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The ability to offer nationwide service is now a critical dimension of competition. It is
this nationwide service that consumers want and that wireless carriers strive to offer, either
through networks, roaming and access agreements, or both. AT&T has previously
acknowledged that “rate plans of national scope, offering nationwide service at a single price
without roaming charges, have become the standard in the wireless industry.””® Victor Meena,
the CEO of Cellular South, testified recently, “[t]here is no market for regional or local calling

*"! He added, “[t]he U.S. wireless market is national, not regional. So it is ironic that

plans.
AT&T’s promotional materials regarding its takeover of T-Mobile cast carriers like Cellular
South as national competitors while pressing regulators to review competition on a

972

market-by-market basis.

1. Other National Carriers Recognize that Retail Wireless Service Is
National

Just as AT&T publicly stated that “the predominant forces driving competition among
wireless carriers operate at the national level,”” Verizon argued in its application to acquire
ALLTEL that “the wireless business today is increasingly national in scope with four major
national providers competing vigorously through pricing plans and service offerings that are

national in scope.””*

e Public Interest Statement, attached to Applications of AT&T Inc. and Dobson

Communications Corp. for Consent to Assign or Transfer Control of Licenses and
Authorizations, WT Docket No. 07-153, at 18 (July 13, 2007) (“AT&T-Dobson Application™).

i Meena Testimony at 6.

14 Id.

7 AT&T-Dobson Application at 18.

7 Public Interest Statement, attached to Applications of Cellco Partnership d/b/a Verizon

Wireless and Atlantis Holdings LLC for Consent to Transfer Control of Licenses,
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C. Even If the Retail Markets Were Local, a Significant Number Would Exceed
the HHI Screen

Even if the transaction were analyzed at the local CMA or CEA level, the transaction
would reduce competition in a significant number of these local areas. Calculations performed
by CRA show that the proposed T-Mobile takeover exceeds the FCC’s HHI screen in [begin
NRUF/LNP confidential information] | | | B [end NRUF/LNP confidential
information] CMAs and [begin NRUF/LNP confidential information) ||| N [end
NRUF/LNP confidential information] CEAs.”® Moreover, the FCC’s HHI screen is exceeded
in [begin NRUF/LNP confidential information] |||} } QBB [cnd NRUF/LNP confidential
information] largest CMAs by population.”” CMAs that fail the screen collectively account for
[begin NRUF/LNP confidential information] . [end NRUF/LNP confidential information]
percent of the U.S. population, and the CEAs that fail the screen collectively account for [begin
NRUF/LNP confidential information] . [end NRUF/LNP confidential information] percent
of the U.S. population.%

The combined entity’s holdings would far exceed the HHI screens in many of these local
arcas, indicating that these markets are highly concentrated and that the transaction is presumed

to enhance market power.gq For example, [begin NRUF/LNP confidential information] -

96 CRA Decl. § 11, Tables 5b-5c.
H Id. at Table 5c.
* 1d979.

The FCC screen is exceeded when: (1) the post-merger HHI is over 2,800 and the
increase is at least 100; or (2) the HHI increase is at least 250 regardless of the post-merger HHI
level. AT&T-Centennial Merger Order 9 46.
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B. The Proposed Transaction Likely Would Lead to Increased Coordination
Between AT&T and Verizon

As the Commission has recognized:

Both economic theory and empirical economic research have shown that
firms in concentrated, oligopoly markets take their rivals’ actions into
account in deciding the actions they will take. When market participants’
actions are interdependent, noncompetitive collusive behavior that closely
resembles cartel behavior may result — that is, high and stable prices.m6

AT&T’s proposed takeover of T-Mobile also is likely to harm competition and the public interest
through tacit coordination between AT&T and Verizon, which together would control 76 percent
of the market for all wireless and 82 percent of the post-paid market. The CRA Declaration
explains that the transaction would increase the likelihood of coordination between AT&T and
Verizon in two ways. First, AT&T and Verizon would likely accommodate each other’s price
increases by raising their own prices in response.'m Second, as the two dominant firms in the
industry, the Twin Bells, without necessarily making an express agreement, would recognize the
mutual benefits of coordination.'” The CRA Declaration thus concludes:

