance
services currently and ample capacity available on submarine cables to provide additional long
distance capacity between the Caribbean and the U.S. should it be required. See, e.g., Moore
Decl. § 40. With so much capacity available through existing cables, the merged entity would
have no ability to harm competition.

55 According to both AT&T and Centennial business people, a number of companies — such as
Columbus and Global Crossing — currently market capacity on their submarine cable assets. In
addition, there are many providers of off-island long distance, including Sprint, Verizon, PRTC,
AT&T, TLD, and cable VOIP providers. See Moore Decl. 40 and Hunt Decl. { 23.
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I declare under penalty of perjury that the foregoing is true and correct.

Executed on November 21, 2008.

I declare under penalty of perjury that the foregoing is true and correct.

Executed on November 21, 2008.

I declare under penalty of perjury that the foregoing is true and correct.

Executed on November 21, 2008.

f A w vr ‘, ,'.",‘;f' e
Poulsen
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FCC Form 603
Exhibit 2

Page 1 of )

Stafement of No Environmental Impact

As required by Section 1.923(¢) of the Commission’s rules,' the Applicants state that this
transfer of control of the licensee will not have a significant environmental effect, as defined by
Section 1.1307 of the Commission’s rules.? A transfer of control does not involve any
engineering changes and, therefore, cannot have a significant environmental impact.

147 CFR. § 1.923(¢).
2 1d. § 1.1307.
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