The wireless market is vulnerable to coordination by AT&T and Verizon
and the merger would increase that vulnerability. The merger would
eliminate one national competitor, T-Mobile, and the exclusionary effects
of the merger would weaken the other national competitor, Sprint, as well
as the regional fringe. The combined subscriber shares of AT&T and
Verizon would increase to 76% in an all-wireless market and to 82% in a
postpaid service market. Their share of wireless revenues would be even
higher. In addition, AT&T and Verizon know each other’s prices, buyers
are small, and competitors have higher costs. Moreover, competitors are
dependent on both AT&T and Verizon for essential inputs. AT&T and
Verizon also are similarly situated in the market as [incumbent LECs]
with high market shares, meaning that both carriers would account for
wireline “cannibalization” in setting wireless prices. As a result, the

We EchoStar-DirecTV Hearing Designation Order 4 170.
"7 CRA Decl. 19 172-73.
% 1d 99 174-77.
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merger raises a substantial risk of parallel accommodating conduct as well
as the risk of facilitating informal coordination resulting from a common
understanding by AT&T and Verizon of their mutual interdependence and
the relative gains from cooperative versus non-cooperative conduct.
Although the resulting coordination would not be perfect, consumers still
would be harmed.'”

AT&T argues that the takeover poses “no prospect of anticompetitive coordination”
because: (1) there are many firms with different characteristics, which would make tacit
coordination difficult; (2) wireless markets are characterized by rapid changes in technology and
“every provider has strong individual incentives to be an early provider of new services and to
serve rapidly growing demand”; (3) wireless markets are prone to disruption by mavericks; and
(4) the local nature of wireless markets precludes coordination.''” These arguments are
unpersuasive as they grossly misconstrue marketplace realities and overstate the competitive
significance of the small, “fringe” wireless players.

First, the wircless markets are not “characterized by many heterogeneous firms with
many different service plans and diverse market positions” to an extent that would make
coordinated interaction unlikely. i Post-merger, 76 percent of the all-wireless market would be
dominated by two firms — AT&T and Verizon. The only coordination necessary to raise prices
to the vast majority of the market would be between AT&T and Verizon - firms that offer

similar service plans and handset options,''* hold similar sets of competitive assets,' 13 and share

199 1d 9 16.

"o Application at 95-96.

" Id at 95.

i Compare Plans, Family Share Plans, Verizon Wireless, available at:

<http://www.verizonwireless.com/b2c/store/controller?item=familyShare&action=viewFSPlanLi
st&catld=323&sel=fam&typeld=2> (20001 used at zip code prompt) (last visited May 28, 2011)
with Wireless, Cell Phone Plans, Family Plans, FamilyTalk Cell Phone Plans, AT&T Inc.,
available at: <http://www.wireless.att.com/cell-phone-service/cell-phone-plans/family-cell-
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reaped 79 percent of wireless industry operating profits.'* The disproportionate share of profits
retained by the Twin Bells not only provides them with more internally-generated cash to invest,
but also reduces the costs of obtaining financing from the external markets.
The financial advantages enjoyed by AT&T and Verizon allow them to entrench and

expand their leading position. As CRA explains:

This combination of economies of scale plus financing advantages can

create a vicious cycle that can entrench the dominance of leading firms in

a high investment industry like wireless. The more profitable leading

firms have the ability to invest disproportionately more than the smaller

firms. As a result, the leading firms can increase their lead over time,

other things equal. This, in turn, further increases their market shares and

profit advantage and can thus increase the already disproportionate abilir?r
of the two ILECs to invest in exclusive handset contracts and spectrum. '’

AT&T’s proposed takeover of T-Mobile would exacerbate the disparity between the
Twin Bells and the rest of the industry. As a result, the merger could tip today’s market — where
AT&T and Verizon are constrained to a significant extent by two smaller national competitors —
to one where the Bell duopoly is increasingly less constrained by the remaining smaller national
competitor.”! That outcome would harm the public interest by leading to higher prices and
reduced innovation.

E. The Proposed Transaction Would Stifle Innovation

The development of new products and technology is driven by competition among the

. . . 132 . ..
four national wireless carriers. ~~ The proposed takeover would simultaneously eliminate

' 1d g 115.
130 1d.9118.
BL 1d g 122

e Adib Decl. Y 13-14,
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For example, a manufacturer could build a single handset platform for the Twin Bells
using their common core spectrum bands that could be marketed to 76 percent of all wireless
customers. Given that reality, manufacturers would have less incentive to build devices for
Sprint and smaller carriers using different (one-off) spectrum bands and, even when they did,
those devices would cost more given the carriers’ lack of scale relative to AT&T and Verizon."’
With the proposed transaction, the Bells’ larger number of subscribers would allow them to
spread research and development (“R&D”) costs over a larger group of customers and guarantee

"% These scale advantages would allow the Twin Bells to

sales of a larger number of handsets.
obtain exclusive access for lengthy terms to the most advanced handsets that are most in demand
by consumers."’

The proposed T-Mobile takeover would increase the size and scale differential between
AT&T and the remaining wireless carriers, making Sprint a less attractive potential handset
partnf:r.'40 Sprint and the smaller carriers would pay more for the latest phones and consumer

devices — if they could even obtain them while they are still “cutting-edge.” The result: higher

prices and reduced innovation in handset and other consumer devices."*'

M3 Id. 9 12; FierceWireless MetroPCS Article (reporting that “MetroPCS likely won’t

benefit from the economies of scale derived from purchasing the same equipment as [AT&T and
Verizon]” for LTE because its LTE buildout will sit primarily in the AWS spectrum band, not
the 700 MHz bands occupied by the Twin Bells).

138 Adib Decl. 7 6-7.
¥ 14 9111, 18.

40 CRA Decl. § 106.
U 1d 99106, 113.
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it does not compete in providing retail wireless services. If T-Mobile no longer had an incentive
to buy special access from competitive alternatives to AT&T, it would diminish the ability of
such providers to remain in business and compete with AT&T’s in-region wireline offerings.
Indeed, third-party providers of special access may find that their businesses are no longer viable
if they lose T-Mobile as a potential customer. '*I' Thus, the merger would substantially diminish
any prospect that alternative backhaul providers will emerge to compete with AT&T and
Verizon in their incumbent wireline service areas.'”> Absent a realistic threat of competitive
entry in areas where the combined demand from T-Mobile, Sprint, and other unaffiliated
Commercial Mobile Radio Service (“CMRS”) carriers potentially could attract new backhaul
providers, marketplace forces will not constrain AT&T’s (or Verizon'’s) ability to impose
unreasonable rates, terms, and conditions on its wireless rivals in its incumbent service

territory.'™*

o Competitive backhaul providers already are concerned that “their entire business model

could face strains as a result of the merger” removing T-Mobile as a potential customer. See
Sara Jerome, Backhaul Industry Fears AT&T Merger, THE HILL (May 11, 2011) (reporting that
officials in the alternative backhaul industry fear that the merger could “potentially sink[] some
companies . . . leaving AT&T and Verizon to dominate the backhaul market”), available at:
<http://thehill.com/blogs/hillicon-valley/technology/160407-backhaul-industry-fears-atat-
merger>.

- AT&T and Verizon “historically have not engaged in vigorous wireline competition

against [each other or] other ILECs.” Comments of T-Mobile USA, Inc., WC Docket No. 05-25,
at 11-12 (June 13, 2005); see also, e.g., Declaration of Chris Sykes, attached to Comments of
T-Mobile USA, Inc., WC Docket No. 05-25, 9 11 (June 13, 2005) (“ILECs have not competed
vigorously against each other in the provision of any wireline service, including special access
service.”).

'3 Letter from Kathleen O’Brien Ham, T-Mobile USA, Inc., to Marlene H. Dortch, FCC
Secretary, WC Docket No. 05-25, at 1 (May 6, 2010) (“in areas where ILECs continue to enjoy a
monopoly, backhaul costs remain unreasonably high”); Second Declaration of Simon J. Wilkie,
attached to Reply Comments of T-Mobile USA, Inc., WC Docket No. 05-25, 99 25-26 (July 29,
2005) (noting that “on routes where there is no competition,” incumbent LEC special access
rates can be “many times higher”); Reply Comments of T-Mobile USA, Inc., WC Docket No.
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